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Not  to  be  taken  from  this  room 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California, 
1915,  Section  623. 
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LAND  IS  PRECIOUS.  I 
USE  IT  CAREFULLY. 

Professionalism  in  the  Complex  Business  of  Real  Estate  Development  and  Sales 


Turning  a  piece  of  unimproved  land 
into  a  business  park,  or  a  shopping 
center,  or  a  residential  community  . . . 
is  a  complicated  business.  It  calls  for 
a  real  understanding  of  the  growth 
trends  and  economic  outlook  of  an 
area.  Of  traffic  flows.  Of  streets  and 
utilities  construction;  of  plans  for 
business  expansion;  of  environmental 
protection;  master- planning  for 
efficiency  and  esthetics;  building 
construction;  finance  and  marketing. 
James  H.  Glanville  has  a  proven 
record  as  a  professional  real  estate 
developer.  Currently,  through  his 
James  H.  Glanville  Company,  Inc.  and 
other  entities,  he  is  development 
coordinator  and  (with  Thomas  G. 
Mabray  through  Glanville-Mabray, 
Inc.)  building-site  broker  for  these 
Houston  area  projects: 


Individual  Membership 


Northgreen  Park 

A  65-acre-plus  multi-use  business 
park  on  the  North  Belt  Freeway  at 
Aldine-Westfield  Road,  near  Houston 
Intercontinental  Airport.  Office  and 
hotel  sites  available. 

Greenbriar  Southwest 

A  total  of  170  acres  of  office,  ware- 
house/distribution, industrial  and 
commercial  facility  sites  located  in 
the  strategic  Southwest  Freeway/ 
South  Main/FM  1092  area. 

Greenbriar  Southwest  Five 

130  acres  of  office,  light  industrial, 
R&D,  commercial  and  retail  sites  in 
the  dynamic  FM  1092 /South  Main 
area.  (In  conjunction  with  Brixton 
Houston  Inc.  and  Brixton  Estate  Lim- 
ited of  London.) 

Parkhollow  Place; 
Parkhollow  Shopping  Village 

A  532-home  master-planned  residen- 
tial community  along  Synott  Road  at 
Westheimer;  plus  an  18-acre  office 
park  and  a  10-acre  shopping  center 


with  major  retail  tenants  and  a  planned 
bank. 

Oakbrook  Park 

A  39-acre  business  park  designed  for 
office,  hotel  and  institutional  usage. 
Located  between  1-10  and  Memorial 
Drive,  along  Eldridge  Rd.  (Owned  by 
McDermott  Engineering -Houston.) 

For  Information: 
James  H.  Glanville 

Glanville-Mabray,  Inc. 

One  Greenway  Plaza  Drive  East  Suite  316 
Houston  77046  Phone  713/622-8155 
Telex:  791478   TWX:  910-8812-713 


SE  ALTOS® 


"Dale  Carnegie  training  helped  us  develop  a  new 
concept  of  banking  which  has  given  us  more  posi- 
tive direction,  a  new  improved  posture,  and  a  fresh 
public  personality.  It  has  helped  us  increase  our 
earnings  to  the  point  that  we  now  consistently 
achieve  a  return  of  substantially  more  than  1%  on 
average  assets. 

"In  fact,  the  Dale  Carnegie  Courses  were  so  ef- 
fective that  we  sponsored  a  series  of  breakfast 
meetings  with  some  of  our  commercial  customers 
tch  as  automobile  dealers  and  department  store 
people  to  tell  them  about  the  many  benefits  we 
had  received  from  the  training.  Now  that  our  bank 
staff  and  many  of  our  customers  have  taken  Dale 
Carnegie  Courses,  we're  all  working  more  produc- 
tively." 

The  five  distinctly  different  Dale  Carnegie 
Courses  cover  a  wide  range  of  important  subjects 
including  the  principles  and  practices  of  effective 
communications  and  good  human  relations;  the 
methods  and  techniques  of  goal-oriented  manage- 
ment; the  art  of  motivational  selling;  and  ways  to 


"Dale  Carnegie 
training  got 
all  our  people 
working  toward 
the  same 
objective.*** 

mutt 

And  it  worked 
just  as  well  for 
some  of  our 
customers,  too" 

Elmer  G.  Grant,  President 
Central  Counties  Bank 
State  College,  Pennsylvania 

generate  increased  customer  loyalty.  The  Courses 
also  provide  proven  principles  for  maintaining  high 
morale  and  improving  cooperation  among  em- 
ployees, management,  suppliers,  and  customers. 
The  training  produces  quick  and  visible  results  in 
the  form  of  improved  performance  and  increased 
efficiency  for  both  the  individual  participants  and 
the  organizations  they  represent. 

Ask  for  a  free  copy  of  our  new  quick-reading 
booklet  which  tells  how  Central  Counties  Bank  and 
many  of  its  customers  have  used  Dale  Carnegie 
training  to  increase  the  effectiveness  and  improve 
the  productivity  of  their  own  organizations.  Just 
call  Dale  Carnegie  toll-free  (800)  231-5800.  In 
Texas,  call  (800)  392-2424.  Or  write  directly  to 
the  address  below. 

DALE  CARNEGIE  & 
ASSOCIATES.  INC. 

SUITE  No.  1 101  F,  7047  REGENCY  SQUARE  BLVD.  •  HOUSTON,  TEXAS  77036 


fflf  GMC,  WE  KNOW  THAT  UN 
MAINTENANCE  COST  HINGES 
ON  A  LOT  OF  GOOD  THINKING 


Quick  servicing  means  low  down  time. 

That  full  90°  tilt  hood  is  a  typical  GMC 
time-saver.  It  lets  you  walk  right  in  to  look 
things  over,  and  gives  you  plenty  of  elbow 
room  to  work  in.  We've  shown  it  here  on 
the  Brigadier,  GMC's  lowest  priced  heavy- 
duty  tractor,  to  make  a  point:  We  don't  just 
build  our  top  of  the  line  trucks  with  your 
bottom  line  in  mind.  Our  whole  heavy-duty 
line  is  built  that  way.  Other  Brigadier  time- 
savers:  color  coded  air  lines  and  wiring 
harness.  Also,  there's  a  convenient  air 
junction  block  behind  the  cab,  and  the  air 
lines  have  reusable  fittings. 

Some  things  you  can  forget  about. 

Of  course,  we  know  that  things  which 
need  little  or  no  upkeep  at  all  are  real  time- 
and-cost  savers.  So  we've  endowed  the 
Brigadier  with  the  maintenance-free  Delco 
Freedom  battery.  And  hood  and  fenders 
of  non-rusting  fiberglass. 
Trucks  that  look  beautiful  to  a  bookkeeper. 

If  you're  beginning  to  see  that  our  whole 
idea  at  GMC  is  building  heavy-duty  trucks 
that  work  as  hard  at  helping  keep  your  costs 
down  as  you  do,  we've  made  our  point.  And 
you  may  want  to  talk  to  your  GMC  truck 
dealer  about  buying  or  leasing  a  truck  that 
really  knows  how  to  succeed  in  business— a 
talent  that  has  made  it  the  best  selling  truck 
in  its  weight  class?  The  GMC  Brigadier. 

For  more  information,  write  to  James  T. 
Riley,  General  Sales  Manager,  Dept.  B, 
GMC  Truck  &  Coach,  P.O.  Box  386, 
Pontiac,  MI  48056. 

*Based  on  R.  L.  Polk  registrations. 


TRUCKS  ARE  WHAT  WE'RE  ALL  ABOUT. 
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151  Cover  Story:  "The  tunc 
has  come,"  says  one  of 
America's  top  financiers 
worried  about  the  bond 
market,  "to  decide  whether 
tax  exemption  is  worth- 
while " 


31  Perm  Centra!  Will 
Dicker's  critics  on  the 
board  go  public  with  their 
quan-el? 


47  As  /  See  It:  Alec  More, 
renowned  economist  and 
expert  on  the  Soviet  (  uiou, 
foresees  a  power  struggle 
there. 


31  Companies: 
Penn  Central  Corp. 

Richard  Dicker  has  the  image  of  a  miracle 
worker.  But  not  everyone  appreciates  his  $1.4 
billion  offer  for  Colt  Industries. 

32  Companies: 

Chicago,  Rock  Island  &  Pacific 

The  end  of  the  line — or  the  beginning? 

34  Companies: 

Bally  Manufacturing 

The  video  games  bonanza  won't  be  enough. 

36  Investments: 

A  Parable  With  An  Economic  Moral 

The  tale  of  the  church-going  developer. 

38  Tax  Shelters: 

Psst!  Wanna  Buy  A  Subway  Car? 

Has  New  York  got  a  deal  for  you. 

47  As  I  See  It: 
Alec  Nove 

Some  perspective  on  the  U.S.S.R. 

55  Companies: 
General  Cinema 

Who  says  movies  and  soft  drinks  don't  mix? 

58  Government: 
RIF  Song 

Government  workers  can  be  fired  after  all. 

62  Taxing  Matters: 

Appraisers,  Shelters,  Death  Tax  II 

Taking  the  fun  out  of  the  donation  game; 
taking  aim  at  shelters;  and,  now  can  you 
afford  to  die? 

72  The  Numbers  Game: 
Did  They  Pay  Too  Much? 

Look  beneath  the  surface. 

91  Indonesia: 

The  View  From  Jakarta 

Where  China,  the  U.S.S.R.  and  Vietnam  all 
present  a  threat. 

100  Government: 

Paying  Uncle  Sam's  Bills  Abroad 

Believe  it — a  government  agency  that  works. 

Ill  Companies: 

International  Bank  Of  Washington 

A  general's  flawed  dream. 

116  Companies: 

Consolidated  Natural  Gas 

A  producer  in  distributor's  clothing. 


1 18  The  Up-And-Comers: 
Med  General  Inc. 

Sure  enough,  it  was  too  good  to  be  true. 

130  Companies: 

Dome  Petroleum 

Does  it  really  intend  to  build  those  ships? 

132  Helicopters: 

Is  The  Civilian  Market  Here  At  Last? 

After  35  years,  it  looks  that  way. 

145  Profiles: 

Chicago's  Larry  Levy 

It  all  started  with  a  corned  beef  sandwich. 

151  Cover  Story: 

Municipal  Chaos 

For  borrowers,  it  means  prospects  are  dire. 
For  investors,  it  looks  more  like  a  once-in-a- 
lifetime  opportunity. 

160  The  Thrifts: 

Those  Curious  All  Savers  Certificates 

Our  newest  financial  boondoggle. 

166  Fort  Worth: 

Building  A  Boomtown  Early 

Texaspanache,  Texas  confidence. 

171  Companies: 

Gulf  Resources  &  Chemical  Corp. 

Is  it  doomed  without  silver?  Hardly. 

174  Investments: 

Problems  With  SIPC's  Protection 

It  may  tend  to  shake  your  confidence. 

176  The  Funds: 

Batterymarch;  Lindner 

No  more  random  walks  at  Batterymarch; 
"they've  got  to  be  cheap"  at  Lindner. 

188  Companies: 
Datapoint  Corp. 

When  does  a  mouse  become  an  elephant? 

194  As  I  See  It: 

Population  Expert  Ansley  Coale 

Scorekeeping  in  the  Malthusian  marathon. 

199  Personal  Affairs 

Second-half  tax  planning;  visiting  Chicago. 

210  The  Up-And-Comers: 
Blocker  Energy  Corp. 

John  Blocker  has  put  it  all  on  the  line. 
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Windex  please 

On  page  243  we  chronicle  how 
George  Soros,  a  Wall  Streeter  of 
legendary  success,  had  his  head 
handed  to  him  in  the  hond  mar- 
ket almost  at  the  same  time  that 
Institutional  Investor  magazine  in 
(une  was  hailing  him  as  "The 
World's  Greatest  Money  Man- 
ager." In  the  spirit  of  full  disclo- 
sure we  will  remind  you  that 
around  the  same  time  we  were 
proclaiming  in  a  lead  articlefAtay 

25)  that  interest  rates  were  so  far  above  the  inflation  rate  that  a 
turnaround  in  bonds  was  inevitable  and  imminent.  So  much  tor  our 
prescience!  Undaunted,  wesprayed  some  Windex  onourcrystal  ball  and 
we're  trying  again.  This  issue's  cover  story  is  entitled  "An  irresistible 
investment"  and  is  about .  .  .  you  guessed  it  .  .  .  bonds.  Ben  Weberman, 
our  Economics  Editor,  aided  by  Reporter-Researcher  Ellyn  Spragins, 
explains  why  we  think  we're  right  now  after  being,  shall  we  say, 
premature  in  May.  "It's  the  old  story,"  he  said.  "Markets  always  go  to 
greater  extremes  than  people  think  they  will.  But  with  tax-free  revenue 
bonds  going  at  15%.  ..."  Ben  gave  his  crystal  ball  a  swipe  with  the 
polishing  cloth  and  went  back  to  his  typewriter.  See  page  151. 

On  this  hand ...  on  the  other  hand 

The  above  gives  me  an  excuse  to  say  something  fundamental  about 
Forbes  and  what  makes  us  different.  Any  competent  journalist  can 
interview  the  experts  and  write  an  "on  this  hand  ...  on  the  other 
hand"  kind  of  story  without  coming  to  a  conclusion.  We  don't  think 
that  a  sophisticated  audience  is  satisfied  with  that,  so  we  tell  readers 
not  only  what  the  experts  say  but  also  what  we  think  about  what  the 
experts  say.  It's  an  important  difference.  Are  we  sometimes  wrong? 
You  bet.  But  if  we  were  not  right  more  often  than  wrong  we  doubt  that 
more  than  690,000  high-income,  highly  responsible  people  would 
continue  buying  the  magazine.  We  don't  ask  them  to  agree  with 
everything  we  say  but  to  appreciate  that  our  ludgments  are  always 
based  on  a  full  and  mature  weighing  of  the  facts. 

A  gusher 

If  you — like  me — had  about  given  up  hope  of  seeing  business  por- 
trayed honestly,  entertainingly,  intelligently  on  the  TV  screen,  take 
cheer.  Starting  Friday,  Oct.  2,  Public  Broadcasting  Service  stations 
will  screen  the  first  of  a  13-week  half-hour  series  entitled  Enterprise 
that  promises  to  be  all  one  could  have  hoped  for.  At  the  invitation  of 
Paul  Solman,  the  executive  editor,  and  Zvi  Dor-Ner,  the  executive 
producer,  I  previewed  two  of  the  programs.  The  first  is  "Wildcatter," 
produced,  directed  and  written  by  the  talented  Austin  Hoyt  of  Bos- 
ton's WGBH;  though  a  true  story,  "Wildcatter"  is  as  suspenseful  as 
fiction  and  as  engrossing.  Consult  your  local  listings  for  timing  and 
don't  miss  the  first  program.  You  will  not  be  bored  by  a  lot  of 
propaganda  and  you  will  not  be  irritated  by  a  distorted  view  of 
business. 


Editor 
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Xerox  won't  stop  at  nothing. 


These  days,  even  nothing  costs  something  to  send.  That 
is,  if  you're  using  ordinary  facsimile  equipment. 

Because  ordinary  facsimile  equipment  takes  the  time  to 
read  every  line  of  type,  and  all  the  "nothing"  in  between. 


The  new  Xerox 
Telecopier  455 


Xerox,  on  the  other  hand,  has  three  machines 
--  two  of  them  brand  new  --that  know  the  differ- 
ence between  a  line  of  something  and  a  line  of 
nothing:    The  Telecopier  485  terminal.    The  new 
automatic  Telecopier  495  digital  terminal,  that 
can  send  and  receive  unattended.    And  the  new  -- 
and  very  economical  --  desktop  Telecopier  455 
terminal.    When  they  come  to  a  space  like  this: 


they'll  skip  it  --  the  way  your  eyes  just  did  - 
and  go  on  to  the  next  line  of  type. 

As  a  result,  you  can  send  a  crisp,  clear 
copy  of  the  original  document  in  as  little  as  a 
minute.    For  up  to  401  less  than  you'd  normally 
spend  on  telephone  charges. 

Besides  being  fast,  these  machines  are  also 
very  friendly.    They're  all  on  speaking  terms 
with  the  other  members  of  our  Telecopier  family. 
Even  relatives  working  in  remote  parts  of  the 
world.  In  fact,  they  can  talk  to  many  competitive 
facsimile  machines,  as  well. 


The  Xerox 
Telecopier  485 


Mm 


Only  Xerox  offers  so  many  ways  to  get  your 
message  across.    Or  so  many  ways  to  save  time  and 
money  doing  it. 

And  the  Telecopier  485,  495,  and  455  terminals 
are  just  the  beginning. 

You  see,  Xerox  will  stop  at  nothing  to  bring 
you  new  machines  that  won't. 


The  new  Xerox 
Telecopier  495 


For  more  information  on  the  Xerox  family  of  Telecopiers,  call 
your  local  Xerox  facsimile  sales  rep.  or  call  1-800-527-1868.  In 
Texas,  call  1-800-442-5030.  Or  send  this  coupon  to  Xerox  Corporation, 
P.O.  Box  470065,  Dallas,  Texas  75247. 


Name 
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F-10-12-81 
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Trends 


OPEC  looks  East 

The  oil  sheikhs  are  finding  Japan 
more  and  more  attractive  as  a  place  to 
bank  their  petrodollars.  A  survey  by 
Tokyo's  Nomura  Research  Institute 
found  that  last  year  total  oil-dollar  in- 
vestments in  lapan  reached  $25  bil- 
lion, up  from  $10  billion  in  1979.  By 
1985,  Nomura  figures,  the  number 
will  reach  $78  billion.  Last  year's 
money  went  for  $5  billion  in  stocks, 
most  of  it  from  Kuwait  and  tucked 
into  blue-chip  Japanese  companies; 
S 10  billion  worth  of  bonds  (Saudi  Ara- 
bia's choice);  $3.5  billion  in  yen  de- 
posits in  Japan  and  another  $7  billion 
in  Euro-yen  deposits.  The  Nomura  an- 
alysts found  that  Japan's  share  of  total 
oil-country  investment  went  from 
4.5%  in  1979  to  7.75%  in  1980,  and 
they  expect  that  by  1985  Japan  will 
have  almost  10%  of  OPEC's  surplus 
petrodollars,  a  hoard  that  by  then  will 
stand  at  $730  billion.  The  weight  of  all 
that  money,  Nomura  thinks,  will  also 
help  reshape  Japan's  economy,  with 
pressures  mounting  to  liberalize  the 
country's  present  inflexible  interest 
rate  structure.  To  reach  its  conclu- 
sions, Nomura's  researchers  assumed 
that  real  economic  growth  in  the  ma- 
jor industrial  nations  would  average 
1%  in  1981  and  about  3%  in  1982-85; 
that  consumer  prices  in  those  coun- 
tries would  rise  about  10%  annually; 
and  that  the  real  increase  in  OPEC  oil 
prices  would  run  about  3%  a  year. 


A  baby  bonanza 

A  new  baby  boom — or  at  least  a 
boomlet — is  getting  under  way.  The 
Census  Bureau  says  that  by  1990  the 
under-five  population  could  rise  19% 
and  reach  19.4  million.  The  propor- 
tion of  toddlers  in  the  total  population 
will  also  increase,  since  in  the  1980s 
the  U.S.  overall  will  probably  gain 
only  9.9%.  The  reason  is  that  post- 
World  War  II  babies,  who  produced  a 
huge  bulge  in  the  1946-57  demograph- 
ic charts,  are  having  children  of  their 
own.  For  businessmen  catering  to  the 
bassinet  set,  this  spells  good  news. 
Particularly  encouraging  is  the  fact 
that  40%  of  the  1980s  baby  crop  will 
be  first-born  children,  who  tradition- 
ally rate  the  most  largesse  from  doting 
families.  Binney  &  Smith,  the 
Crayola  people,  figure  that  the  in- 
crease could  add  1%  to  2%  a  year  to 
the  crayon  market.  Gerber,  with  a 
73%  lock  on  the  baby  food  business 
and  14  other  subsidiaries  catering  to 
families  with  small  children,  also  sees 


a  rosy  future.  And  with  the  constant 
increase  in  the  number  of  working 
mothers,  analyst  Richard  Hoffman  of 
Merrill  Lynch  sees  happiness  ahead 
for  appliance  makers  who  stress  time- 
saving  home-chore  machines. 


Noblesse  oblige 

Sheikh  Ahmed  Zaki  Yamani,  Saudi 
Arabia's  oil  minister,  stresses  that  his 
country  is  deliberately  pumping  crude 
at  a  rate  that  is  causing  a  global  oil  glut 
and  selling  it  for  only  $32  a  barrel,  for 
purely  humanitarian  reasons.  "Our 
concern,"  he  said  solemnly  at  the  last 
OPEC  meeting  in  Switzerland,  "is  for 
the  world  economy  and  for  the  inter- 
ests of  mankind."  Those  noble  senti- 


Sheikh  Ahmed  Zaki  Yamani 


Lordly  profits  bring  noble  feelings. 


ments,  however,  do  not  mean  the 
Saudis  are  feeling  any  pain.  The 
Riyadh  government  is  investing  its 
vast  oil  profits  at  a  rate  estimated  to 
be  $100  million  a  day.  With  interest 
rates  at  20%,  simple  arithmetic 
shows  that  those  funds  will  double  in 
value  in  five  years.  To  get  that  kind  of 
return  for  oil  sales  alone  would  require 
prices  of  $64  a  barrel  by  1985,  hardly  a 
likely  development. 


All  in  the  family 

American  semiconductor  manufactur- 
ers, especially  those  making  high-per- 
formance gear  for  defense  and  space 
programs,  have  found  a  new  way  to 
challenge  Japanese  competitors  on 
their  home  grounds.  With  no  compara- 
ble military  or  aerospace  demands  to 
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meet,  Japan  has  no  genuinely  rival 
products,  making  it  a  natural  target, 
particularly  with  sluggish  markets  at 
home  and  in  Europe.  Hughes  Aircraft 
has  started  peddling  chips  developed 
primarily  for  satellites.  Rockwell  and 
TRW  are  pushing  high-performance 
microcomputers  and  Large  Scale  Inte- 
grated Circuits  first  created  for  the 
Pentagon.  Because  these  items  were 
researched  and  developed  largely  with 
government  dollars,  the  Japanese  now 
refer  to  companies  like  TRW  and 
Rockwell  as  the  "Pentagon  family,"  a 
reference  to  the  special  ties  enjoyed  by 
firms  like  Fujitsu  and  Nippon  Electric 
with  government-owned  Nippon  Tele- 
graph &  Telephone.  In  Japan  these  are 
known  as  the  "NTT  family." 


The  cleanup  men 

Uncle  Sam  is  still  throwing  away 
money  by  using  government  workers 
rather  than  private  services  to  clean 
federal  offices,  according  to  the  Gen- 
eral Accounting  Office,  which  watch- 
es such  things  for  Congress.  A  1979 
White  House  directive  ordered  a 
switch  to  outside  contractors,  but  the 
pace  is  far  too  slow,  the  GAO  says, 
estimating  that  at  the  present  rate  it 
will  take  15  years  and  S250  million 
more  than  necessary  for  the  job.  (Last 
year  alone,  the  GAO  found,  using  gov- 
ernment cleanup  men  added  $32  mil- 
lion to  the  janitorial  bill.)  The  General 
Services  Administration,  which  runs 
the  195  million  square  feet  of  owned 
or  leased  federal  offices,  cannot  "af- 
ford the  luxury  of  continuing  to  act  so 
slowly,"  the  report  concluded.  GSA 
chief  Gerald  Carmen  said  he  was 
"shocked"  and  promised  to  replace  as 
many  federal  custodians  as  possible. 
The  GAO  found  that  federal  workers 
earned  far  more  to  do  far  less  than 
private  custodians — $5.17  an  hour  in 
Boston,  for  example,  compared  with 
$3.95  for  outside  union  help.  And  the 
federal  broom  brigade  cleans  an  aver- 
age of  17%  less  space  per  hour.  An- 
other drag  is  an  energy-saving  rule 
that  makes  outside  contractors  work 
only  in  daylight,  although  nighttime 
cleaning  (when  most  offices  are  de- 
serted) is  generally  20%  to  30%  more 
productive. 


Trigger  on  car  costs 

Americans  seem  to  be  keeping  a  bet- 
ter grip  on  their  automobile  spending 
than  on  some  other  necessities  of  life. 
The  old  rule  of  putting  25%  of  income 
into  housing,  for  example,  has  disap- 
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peared  with  inflation,  and  now,  ac- 
cording to  the  National  Association  of 
Realtors,  a  new  homeowner  lays  out 
about  37%  for  mortgage  payments 
alone.  A  statistics  buff  at  Hertz,  the 
big  auto  rental  firm,  says  that  the 
money  spent  on  owning  and  operat- 
ing an  automobile,  however,  has 
stayed  remarkably  constant.  In  1950, 
for  instance,  the  $29.2  billion  spent 
on  cars  represented  12.82%  of  dispos- 
able personal  income.  That  figure  rose 
to  14.32%  by  1960,  but  despite  the 
shocks  of  the  oil-price  revolution  and 
the  high-speed  escalation  of  auto 
prices,  it  has  remained  below  15% 
ever  since.  (The  1980  figure  was 
14.79%.)  The  only  logical  explanation 
seems  to  be  that  car  owners  have  a 
built-in  trigger  mechanism  about 
what  they  are  willing  to  spend  on 
their  wheels.  When  the  spending 
gauge  reaches  the  red  line,  the  family 
seems  to  cut  back  automatically, 
shedding  an  extra  car,  driving  less, 
wringing  an  extra  year  out  of  the  vehi- 
cle, trading  down  to  a  smaller  car  or 
turning  to  the  used-car  lots. 

The  mysterious  East 

The  spate  of  books  and  preachments 
explaining  and  extolling  the  skills  of 
Japanese  management  has  made  that 
country's  businessmen  sound  like  su- 
permen in  comparison  with  their 
American  counterparts.  Nonetheless, 
Tokyo's  government  and  its  top  cor- 
porations are  sending  their  best  and 
brightest  to  learn  management  arts — 
at  American  business  schools.  Cor- 
nell's Graduate  School  of  Business  & 
Public  Administration,  for  example, 
had  100  Japanese  applicants  this  year; 
five  years  ago  the  Ithaca,  N.Y.  school 
had  50.  The  newcomers  now  repre- 
sent the  biggest  foreign  group  at  Cor- 
nell's M.B.A.  mill,  displacing  the 
French.  Columbia's  business  school, 
perhaps  because  it  is  in  New  York 
City,  went  through  the  same  process 
three  years  ago.  This  spring,  in  addi- 
tion, two  Columbia  professors,  David 
Nadler  and  W.  Warner  Burke,  were 
brought  to  Japan  by  that  country's  big- 
gest management  consultant  firm  to 
run  a  one-week  workshop  for  30  staff 
members  and  30  manager-clients  on 
such  made-in-the-U.S.A.  topics  as 
"organizational  behavior,"  "conflict 
management"  and  "managing 
changes."  The  Japanese,  in  fact,  have 
long  been  importing  management 
techniques  from  the  U.S.,  Nadler  says, 
adding  that  he  thinks  it  is  simply  be- 
cause "the  Japanese  are  better  at  rec- 
ognizing good  ideas  and  adopting 
them." 
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If  you'd  like  a  booklet  explaining  how  we  smooth  out  Jack  Daniel  s  with  charcoal,  just  drop  us  a  line. 

ASK  THE  ROGERS  TWINS  how 

Jack  Daniel's  Whiskey  gains  smoothness,  and 

the  reply  will  be  identical. 

Either  Ray  or  Clay,  who  guide  visitors  here, 
will  take  you  to  a  room  where  just-made 
whiskey  is  seeped  through  vats  of  tightly 
packed  charcoal.  And  they'll  point  out 
how  we've  insisted  on  this 
whiskey-smoothing  method 
since  1866.  Of  course,  you 
may  have  trouble  telling  Ray 
from  Clay.  But  if  you  com- 
pare Jack  Daniel's  to  any 
other  whiskey,  you'll  spot 
the  difference  in  just  a  sip. 


CHARCOAL 
MELLOWED 

6 

DROP 

6 

BY  DROP 


Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery 
Lem  Motlow,  Prop.,  Inc.,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 

9 


Follow-Through 


Clouds  over  the  condos 

More  than  six  months  ago,  Forbes 
(Mar.  16)  saw  clouds  gathering  over 
Florida's  luxury  condominiums,  then 
bright  spot  in  a  depressed  hous- 
ing market.  The  one-family  dream 
house  might  have  been  going  begging 
but  the  $400,000  condo  with  a  dock 
for  the  yacht  and  a  guard  for  the  gate 
was  hot  property,  both  for  the  well- 
heeled  buyer  seeking  a  home  in  the 
Miami  sun  and  for  speculators  out  for 
a  quick  buck.  Demand  was  so  strong 
that  builders  were  pricing  their  living 
space  by  area  rather  than  by  unit  and 
getting  up  to  $200  a  square  foot  for  it. 

The  clouds  by  now  have  become  a 
solid  overcast.  Martin  Margulies,  one 
of  the  most  successful  Miami  builders 
(his  Grove  Isle  condos  command  a 
minimum  of  $235,000),  claims  he  is 
holding  his  own  but  that  the  luxury 
condo  trade  and,  in  fact,  the  whole 
housing  business  are  in  terrible  shape. 
"Residential  building,"  he  says,  "has 
virtually  stopped."  And  even  he  has 
had  to  resort  to  doing  his  own  financ- 
ing and  to  offer  other  concessions.  "I 
just  take  back  the  paper  myself,"  he 
says,  "at  rates  they  can't  get  at  the 
bank — and  with  no  closing  costs." 
And  even  though  he  is  weathering  the 
storm,  Margulies  adds,  "that  doesn't 
mean  they're  standing  in  line  to  buy." 

High  interest  rates  get  the  blame  for 
the  dirty  weather.  And  while  their 
spiral  may  have  done  no  more  than 
slow  up  Margulies  and  his  peers,  they 
are  killing  speculators  who  snapped 
up  clutches  of  expensive  units  with 
high  hopes  of  unloading  them  later  in 
a  rising  market. 

Lewis  Goodkin,  a  researcher  and 
consultant  in  Miami's  condo  heaven, 
figures  that  43%  of  all  luxury  sales  in 
1978-80  were  speculative.  The  logic 
then  looked  sound  enough;  prices 
went  from  $70  to  $170  a  square  foot 
in  those  two  years.  "A  lot  of  those 
sales,"  Goodkin  says,  "have  come 
back  to  haunt  developers  today."  For 
while  they  are  trying  to  sell  new  space 
at  $150  a  square  foot,  the  interest- 
squeezed  speculators  are  desperately 
trying  to  unload  their  condos  at  $100 
or  less.  (Margulies  points  out  that  he 
stayed  away  from  investor-buyers  and 
so  doesn't  have  this  problem.  "We 
wouldn't  allow  people  to  buy  more 
than  one  apartment,"  he  says.  "We 
did  anticipate  that  sooner  or  later  the 
speculators  would  out-speculate 
themselves.") 

Another  cloud  hanging  over  the  lux- 
ury condo  market,  Goodkin  says,  is 


that  foreign  buyers,  particularly  the 
Latin  Americans  who  fueled  Miami's 
boom,  have  cooled  off.  Even  a  $200-a- 
square-foot  apartment  had  looked  like 
a  bargain'  to  buyers  from  abroad, 
where  comparable  space  could  cost 
$300  a  foot  or  more.  The  surging  and 
continuing  strength  of  the  dollar, 
however,  has  made  it  that  much  hard- 
er for  the  wealthy  foreigner  to  buy  in 
the  U.S. 


Developer  Martin  Mdrgulies 


Even  the  winners  have  problems. 


Miami's  bankers  were  cautious 
even  before  the  current  trouble  start- 
ed. "Dade  County  is  becoming  over- 
built," James  H.  White,  president  of 
the  city's  Flagship  Banks,  told  Forbes 
last  winter.  "We've  loaned  very  little 
here  in  the  last  year."  Bankers  now 
expect  condo  sales  to  keep  sliding  in 
Dade  County,  at  least  until  interest 
rates  come  down,  and  down  sharply. 

Those  rates  will  have  to  come  down 
not  only  sharply  but  quickly,  moreover, 
if  developers  are  to  avoid  plunging  into 
bankruptcy.  Buyers  who  plunked  down 
fat  deposits  a  few  months  ago  are  writ- 
ing them  off  and  walking  away  from 
Miami's  condos,  thus  increasing  the 
load  on  the  builder's  back.  Nor  is  there 
too  much  confidence  in  a  quick  turn- 
around. Researcher  Goodkin,  for  ex- 
ample, says  he  is  recommending  that 
"nobody  even  think  of  introducing  a 
new  project  before  the  winter  season  of 
1982-83." 


Lloyd's  biggest  disaster 

Fires  and  floods  never  fazed  Lloyd's  of 
London  but  then  came  the  computer 
and  the  disaster  that  Forbes  said  was 
"likely  to  become  the  greatest  single 
loss  in  its  history' '  (May  29,  1979).  In 
the  mid-1970s,  the  300-year-old  insur- 
ance exchange  sold  hundreds  of  mil- 
lions of  dollars'  worth  of  policies  that 
would  cover  losses  whenever  a  com- 
puter's worth  dropped  below  the 
amount  still  owed  on  it.  IBM  rolled 
out  a  new  line  in  1977  that  obsoleted 
hundreds  of  multimillion-dollar  ma- 
chines overnight.  Worse,  the  under- 
writers thought  they  were  insuring 
against  an  occasional  random  cancel- 
lation, and  failed  to  lay  off  their  bets 
through  reinsurance.  "Our  biggest 
previous  loss  was  Hurricane  Betsy  at 
$100  million  gross,  but  it  was  really 
$30  million  net,"  said  Murray  Law- 
rence, head  of  the  Lloyd's  task  force 
handling  the  computer  catastrophe. 

The  early  loss  estimate  on  comput- 
ers was  $220  million.  Two  weeks  ago 
Lloyd's  chairman,  Peter  Green,  an- 
nounced the  firm  had  paid  out  $235 
million  in  leasing  claims.  By  the  end 
of  last  year,  Lloyd's  was  projecting  a 
possible  $400  million,  plus  $48  mil- 
lion in  expenses.  That  may  be  the 
high-water  mark.  Lloyd's  next  com- 
puter-claim figures  should  be  out  by 
December,  and  a  Lloyd's  source  says 
the  exchange  does  not  expect  them  to 
exceed  the  1980  total. 

Without  reinsurance,  Lloyd's  still 
had  all  those  obsolete  computers  to 
salvage,  and  it  hired  First  National 
Bank  of  Boston  to  help  peddle  its 
mountain  of  second-hand  hardware. 
Revenue  from  the  rummage  sale, 
however,  is  a  topic  no  one  wants  to 
talk  about.  First  National  refers  que- 
ries to  Lord,  Day  &  Lord,  Lloyd's  New 
York  lawyers.  They  say  any  answers 
must  come  from  Murray  Lawrence, 
who  still  heads  Lloyd's  computer 
committee.  Lawrence  refers  ques- 
tions to  his  London  lawyers,  Elborne, 
Mitchell  &  Co.  lames  Teff,  their 
spokesman,  talks  but  he  doesn't  have 
much  to  say.  "There  are  14,000  differ- 
ent bits  of  equipment  involved,"  Teff 
says,  "each  with  a  different  story." 
For  this  reason,  "it  is  not  possible  to 
make  any  estimate  about  second- 
hand sales." 


The  California  connection 

Detroit's  automakers  may  have 
helped  underwrite  the  futuristic  head- 
quarters of  California's  Art  Center 
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Spread  spectrum 

technology 

could  revolutionize 

defense 
communications. 


.  Spread  spectrum  technology  pat- 
ented by  ITT  scientists,  has  enormous 
military  and  industrial  significance. 

It's  a  very  confidential  way  to  transmit 
information  by  radio  (or  other  electro- 
magnetic means). 

Each  message  is  chopped  up  into 
small  segments,  which  are  then  transmitted 
over  a  number  of  radio  channels. 

If  you  have  the  electronic  "key "  you 
can  reconstitute  the  message  clearly  on  the 
other  end. 

But  anyone  who  tries 
to  eavesdrop  hears  only 
static.  And  jamming  is 
difficult— you'd  have  to 
interfere  with  too  many 
different  radio  channels  to 
do  so. 

High  technology  like 
this  is  a  vital  part  of  ITT, 
here  and  abroad.  In  tele- 
communications and  so 
many  fields. 

That's  why  our  man- 


1980  Highlights 


Sales  and 
revenues 

Net  income 

Current  Annual 
Dividend 


Rate 

Stockholders 


1980  R&D 
expenditures 


agement  is  deeply  committed  to  the  kind  of 
research,  development  and  engineering  it 
takes  to  make  technology  breakthroughs 
—  something  that  should  pay  off  hand- 
somely during  the  80s  and  well  into  the 
future. 

And  because  we  know  that  high-tech 
businesses  must  respond  quickly  to  this 
changing  world,  we've  streamlined  much 
about  ITT: 

The  way  we  think.  The  way  we  work. 
The  way  we  plan: 

The  result  is  a  com- 
pany that's  well  worth  an 
update.  For  a  copy  of  our 
latest  annual  report,  and 
other  information  about 
where  we're  going,  write: 

Department  of  In- 
vestor Relations,  Inter- 
national Telephone  and 
Telegraph  Corporation, 
320  Park  Avenue, 
New  York,  New  York 
10022. 


$23,818,715 
$894,326 


$2.60  per  share 
214,000 


$1,116,000 


'"Note:  Dollars  in  thousands 
except  dividend. 


ITT 


©1981  International  Telephone  and  Telegraph  Corporation,  320  Park  Avenue,  New  York,  N  Y  10022 


THE  LIMP  PAD  VS.  THE  AMPAD 


Does  your  yellow  pad  let  you  down 
just  when  you  need  support?  Look 
at  The  Ampad.  It's  stiff,  like  a 
clipboard. 

But  you'll  probably  discover 
even  better  reasons  for  demanding 
The  Ampad.  Like  our  16  lb.  water- 
marked paper,  that  won't  bleed. 
Like  The  Ampad's  perforated 
pages.  Like  The  Ampad's  leather- 
like binding,  which  is  stapled  and 
glued.  So  it  doesn't  fall  apart  like 
other  yellow  pads. 

Other  companies  think  we're 
crazy  to  make  a  yellow  pad  this 
good.  But  the  U.S.  Senate  doesn't 
think  we're  crazy.  They  use  The 


Ampad.  So  do  most  people  who 
make  decisions  for  a  living. 

It  seems  that  the  more  you  use 
yellow  pads,  the  more  you  appre- 
ciate The  Ampad.  After  all,  why 
use  a  limp  pad  when  you  can  get 
the  stiff  one?  Give  this  ad  to  whom- 
ever orders  your  stationery. 
Tell  them  you  want 

THEAMPAD 


THE  STIFF  ONE 


o  American  Pad  &  Paper  Company,  Holyoke,  Massachusetts. 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming.  En- 
ter your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on  this 
form  and  check  the  subscription  you  pre- 
fer. □  1  year  $30.00  □  3  years  $60.00  (the 
equivalent  of  one  year  free). 
Canadian  orders,  add  $5  a  year. 
Orders  for  other  countries  add  $18.00  a 
year. 

Subscription  Service  Manager, 
FORBES,  60  Fifth  Avenue, 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Name       (please  pnntl 


New  Address 


City 


State 


Zip 


Date  of  Address  Change 


Follow^Ihrough 

College  of  Design  in  Pasadena,  but 
their  foreign  competitors  seem  to  be 
getting  a  lot  out  of  it.  The  eight-mem- 
ber class  that  graduated  in  May  1980, 
for  instance,  didn't  get  a  single  offer 
from  a  U.S.  firm,  the  center's  presi- 
dent, Don  Kubly,  told  Forbes(/^/i 
1980).  The  Pasadena  school  has  pro- 
duced top  designers  for  the  Japanese 
automakers,  both  in  Tokyo  and  in  the 
design  centers  they  have  set  up  in 
California.  Now  Tokyo's  biggest 
nameplate,  Toyota  (which  has  15  art- 
center-trained  designers),  has  become 
the  first  Japanese  company  to  sponsor 
an  advanced  design  project  to  deter- 


President  Don  Kubly 

Japan's  made-in-the-U.S.  ideas. 

mine  what  kind  of  cars  the  U.S.  will 
want  in  1988-90. 

The  more  usual  student  assignment 
looks  for  a  prototype  to  meet  a  specif- 
ic need — fuel  economy,  aerodynam- 
ics, etc.  (General  Motors  sponsored 
one  such  project  last  semester.) 
Toyota  wanted  a  whole  market  con- 
cept and  Kubly's  students  have  given 
it  plenty  to  think  about.  For  one 
thing,  they  propose  cutting  the  com- 
pany's six  families  of  cars  to  five  and 
reducing  the  size  of  models  in  each 
family.  One  design  is  dwarfed  by  a 
full-grown  motorcycle;  another,  how- 
ever, a  combination  van-station  wag- 
on, can  seat  eight.  "This  special  as- 
signment," says  Mamoru  Yaegashi, 
Toyota's  director  of  design,  "has  been 
arranged  to  emphasize  the  interna- 
tional character  of  all  automotive 
products  in  today's  and  tomorrow's 
marketplace.  At  the  same  time  it  pro- 
vides an  opportunity  to  make  the  line 
appropriate  to  its  market  segment." 
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When  we  found  we  could  offer  this 
quality  herringbone  jacket  for  only  $110, 
we  got  into  traditional  clothes. 


What  first  led  us  to  think  about 
tailored  clothing  was  your 
active  response  to  our  Oxford 
button  downs,  our  Rooster  knit  ties, 
and  other  classic  items  like  our  Duofold 
turtlenecks. 

We  reasoned  you  might  like  suitable 
jackets  to  wear  over  these  items,  provided 
— and  this  was  a  big  "if" — we  could  offer 
them  with  the  kind  of  quality  features  you 
expect  from  Lands'  End,  and  at  Lands' 
End  prices. 

Then  we  went  to  work. 

We  sent  our  buyers  on  the  prowl  for  fab- 
rics. We  challenged  our  tailors  to  add 
quality  features,  not  eliminate  them  for 
cost  reasons.  And,  finally,  we  encour- 
aged them  to  practice  their  Old  World 
tailoring  skills;  and  how  they  responded 
when  they  realized  we  were  serious! 

The  results  are  now  in. 

The  herringbone  classic  described  above 
is  typical  of  what  Lands'  End  now  offers 
in  our  Charter  Collection.  A  small  but 
excellent  group  of  traditional  jackets, 
plus  some  well-tailored  slacks  that  har- 
monize with  them,  and  some  appropriate 
shirts  and  ties. 

There's  no  way  we  can  properly 
describe  the  look  and  feel  and  fit  of  this 
clothing.  You  need  to  experience  it, 
yourself.  Even  then  you'll  find  it  hard  to 
believe  prices  like  $60  for  a  serviceable 
corduroy  jacket,  to  $155  for  a  traditional 
tick  weave. 

Open  our  catalog  to  page  50. 

See  the  complete  Charter  Collection 
in  our  Winter  Catalog.  Shop  us  for 
sweaters,  ski  wear,  deck  wear  and  soft 
luggage,  too.  And,  remember,  every- 
thing Lands'  End  offers  carries  our 
incredible  guarantee: 

"If  you  are  not  completely  satisfied  with 
any  item  you  buy  from  us  at  any  time 
during  your  use  of  it,  return  it  and  we 
ivill  refund  your  full  purchase  price. " 

Send  the  coupon  for  a  free  catalog  or 


Collar  and  shoulders 
are  handset,  so  jacket 
will  hang  properly. 


Two  irisid 
pockets, 
pocket  but 
down. 


Extra  butu 
sewn  on  inside 
just  in  case 


call  for  one  toll-free  at  800-356-4444 
(except  in  Wisconsin  where  the 
number  is  608-935-2788).  One  of  our 
66  operators  will  answer  you  in  person, 
24  hours  a  day. 


of 


Lands'  End  Dept.  H-06 
Dodgeville,  WI  53533 


Name 


Address . 
City  


State 


Zip  _ 


Or  call  Toll-free: 

800-356-4444 

(Except  Wisconsin  call  608-935-2788). 
I  .  -  I 


Readers  Say 


(/jeautiful 
lingerie 

A  luxurious 
catalogue  of 
lacy  teddies, 
camisoles 
&  tap  pants, 
French  bra  & 
bikini  sets, 
fashionable 
garter  belts  & 
hosiery, 
elegant  gowns, 
kimonos.  .  . 

&  much, 
much  more. 


Send  $3  for  catalogue  to  Dept.  FB-io 
Box  3 1 442,  San  Francisco,  CA  941 31 

Boutique*  in  Sun  Francisco,  Palo  Alto  &  Cupertino,  CA 


CORPORATE  REPORT 


Take  advantage 
of  this  new,  low-cost 
advertising  service 
from  Forbes 

It's  where  publicly-held  corporations 
can  report  current  developments  to 
America's  most  important  investors. 

Corporate  Report  Updates  will 
appear  once  a  month  in  1981.  For 
added  editorial  impact  and  rele- 
vance, it  will  be  positioned  in  Forbes' 
popular  section,  "Money  and 
Investments." 

The  cost  is  modest.  A  minimum- 
sized  message  (36  lines)  is  only 
$2,1 24,  which  is  just  $3.08  for  each 
thousand  subscribers.  Additional 
space  at  $59  per  line. 

Call  or  write  today  for  all  the  details: 
Sarah  Madison 

Corporate  Report  Updates 
Forbes  Inc. 
60  Fifth  Avenue 
New  York,  NY  10011 
Phone:  (212)620-2371 


Detroit— and  Uncle  Sam 

Sir:  "Is  Detroit  Beyond  Hope?"  (Fact 
and  Comment,  Sept  14).  Naw.  While 
they  may  do  some  crazy  things  that 
indicate  lack  of  energy-consciousness 
to  you,  they're  rank  amateurs  com- 
pared to  the  folks  in  Disneyland-on- 
the-Potomac  and  in  state  capitals. 

Item:  Uncle  Sam  forces  30%  of 
trucks  to  come  home  empty. 

Item:  Uncle  Sam  mandates  the 
technology  of  the  Twenties— unlead- 
ed gasoline  that  uses  14%  more  fuel 
stocks  than  leaded. 

Item:  Uncle  Sam  pours  money  into 
mass  transit  systems.  A  1980  study 
shows  that  91.2%  of  mass  transit  ve- 
hicles use  more  fuel  per  passenger 
mile  than  the  average  auto. 

Item:  Uncle  Sam  hog-ties  potential 
coal  mines  and  nuclear  power. 

I  have  to  go  out  now  and  buy  some 
fuel  for  my  diesel  car  that  has  been 
taxed  higher  than  gasoline  in  Tennes- 
see and  nine  other  states — a  punitive 
action  for  fuel  saving. 
—W.M.  Buescber 
Pigeon  Forge,  Term. 

Sir:  The  editorial  headline  "Is  Detroit 
Beyond  Help?"  really  got  my  atten- 
tion. Chrysler  knows  exactly  where  it 
is  going  in  regard  to  fuel  economy.  We 
have  clear  goals  of  fuel  economy  and 
product  quality  and  we  are  deter- 
mined to  achieve  them.  We  may  not 
be  biggest,  but  we  can  be  best. 
— Baron  K.  Bates 
Vice  President,  Public  Relations, 
Chrysler  Corp. 
Detroit,  Mich. 


Pushing  enterprise  zones 

Sir:  Thank  you  for  giving  enterprise 
zones  a  push  (Fact  and  Comment,  Aug. 
31).  Interest  has  been  picking  up,  es- 
pecially now  that  several  states  have 
passed  enterprise  zone  bills. 
— Jack  Kemp  (R-N.  Y. ) 
House  of Representatii  'es 
Washington,  D  C. 


Women's  time  will  come 

Sir:  Your  article  "Ms.  CPA"  (Trends, 
Aug.  17)  implies  that  the  national 
CPA  firms  are  sexist  when  it  comes 
to  making  women  partners. 

The  age  of  most  of  the  new  partners 
is  probably  35  to  40  years.  At  the  time 
they  were  going  to  accounting  school 
there  were  very  few  women  enrolled. 


For  example,  in  1965,  out  of  approxi- 
mately 1 75  accounting  students  in  our 
class  there  were  only  2  women.  As  the 
younger  group  moves  up  the  ladder 
you  will  find  a  larger  proportion  of 
women  as  partners. 
— Charles  W  Bingham  Jr 
Anchorage.  Alaska 


Not  their  fault 

Sir:  Re  "Out  Of  The  Mouths  Of 
Babes" (Fact  and  Comment.  Sept  14).  A 
similar  comment  came  recently  from 
my  four-year-old  son.  When  being 
scolded  for  some  improper  behavior, 
he  blurted  out,  "But  Daddy,  I  didn't  do 
that.  My  brains  made  me  do  it." 
— Forrest  Williams 
Washington,  D  C. 


Right  price  for  gold 

Sir:  MSF  Jr.'s  comments  on  gold  (Sept. 
14)  will,  I  hope,  do  much  to  dispel  the 
myths  regarding  a  gold  standard.  I 
agree  that  the  prime  obstacle  is  "peg- 
ging the  right  price";  that's  why  I 
have  introduced  a  bill  (H.R.  3789)  that 
allows  the  price  to  be  set  by  the  only 
possible  mechanism,  the  market. 
—Daniel  B.  Crane  (R-//1 ) 
House  of  Representatii  es 
Washington,  D  C 


Inflation  will  do  it 

Sir:  Re  the  deck  of  your  gold  article 
(Aug  3)  "It  will  be  a  long  time — per- 
haps not  in  our  lifetime — before  the 
price  of  gold  returns  to  the  peak  of 
$850  an  ounce,"  which  was  based  on 
my  comments.  The  phrase  "perhaps 
not  in  our  lifetime"  pertained  to  the 
five  factors  that  took  gold  to  $850 
during  1980,  not  to  the  price  itself.  I 
mentioned  in  the  article  that  gold 
should  climb  by  our  inflation  rate, 
which  will  obviously  push  the  price 
up  in  coming  years  well  over  $850. 
— Frederic  S.  Bogail 
Senior  Vice  President. 
Republic  National  Bank  ofN.Y. 
New  York,  N.Y. 


Three  weeks  late 

Sir:  The  T.  Rowe  Price  New  Era  Fund 
has  been  excluded  from  your  mutual 
fund  honor  roll  list  due  to  a  quirk  of 
fate  despite  very  competitive  perfor- 
mance. The  fund  was  started  Jan.  20, 
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If  the  boss  insists  on  fine  quality  copies 
every  time,  we  have  a  Saxon  just  for  you. 


All  copiers  make  copies. 
But  the  Saxon  SX 18  makes 
copies  that  are  different. 

The  blacks  are  jet  black. 
The  images  are  crisp  and 
clear.  If  you  feed  in  paper 
that  is  white,  it  comes  out 
white,  not  a  dirty  grey. 

The  Saxon  SX  18  uses 
the  latest  technology-  fiber 
optics  and  microprocessors 
-  to  achieve  its  compact 
size  and  super-reliable  per- 
formance. It  stands  only 
12 xh  inches  high.  It  uses  a 
dry  toner,  which  means 
you  can  make  copies  on  any 
standard  bond  paper,  in- 
cluding letterhead.  And  it 
copies  up  to  11"  x  17",  with- 
out ever  losing  information 
around  the  edges. 

Ask  the  boss  if  you  can 
have  this  copier.  If  you  are 
the  boss,  congratulations - 
you  don't  have  to  ask  any- 
one. Just  mail  the  coupon 
for  a  free  demonstration. 
Or  phone  toll-free 

1-800-526-7843. 

In  New  Jersey,  1-800-522-4503. 


Name/Title 


Company 


Street 


City/Statc/Zip 


4FB101 

Mail  to:Saxon  Business  Products 
13900  NW  57th  Court 
Miami  Lakes,  Florida  33014 


We  give  you  one  thing  other 
car  rental  companies  don't. 
Everything.  -Mei"*  * 1 1 


Guaranteed  pricing. 

There  are  no  surprises 
at  Hertz.  Just  ask  us 
and  we'll  tell  you 
in  writing  what 
your  final  rental 
charges  are 
before  you  go* 


Special  deals  on 
vacation  wheels. 

Whether  you're 
going  to  Florida, 
California  or  any- 
where in  the  world, 
Hertz  has  special 

deals  to  make  your  vacation  dollars  go  farther. 


No  charge 
for  mileage, 

At  Hertz, 


we  give  you  free,  unlimited  mileage-any 
car,  anywhere, 
round-trip  or 
one-way* 


Fast  take-offs  from  airports.  When  you  reserve  your 
Hertz  car,  ask  for  our  #1  Express  Service™  and  you 
can  go  right  from  your  plane  to  your  car  with- 
out stopping  at  the  rental  counter. 

(Available  at  most 
major  airports.) 


%7 


More  help  to  help. 

Hertz  has  more  friendly 
people  ready  to  help  you 
than  anyone.  So  call  1-800- 
654-3131  for  reservations 
and  we'll  take  it  from  there. 


The  world's  largest  fleet.  With 
L  a  fleet  of  cars  big  enough  to 
stretch  from  Detroit  to  New 
York,  chances  are  we've 
got  the  car  you  want- 
when  you  want  it. 


'Guaranteed  Pricing 
available  at  all  Hertz 
corporate  and  participating 
licensee  locations  in  the  U.S. 
Refueling  charges  and  state  and  local 
taxes  are  not  included.  On  some  one-way- 
there  may  be  a  drop-off  charge. 


#1  For  Everyone. 

Hertz  rents  Fords  and  other^fine  cars. 
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Panasonic  Microcassette  tapes 
make  almost  any  microcassette  recorder 
sound  almost  as  good  as  a  Panasonic. 

Your  microcassette  tape  recorder  is  only    tapes  that  play  up  to  46  minutes  or  our 


as  good  as  the  tape  you  put  in  it.  If  you 
own  a  microcassette  recorder  that  has 
capstan  drive,  you'll  get  ^m^bhbi 
great  sound  out  of  it  with 
Panasonic  Microcassette 
tapes.  And  Panasonic      '  ■j.pjSIti 
tapes  are  fully  compatible   I  pawn 
with  all  microcassette  re-  I 
corders  with  capstan  drive. 

Whether  you're  looking  HHH 
for  standard  Microcassette  tapes,  metal 


new  high-quality  Angrom™  tapes  that 
increase  playing  time  to  up  to  3  hours, 
Panasonic  has  them.  And 
the  standard  tapes  are 
^^^lB  c,ever|y  packaged  so  that  4 
"—"    .  I  fit  into  a  case  smaller  than 
■HjWj  II  a  standard  cassette  case- 
CTT^   ■  perfect  for  storage. 
^J^ffuM     Look  for  Panasonic  Micro- 
HHl  cassette  tapes  and  get  the 
most  out  of  any  Microcassette  recorder. 


Readers  Say 


1969 — less  than  three  weeks  after  the 
beginning  date  of  operation  necessary 
to  qualify  for  this  year's  survey.  How- 
ever, its  average  annual  compound 
rate  of  return  from  inception  through 
November  1980  is  12.04%.  This 
would  rank  it  sixth  in  performance 
among  the  diversified  stock  funds  list- 
ed in  the  1981  honor  roll. 
— Steven  E.  Norwitz 
Vice  President, 

T.  Rowe  Price  Marketing,  Inc. 
Baltimore,  Md. 


College  colors 

Sir:  Re  Roadway  Express  and  its 
"closemouthed"  CEO,  Mr.  William 
Spitznagel64z/g  31).  An  observance  of 
Associate  Editor  Briggs  that  the  or- 
ange and  blue  of  his  alma  mater,  Au- 
burn University,  are  used  in  the  new 
Roadway  logo  might  have  gotten  her  a 
warmer  "War  Eagle"  welcome. 
Ir-W.H.  Appich  Jr. 
Winter  Park,  Fla. 


Sticky  on  way  down 

Sir:  It  seems  clear-cut  that  there  is 
resistance  to  lower  jewelry  prices 
("What  goes  up  doesn't  always  come 
down," Aug.  3)  even  though  the  basic 
metals  have  substantially  dropped. 
One  could  almost  parallel  this  with 
interest  rates,  which  seem  to  have 
fluidity  on  a  rising  scale  but  consis- 
tency on  a  falling  scale. 
— Thomas  R.  Von  Der  Ahe 
North  Hollywood,  Calif. 


True  at  Harvard,  too? 

Sir:  Fact  and  Comment  (Sept.  14) 
characterizes  college  professors  as  be- 
ing "paid  mostly  in  leisure  time"  and 
"in  the  forefront  of  the  movement  to 
'redistribute'  other  people's  earn- 
ings." Perhaps  a  vocal  few  are  in  favor 
of  redistribution  of  wealth;  none  are 
that  I  know  personally. 

The  stereotype  that  college  profes- 
sors have  lots  of  leisure  time  angers 
me.  They  are  expected  to  be  up-to- 
date  by  reading  and  participation  in 
seminars.  Professors  must  also  be  in- 
volved in  research. 
— Kay  E.  Oring 

Director,  Undergraduate  Program 

in  Dietetics 
I  nirersity  of  North  Dakota 
Grand  Forks,  N.D. 


Why  is  a  Hickey-Freeman  natural  shoulder 
suit  your  wisest  purchase? 

This  fall,  the  definitive  natural  shoulder  look  finds 
expression  in  the  Woodbriar'8'  Collection  by  Hickey-Freeman. 
Because  Hickey-Freeman  natural  shoulder  suits  are  hand- 
tailored  by  craftsmen  with  more  than  80  years  experience, 
they  promise  you  a  neater,  more  comfortable  fit. 

Hickey-Freeman  tailors  each  suit  to  conform  gently 
to  the  curves  and  planes  of  the  body  without  the 
slightest  feeling  of  restricted  movement.  For 
example,  armholes  are  cut  higher  and  larger  to 
provide  a  neater,  more  comfortable  fit  with 
a  minimum  of  tightness  and  wrist-climbing. 

Such  classic  fashion,  premium  fabrics  and 
standard  of  tailoring  are  only  to  be  found  in 
the  Hickey-Freeman  Woodbriar  Collection. 

1981  Hickey-Freeman  Co..  Inc..  1155  Clinton  Ave  ,  N  ,  Rochester,  NY  14621 
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THE  TASTE  BEYOND 
2-YEAR-OLD  SCOTCH 


Discover  more. 

Let  your  mature  taste  lead  you  from 
the  finest  premium  Scotch  on  up  to  the 
most  expensive  12-year-old  Scotch  in  the 
world.  The  Glenlivet.  The  ultimate  in 
Scotch. 

Most  premium  Scotch  is  blended 
and  depends  on  several  whiskies  for  taste 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience  an  exceptional  smooth- 
ness and  full-bodied  richness,  unmatched 
in  all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch. 


1 


The  Glenlivet 

Unchanged  since  1824. 


glenlivet 

12  YEARS  OLD 

k/SX?  *  J-  G  SMITH  LIMJ^ 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Kditor-in-Chief 


BUSINESS  AND  WALL  STREET  HAVE  TO  MAKE  HARD  CHOICES  TOO 


Since  the  prospect  of  a  greater  budget  deficit  has  Wall 
Street  and  some  of  the  business  world  so  panicked,  they 
can  contribute  mightily  to  reducing  deficit  prospects 
mightily  by  vigorously  supporting  a  six-month  postpone- 
ment of  the  recently  passed  tax  cuts.  And/or  supporting  a 
selective  outright  repealing  or  reduction  of  some  of  the  tax 
goodies,  such  as  the  enormously  liberalized  depreciation 
schedules  and  other  Sbilhon  sweeteners  thrown  in  to  out- 
bid the  Democrats'  tax  measure. 

It's  only  now  that  the  first  heavy  batch  of  federal  spend- 
ing reductions  are  beginning  to  hit  and  hurt  those  affected. 
States,  cities,  bureaucracies  and  the  beneficiaries  of  these 
reduced  programs  only  now  arc  about  to  experience  the 


impact.  Given  such  circumstances,  it's  just  nonsense  to 
expect  the  Congress  to  add  even  further  $billions  in  reduc- 
tions of  such  programs.  The  colossal  adjustments,  materi- 
ally and  psychologically,  that  have  to  be  made  to  this 
consequential  new  government  direction  preclude  for 
quite  a  while  any  sizable  further  whacks. 

Along  with  hard  choice  defense  cuts  (see  below),  tax  cut 
give-ups  are  the  only  other  way  to  assuage  those  panicked 
at  the  prospect  of  a  greater  budget  deficit.  While  one  can 
argue  whether  there  should  be  such  paranoia  about  a  bigger 
deficit,  the  fact  is,  there  is. 

In  short,  the  Give-Ups  parade  has  to  be  joined — for  some 
months  anyway — by  supply-siders. 


WHY  INTEREST  RATES  WILL  TOP  OUT,  INFLATION  BOTTOM  OUT 

With  up  to  18%  to  be  earned  by  every  dollar  you  don't    ital  spending. 


spend,  savings  are  soaring — what  do  those  people  who 
compile  statistics  think  money  funds  are  anyway?  As  such 
savings  climb,  as  corporations  as  well  as  individuals  dis- 
cover their  money  can  make  more  money  as  money  than 
invested  in  mortar,  machines  and  marketing,  there'll  be  a 
surfeit  of  the  stuff.  When  there's  more  than  needed,  the 
price  of  it — interest — will  drop. 

As  families  as  well  as  corporations  begin  to  realize  how 
much  dough  they  have  at  hand,  and  as  lagging  sales  brake 
and  break  prices,  consumer  spending  will  be  renewed  with 
vigor.  And  corporations  will  start  productive  catch-up  cap- 


The  present  economic  drag  has  put  an  understandably 
appreciable  crimp  in  what  had  become  ever  greater  infla- 
tion-fed annual  wage  hikes.  The  new  wage  settlements,  be 
they  federal,  automotive  or  in  the  construction  trades 
(where  un-unionized  and  off-the-books  work  is  replacing 
many  astronomic  hourly  craft  charges),  and  in  ever  more 
other  businesses,  will  for  sure  be  lower  than  in  the  past. 

The  rate  of  inflation  itself  is  far  lower.  That  spiral's 
down,  not  up.  Time's  up  on  the  interest  spiral,  too. 

Six  months  from  now  I  hope  you'll  check  out  this 
forecast.  I  think. 


WE  CAN  SEND  A  POWERFUL  MESSAGE  TO  RUSSIA  AND  CUT  $BILLIONS 


from  stupendous  additions  to  military  spending  at  the 
same  time  by  one  simple  act:  The  Administration  has  only 
to  announce  it's  asking  Congress  to  reinstitute  the  draft. 

Every  physically  fit  young  man  would  have  to  register  at 
age  18.  From  that  pool,  drawn  by  lot,  would  come  the  1  in 
10  or  20  required  to  meet  the  basic  manpower  needs  of 
each  service. 


For  draftees,  there  would  be  nominal  pay.  For  those  now 
in  service  who  have  vitally  needed  skills,  appreciable  pay 
increases;  for  long-term  volunteers,  higher  pay  and  greater 
perks  in  relation  to  time  served,  needed  skills  acquired.  No 
more  hugely  expensive,  unselective  across-the-board  wage 
increases.  It's  been  proven  that  Sbillions  in  emoluments 
alone  will  not  buy  or  keep  the  skills  and  numbers  required 
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by  our  Army,  Navy,  Air  Force  and  Marines.  If  young 
citizens  were  faced  with  the  possibility  of  being  drafted, 
volunteering  for  a  three-  or  four-year  hitch  would  soar. 

The  impact  of  reinstituting  a  draft  which  never  should 
have  ceased  would  be  a  message  of  unequivocal  clarity  and 
impact  in  Moscow  and  among  their  handful  of  Quaddafi- 
like  minions  in  Africa,  the  Caribbean  and  the  Middle  East. 
The  neutral  world  would  know  for  sure  we  mean  business. 
A  draft  would  provide  immeasurable  reassurance  to  our 
allies — both  the  firm  ones  and  the  equivocal. 

*    *  * 

As  for  those  increasingly  debated  MX  missiles  .  .  . 
what's  all  this  talk  about  shuffling  a  hundred  of  them 
amongst  a  thousand  incomprehensibly  complex  and  costly 
holes  in  the  ground?  It's  being  argued  and  argued  vehe- 
mently as  to  whether  the  Russians  can  come  within  50 
feet  of  bulls-eyeing  existing  missile  silos.  If  such  accuracy 
is  a  remote  possibility,  why  would  more  holes  in  the 
ground  add  a  blamed  thing  to  our  invulnerability  against  a 
first-strike  crippling  of  our  land-based  missiles? 

And,  by  the  way,  who  torpedoed  overnight  all  those 
ostensibly  so  sensible  thoughts  about  putting  the  MX 


missiles  on  water,  in  barges  or  relatively  uncomplex  subs? 
Cap,  wearing  his  new  Defense  Secretary  headgear,  once 
floated  serious  thoughts  on  the  matter,  so  why  has  the  idea 
now  so  swiftly,  silently  sunk  without  a  trace? 

We  can  find  a  further  mite  for  the  military  by  getting 
rid  of  those  jackanapeses  from  the  Office  of  Manage- 
ment &  Budget  who  are  suggesting  that  we  can  again 
commit  the  colossal  error  of  reducing  military  spending 
by  not  funding  fuel,  ammunition,  spare  parts,  mainte- 
nance and  training.  Surely,  even  in  the  civil  service, 
there  must  be  some  way  to  retire  imbeciles. 

The  President's  minimal  defense-cut  proposals  are  ]ust 
not  enough  to  do  the  job  for  the  budget,  nor  to  force  the 
hard  choices  that  must  be  made.  Let's  keep  in  mind  we 
are  talking  about  reducing  a  rate  of  increased  spending. 
Stockman  &  Company  are  not  talking  about  eliminating 
additional  spending  in  real  terms. 

Anyone  who  thinks  Congress  will  knock  tens  of  Sbil- 
lions  off  Social  Security,  school  lunches,  crop  subsidies  and 
go  along  with  all  the  monumental  military  proposals  (in- 
cluding some  of  very  arguable  worth)  isn't  whistling  Dixie. 

They're  just  whistling.  In  the  dark. 


TWO  ADS  TO  SEND  BALLOONISTS'  PULSES  SOARING 


Although  this  Maidenform  setting 
is  as  unlikely  as  most  Maidenform 
ad  settings  (see  Fact  and  Comment, 
Ian.  5),  it's  bound  to  turn  on  the 
white-haired  aeronauts  among  us,  as 
well  as  the  eager  younger  ascenders. 
How  many  will  run  right  out  and 
purchase  the  depicted  model's  rai- 
ment for  their  wives,  though,  is 
problematical. 

In  the  United  Technologies  message  so  strikingly  illus- 
trated, the  prospect  of  interred  telephone  lines  will  please 
most  everyone's  esthetic  sense;  will  lessen  ice  and  wind- 


cause  of  balloonist  deaths. 

While  we  Hot  Airers  are  few,  there  are  not  many  readers 
who  won't  pause  to  read  the  messages  accompanying  both 


storm  interruptions;  and  will  remove  the  greatest  single    the  silly  picture  and  the  compelling  one. 

MOVIES 


Arthur — Who  would  have  ever  thought  the  year's  box- 
office  runaway  hit  would  be  about  a  zany  $750  million 
heir?  He's  a  mostly  happy  drunk  doing  things  no  other  rich 
drunks  ever  thought  of.  It's  obvious  how  Father  made  his 
pile — Forbes  magazine  is  very  visible  on  a  table  in  his 
office.  Blow  Out — Blow  yourself  to  an  evening  out  at  this 
Travolta  high  volta.  Even  if  it's  not  Saturday  night,  you'll 
run  a  fever  from  the  opening  minutes  and  beyond  the 
last.  For  Your  Eyes  Only — As  the  chases  and  twists  get 
zanier,  James  Bond  films  have  become  enjoyably  suspense- 
less  comedies.  This  one  is  more  good  fun  than  most  touted 
as  comedies.  Prince  of  the  City — Thank  goodness  this 
extraordinarily  powerful  film  is  packing  'em  in.  There's  no 


way  to  come  away  without  greater  understanding,  respect, 
sympathy  and,  yes,  affection  for  cops.  If  they  didn't  have 
each  other,  there's  blamed  little  else  they'd  have  in  return 
for  the  most  thankless,  tough,  out-front  fall-guy  jobs  in 
government.  S.O.B. — is  deservedly  SRO.  Why  the  critics 
are  so  happily  flabbergasted  that  the  film  "courageously 
savages"  Hollywood  moguls  as  veritable  Mongols  is  be- 
yond me.  In  that  narcissusland,  looking  in  a  mirror  is  a  full- 
time  occupation — and  what  they  see  is  what  they  are. 
There,  they'll  bite  all  the  hands  that  feed  them  if  it  pays  at 
the  box  office.  If  it's  boff,  barf  matters  not.  Victory — 
This  all-Stallone  film  about  a  prisoner-of-war  soccer  team's 
escape  is  escapist  entertainment,  but  not  very. 
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BEFORE  THE  MOVIE  BEGAN,  PEOPLE  WERE  SHAKING  THEIR  CANS 


in  solicitation  of  contributions  for  some  Cause.  Curious  as 
to  its  function  and  degree  of  worthiness,  Forbes  asked  for 
a  report  from  the  National  Information  Bureau  (419  Park 
Avenue  South,  New  York,  N.Y.  10016).  The  report  we 
received  concluded  that  this  particular  cause  at  that  mo- 
ment did  "not  meet  the  standards  of  the  N.I.B."  and 
provided  careful  analysis  as  to  why. 


There  are  numerous  "Worthy  Causes"  where  so  little  of 
the  dollars  given  goes  to  the  purpose  and  so  much  to  the 
overhead  and  raising  of  funds  that  the  principal  beneficia- 
ries are  not  those  intended  by  the  givers. 

If  you  don't  give  until  you've  read  an  N.I.B.  report,  you'll 
be  doing  more  for  good  causes  than  through  uninformed 
largess — company  or  personal. 


WHILE  TALK  OF  RETURNING  TO  A  GOLD  STANDARD 


will  result  in  little  more  than  some  glittering  conversa- 
tions and  confounding  profundities,  it  was  amusing  to 
note  Business  Week's  coming  out  with  a  cover  story  on 
the  subject.  In  full-page  ads  promoting  their  gold  standard 
issue  B  W  observes  that  "business  decision-makers  rely  on 
Business  Week  for  business  coverage  they  cannot  find 
anywhere  else.  Not  in  Forbes.  .  .  ." 
Now  now  and  tut-tut — 


In  an  earlier  Forbes,  son  Steve  covered  the  matter  far 
more  succinctly.  (In  the  same  issue,  I  expressed  amaze- 
ment at  the  sudden  manifestation  of  Goldbuggers  in  such 
Medfly  proportions.) 

Anyway,  the  likelihood  of  anything  remotely  resem- 
bling a  return  to  a  gold  standard  for  the  dollar  is  as 
likely  as  finding  a  pot  of  that  stuff  at  the  end  of 
rainbows. 


TEMPUS 

fugits,  without  a  doubt 
except  when  things  are  difficault. 


EVERY  ONCE  IN  A  WHILE 

it's  good  to  remember  that  everything's  temporal- 
including  bad  and  gloom,  not  just  good  and  glad. 


WILL  THIS  RECESSION  BE  DIFFERENT? 


By  M.S.  Forbes  Jr. 


High  interest  rates  and  a  muddled 
monetary  policy  have  done  their 
work:  We're  in  a  recession  now,  at 
least  as  economists  define  the  term 
of  two  or  more  consecutive  quarters 
of  negative  growth  in  GNP.  The 
slump  in  industrial  production  is 
one  sign.  The  sharp  rise  in  weekly 
unemployment  applications  is  an- 
other, more  important  one.  For 
those  who  like  to  read  goat  entrails, 
the  break  in  the  stock  market  is  an 
additional  dark  cloud. 

What  makes  this  recession  dif- 
ferent from  those  of  the  past  is  its 
unevenness  and  its  sluggish  pace. 
The  slow  squeeze  is  a  stark  con- 
trast to  the  dramatic  way  the 
economy  suddenly  contracted  in 
1970,  1974  and,  ever  so  briefly, 
last  year. 

Obviously,  not  everyone  will  be 
hurt  equally.  The  defense  sector  will 
go  largely  unscathed.  So  will  energy 
exploration.  Those  heavily  depen- 
dent on  credit,  though,  such  as  man- 
ufacturers and  retailers,  are  certain- 
ly feeling  the  pinch.  Autos  and 
housing  will  stay  depressed.  So  will 
the  farm  belt. 

Some  major  companies  won't 
make  it;  their  collapse  will  make  for 
big,  scary  headlines.  A  number  of 


individuals  are  overextended  as 
well,  especially  those  who  bought 
overpriced  houses  (at  least  by  to- 
day's standards)  in  the  past  year  or 
two.  Inflation  will  not  bail  them 
out.  Foreclosures  will  be  up. 

But  it  would  be  a  mistake  to  hang 
crepe.  Thanks  to  the  tax  cut,  to  bud- 
get reductions  and  regulatory  re- 
forms, the  economy  should  be  grow- 
ing again  by  next  spring. 

The  major  question  now  is 
whether  the  Administration  can 
break  the  pattern  that  has  afflicted 
this  economy  since  the  mid-1960s: 
recession  followed  by  a  recovery 
that  triggers  new  highs  in  inflation 
and  interest  rates. 

The  answer  is:  Yes. 

Unlike  his  predecessors,  both 
Democrat  and  Republican,  this 
President  isn't  about  to  loosen  the 
budget.  The  tax  cut,  the  impact  of 
which  won't  really  be  felt  until  sum- 
mer 1982,  is  far  different  from  the 
stimulative  measures  we  have  had 
in  the  past  15  years.  This  one  en- 
courages investment  as  well  as  con- 
sumption. It  begins  to  ease  the  pen- 
alties for  being  successful. 

The  big  unknown  is  monetary 
policy.  In  the  past,  the  Fed,  fright- 
ened by  the  specter  of  a  full-fledged 
credit  crisis,  would  end  up  fighting  a 
recession   by   pouring   much  too 


much  money  into  the  economy.  As 
a  result,  when  business  activity  did 
pick  up,  inflation  came  back  stron- 
ger than  before  the  contraction. 

Given  the  growing  unreliability  of 
the  Fed's  yardsticks  for  measuring 
money  (see  this  column,  Aug.  17), 
the  central  bank  will  have  a  more 
difficult  time  than  ever  before  deter- 
mining whether  it  is  being  too 
tight,  too  easy  or  just  right. 

Another  danger:  Corporate  bal- 
ance sheets  are  overloaded  with 
short-term  debt.  If  the  financial 
markets  get  a  1970  Penn-Central- 
like  jolt,  Uncle  Sam  will  be  under 
enormous  pressure  to  effect  a  bail- 
out should  the  Federal  Reserve  seem 
insufficiently  responsive. 

The  acid  test  of  the  Administra- 
tion's monetarists  is  about  to  come, 
as  the  central  bank  will  be  largely 
following  their  lead.  They  will  have 
the  opportunity  to  test  their  theor- 
ies that  you  can  conquer  inflation 
and  restore  stable  economic  growth 
by  manipulating  the  money  supply. 
If  they  succeed,  the  currently  effer- 
vescent goldbug  movement  will  go 
the  way  of  a  firefly  on  a  winter's 
night.  If  not,  the  barbaric  relic  will 
be  at  the  top  of  the  Reagan  agenda. 

Either  way,  1982  will  see  a  deci- 
sive turn — for  the  better — in  the 
war  against  inflation. 
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Other  Comments 

Often  comments  by  others  stimulate  irritate 
abuse  or  amuse  this  editor  's  mind  MSF 


Less  Paper,  Happy  Future! 

Thomas  Jefferson's  last  years  were 
plagued  by  financial  worries.  But 
nothing  eould  cramp  his  generous 
heart.  To  the  end,  he  believed  that 
one  more  bank  loan,  one  more  har- 
vest, would  turn  his  affairs  around.  He 
was  equally  optimistic  about  the  rest 
of  the  world.  Nothing  would  go  far 
wrong  for  America  it  it  kept  govern- 
ment small  and  stopped  printing  so 
much  paper  money. 

— Melvin  Maddocks,  Time 

Face  Up  Ahead 

The  Administration's  buildup  of 
ships,  tanks,  planes  and  missiles  may 
well  outrun  the  military's  ability  to 
muster  the  skilled  manpower  to  oper- 
ate them.  Under  the  Reagan  plan  the 
Navy  fleet  would  be  expanded  by  one- 
third  to  600  ships.  Yet  the  Navy  al- 
ready has  a  shortage  of  24,000  petty 
officers.  By  1985,  even  assuming  fa- 
vorable recruitment  and  retention 
rates,  the  committee  estimates  the 
Navy  may  be  short  24,000  sailors  and 
35,000  petty  officers. 

The  Army  faces  an  even  worse 
manpower  problem.  It  is  burdened 
with  underskilled  soldiers  even 
though  weapons  are  becoming  more 
complex.  One-third  of  its  volunteers 
are  high  school  dropouts.  Some  30% 
of  its  recruits  have  test  scores  in  the 
lowest  mental  category.  Its  reserve 
ranks  are  a  bad  joke — short  249,000  of 
mobilization  requirements.  .  .  .  The 
services  will  be  recruiting  a  shrinking 
pool;  the  male  youth  population  will 


decline  16%  during  the  1980s.  More- 
over, it's  doubtful  that  any  amount  of 
money  will  reverse  the  trend  of  the 
volunteer  services  being  manned  in- 
creasingly by  the  poor  and  the  under- 
skilled,  with  blacks  and  other  minor- 
ities serving  in  much  higher  propor- 
tions than  whiK  s. 

It  is  unwise  to  operate  complex 
military  forces  with  large  numbers  ot 
underskilled  personnel.  It  is  unfair  tor 
a  society  to  rely  heavily  on  its  under- 
privileged youth  tor  military  service. 
An  equitable  draft  seems  to  be  the 
only  solution,  but  neither  the  Reagan 
Administration  nor  most  members  of 
Congress  seem  willing  to  face  the  is- 
sue yet. 

— Norman  C.  Miller, 
Wall  Street  journal 

Holding  a  Flush 

Mayor  Koch  declared  that  if  all  New 
Yorkers  flush  their  toilets  one  less 
time  a  day — at  7  gallons  a  flush — the 
city  can  meet  its  water  conservation 
target. 

— New  York  Post 

Christianity  Medieval 

The  main  barrier  of  entering  into 
the  mental  and  emotional  values  of 
the  Middle  Ages  is,  I  believe,  the 
Christian  religion  as  it  then  was:  the 
matrix  and  law  of  medieval  life,  omni- 
present, indeed  compulsory.  Its  insis- 
tent principle  that  the  life  of  the  spirit 
and  of  the  afterworld  was  superior  to 
the  here  and  now,  to  material  life  on 


earth,  is  one  that  the  modern  world 
does  not  share,  no  matter  how  devout! 
some  present-day  Christians  may  bra 
The  rupture  of  this  principle  and  itjj 
replacement  by  belief  in  the  worth  M 
the  individual  and  of  an  active  life  not 
necessarily  focused  on  Cod  is,  in  fact,, 
what  created  the  modern  world  and] 
ended  the  Middle  Ages. 

— Barbara  Tuchman, 
A  Distant  Mirror 


When  you  undertake  to  run 
a  revolution,  the  difficulty  is 
not  to  make  it  go;  it  is  to 
hold  it  in  check. 

— Comte  de  Mirabeau, 
The  Days  of  the  French  Revolution 


No  Waiting  in  Hoboken 

The  temperature  is  14°  above 
zero,  the  wind  chill  factor  makes  it 
feel  like  20°  below  and  the  line 
stretches  along  the  avenue  and 
around  the  corner  and  down  the 
street.  The  shivering  people  on  the 
line  are  jumping  up  and  down  and 
hopping  about  in  an  effort  to  keep 
warm.  These  people  are  not  in  the 
Army.  Nor  are  they  in  a  prison  or  a 
Soviet  labor  camp.  They  are  stand- 
ing in  line  in  the  bitter  cold  volun- 
tarily, because  they  are  waiting  to 
see  a  movie. 

Why?  There  is,  as  Jonathan  Reyn- 
olds, a  playwright,  noted,  "a  certain 
amount  of  social  cachet"  in  being 
among  the  first.  "New  Yorkers  are 
always  jumping  on  fads  and  wanting 
to  be  first,"  he  said.  One  solution  that 
has  little  chance  of  being  adopted 
along  Third  Avenue  is  to  go  after  the 
movie  has  been  running  for  some 
time.  But  of  course  if  you  do  that  you 
may  as  well  be  in  Hoboken. 

— Larry  Miller, 
New  York  Times 

Noted  and  Passed  On 

There  is  that  story — not,  I  believe, 
apocryphal — of  the  old  butler  whose 
demeanor  at  a  grand  dinner  party  was 
so  markedly  unbalanced  that  his  mis- 
tress (Was  it  Lady  Astor?)  felt  im- 
pelled to  scribble  down  and  hand  to 
him  the  curt  message:  "Leave  the 
room  immediately.  You  are  drunk." 
After  the  briefest  glance  at  this  in- 
struction, the  butler  moved  down  the 
table  and  laid  it,  with,  one  feels  sure, 
some  return  of  his  smoothest  manner, 
before  the  astounded  eyes  of  (I  think) 
Sir  John  Simon. 

— H.F.  Ellis,  New  Yorker 


"Gosh,  how  I  envy  you  the  future,  son.  Almost  my 
whole  life  has  been  lived  in  a  Keynesian  context." 
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means 


noney  you'll  save 

on  USAir! 


Everyone  wants  to  save  time.  The 
problem  is  how  to  do  it.  USAir  saves 
you  time  right  from  the  moment  you 
pick  up  the  phone.  With  a  24  hour 
reservation  service.  Computerized 
seat  selection.  And  something  you 
don't  always  find— a  convenient 
selection  of  daily  nonstops  to 
the  places  you  want  to  go. 
We  offer  5500  flights  a  week 


between  many  of  America's  major 
cities.  Flights  designed  to  save  you 
time  and  stretch  your  travel  dollar. 
Especially  on  our  business  routes 
where  we've  scheduled  flights  to  get 
you  out  and  back  as  quickly  as 
possible— often  in  the  same  day. 

Anybody  can  tell  you  that  your  time 
is  worth  money.  The  difference  is. . . 
USAir  is  doing  something  about  it. 

Fly  the  USA 
on  USAir 


How  good  do  you 
have  to  be  to  own 
a  Hasselblad? 


The  reputation  that  Hasselblad 
enjoys  as  the  choice  of  professional 
photographers  and  advanced 
amateurs  might  lead  you  to  believe 
that  it's  a  difficult  camera  to  use. 
Nothing  could  be  further  from  the 
truth.  In  many  respects  a  Hasselblad 
is  easier  to  use  than  other  cameras, 
despite  the  extraordinary  results 
it  gives. 

Consider  the  viewing  system,  for 
example.  You  don't  have  to  squint 
with  one  eye  through  a  tiny  peep- 
hole. Instead  your  subject  is 
projected  big  and  bright  onto  the 
214*  x  2 14"  ground  glass  screen.  This 
makes  it  considerably  easier  to 
compose  your  photograph  and  to 
focus  accurately.  And  what  you  see 
in  the  viewfinder  is  two-dimensional, 
just  like  your  finished  prints  or 
slides. 


A  further  aid  to  creativity  is  the 
automatic  depth  of  field  indicator 
on  the  lens  that  gives  you  a  choice  of 
settings  that  will  put  the  foreground 
or  background  in  or  out  of  focus. 

A  Hasselblad  handles  beautifully. 
It  cradles  comfortably  in  the  palm  of 
your  hand.  All  controls  are  logically 
placed  and  easy  to  reach  (the  U.S. 
Astronauts  were  able  to  operate 
their  Hasselblad  cameras 
on  the  moon  while  wearing 
bulky  gloves). 

As  a  matter  of  fact,  a 
Hasselblad  lets  you  do 
things  you  can't  do  with 
a  35.  Such  as  viewing  and 
shooting  with  the  camera 
held  upside  down  over- 
head (great  for  shooting 
over  crowds).  Or  for 
taking  pictures  at  ground 


level  without  having  to  lie  down 
(useful  for  nature  photographs,  or 
for  shooting  at  unusual  angles). 

Changing  film  is  a  simple  mattei 
with  a  Hasselblac 
(the  Astronautj 
had  to  dc 


that,  too). 
The  film 
magazine  can 
be  detached  in  a 
snap,  even  in  mid-roll, 
and  replaced  with  a  freshly  loaded 
magazine  or  with  a  different  type  of 
film.  This  allows  you  to  switch  freely 
from  black  and  white  to  color,  from 
negative  to  positive  film,  or  from 
daylight  to  tungsten.  You  can  even 
switch  formats.  Your  choices  include 
the  ideal  214"  square  format;  the  6  x 
4.5  cm  format,  which  enlarges  to  8" 
x  10";  or  "superslides"  that  can 
be  used  with  any  35mm  projector, 
giving  a  dramatic,  screen-filling 
image. 

You  also  have  access  to  a  wide 
range  of  interchangeable  lenses  and 
accessories,  because  Hasselblad  is 
the  world's  largest  medium  format 
system. 

Creating  a  camera  of  such 
versatility  and  performance  is  no 
easy  task.  It  takes  a  full  year  to  build 
a  Hasselblad.  But  then  the  lifespan  of 
a  Hasselblad  is  almost  endless  (ask 
any  professional  photographer). 
And  Hasselblad's  design  philosophy 
of  non-obsolescence  assures  that 
today's  accessories  will  even  fit 
a  Hasselblad  camera  of  twenty 
years  ago. 

So,  how  good  do  you  have  to 
be  to  own  a  Hasselblad?  Just  good 
enough  to  want  a  camera  that  can 
make  you  better. 

See  your  Hasselblad 
franchised  dealer,  or  write 
for  one  of  our  bulletins  on 
square  composition,  and  a 
comprehensive  brochure  on 
the  Hasselblad  system  to: 

Victor  Hasselblad  Inc., 
Dept.  A31, 
10  Madison  Road, 
Fairfield,  N.J.  07006. 


H  A 

When 


S  S  £  L  B  L  A  D 

you  shoot  for  perfection 


What's  Ahead  tor  Business 


There's  much  more 
happening  in  the 
economy  than  the 
media  suggest. 


Inventories  are  a 
problem  that  will 
not  go  away  quickly. 


Productivity  gains  will 
be  stronger  as  we  pull 
out  of  the  slowdown. 


THE  GOOD  NEWS— AND  THE  BAD  NEWS 

Economically  speaking  we're  getting  to  be  ;i  one-issue  nation.  We 
tend  to  concentrate  all  our  attention  on  a  single  aspect  of  a  problem 
rather  than  on  the  problem  as  a  whole.  Only  a  few  years  ago  everybody 
was  obsessed  with  the  energy  crisis.  Then  it  w.is  the  falling  dollai  and 
the  U.S.  trade  imbalance.  Right  now  the  single  issue  is  the  size  of  the 
tederal  deficit.  All  anyone  talks  about  is  that  the  federal  deficit  next 
year  will  be  $18  billion  deeper  than  the  government  had  hoped.  That's 
$18  billion  in  a  $3  trillion  economy.  Everything  else  is  being  ignored — 
including  plenty  of  good  news  and  some  bad  news  as  well. 

The  good  news:  Taxes  have  been  cut.  The  budget  has  been  deflated  .i 
bit.  Inflation  is  coming  down,  down,  and  still  dropping.  Measures  are 
now  on  the  books  that  will  do  much  to  improve  the  U.S.'  inadequate 
savings  rate. 

Not  that  everything's  rosy.  The  Administration  and  the  Federal 
Reserve's  determination  to  give  priority  to  fighting  inflation  rather 
than  to  fine-tuning  the  economy  will  accentuate  the  slowdown  that 
has  already  started. 

The  latest  data  show  that  inventories  have  accumulated  rapidly  going 
into  August.  Inventories  are  expensive  to  cany  when  interest  rates  ate 
high.  This  is  good  for  price  indices.  Thus  inventory  reductions  will  lead 
to  a  cutback  in  new  orders.  Little  growth  in  GNP  is  likely  over  the  next 
nine  months  or  so  while  this  is  under  way. 

Slower  business  will  pull  down  interest  rates.  The  reduction  of  money 
cost,  however,  will  spur  business  and  check  but  not  reverse  the 
downturn.  The  result  is  a  standoff.  Interest  rates  will  fall  but  will  not 
drop  precipitously. The  prime  rate,  now  below  20%,  will  continue  to 
slide  and  should  hit  15%  by  year-end.  It  could  even  go  lower. 

In  our  issue  of  Aug.  31  we  reported  that  economic  pressures  were 
forcing  the  once-invincible  Teamsters  union  to  permit  some  renegoti- 
ation in  the  highly  inflationary  master  contract.  This  has  since  been 
confirmed.  Under  pressure  from  slow  business  and  from  growing 
nonunion  competition,  airline  employees  are  accepting  pay  cuts.  This 
will  spread.  Thus  on  the  anti-inflationary  front  the  impossible  is 
happening:  Wages  are  proving  less  sticky  than  everyone  expected. 

For  this  and  for  other  reasons,  improving  productivity  will  become  an 
important  force.  This  time  the  gains  will  be  stronger  than  normal. 
Why?  Because  the  normal  cyclical  trends  will  be  reinforced  by  the 
Reagan  Administration's  decision  to  use  cost  effect i veness  in  deter- 
mining the  value  of  many  environmental,  safety  and  health  measures, 
thus  government  rules  will  be  less  of  a  drag  on  productivity. 

This  renewed  interest  in  cost-benefit  analysis  probably  means  more  to 
the  long-term  health  of  the  economy  and  to  the  slowing  of  inflation 
than  does  the  overblown  issue  about  the  relative  size  of  the  federal 
deficit.  But  you  would  never  know  it  from  reading  newspapers  or 
watching  the  tube. 
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The  Forbes  Index 
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Down— but  maybe  not  out.  Pre- 
liminary figures  indicate  th.u  the 
latest  Forhcs  Index  is  off  hy  0.5%.  If 
this  figure  holds,  it  will  mark  the 
biggest  decline  since  June  1980.  A 
whopping  14.5%  deerease  in  hous- 
ing starts  and  a  minor  drop  in  indus- 
trial production  are  responsible  for 
the  turnaround.  The  decline  was 
moderated  by  slight  gams  in  person- 
al income  and  retail  sales.  But  the 
Index  may  improve  it  other  compo- 
nents show  strong  advances. 

The  FoaBts  Index  is  a  measure  ot  U  S  economic  activity 

composed  ol  right  equally  weighted  elements 

Total  industrial  production 

New  claims  fur  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  levrl  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  n  the  amount  uf  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  ol  U  S  government  data  The  last  14  months'  data 
tor  each  senes  is  presented  at  right 
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How  simple  life  would  be  if  help  were  just  a  push-button  away, 
t  is.  On  some  of  IBM's  newest  computers  and  office  systems. 

It's  called  a  HELP  button  and  it's  just  one  of  the  ways  were  making 
our  machines  easier  to  learn  and  easier  to  use. 

Push  it,  and  our  machine  will  explain  itself,  flashing  easy-to-follow 
messages  on  the  display  screen.  It  will  tell  you  what  other  buttons  on  the 
keyboard  mean,  what  they  do,  and  how  to  use  them.  Instantly. 

It's  like  taking  instruction  manuals  off  the  shelf  and  putting  them 
at  your  fingertip.  To  teach  a  beginner.  Or  refresh  the  memory  of  an 
old  pro. 

Of  course,  some  people  may  never  need  any  help. 

But  it's  nice  to  know  its  just  a  push-button  away.  =  =^= 


The  inspiration  for  this  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active?' 


LTV  Looking  Ahead 


More  access  to  Federal  land? 
McClure  and  Udall  disagree.  You  decide. 


ACCESS- 
NOT  ENOUGH 

James  A.  McClure 
Chairman  of  the  Senate 
linergy  and  Natural  Resources 
Committee 


The  U.S.  faces  large  gaps  between  consumption  of  oil 
&  gas  and  our  ability  to  produce  it.  We  remain 
dependent  on  OPEC — hostage,  if  you  will. 


The  use  of  Federal  lands  for  energy  exploration  and  devel- 
opment must  be  an  important  consideration. 

To  put  it  another  way — a  refusal  to  use  our  vast  Fed- 
eral land  resources  will  prove  to  be  very  costly  to  America. 
Costly  in  worldwide  political  terms,  costly  in  terms  of  our 
ability  to  compete  industrially,  costly  to  each  citizen  at  the 
gasoline  pump. 

The  "Mineral  Crisis?" 

Equally  important  is  the  role  of  the  Federal  lands  in  pro- 
viding the  resource  base  for  exploration  and  development  of 
strategic  minerals.  We  are  racing  headlong  toward  a  miner- 
als crisis  which  will  be  just  as  severe  as  the  energy  crisis. 

Public  lands  management  is  a  management  of  trade-offs — 
conflicting  issues  of  development,  conservation,  environ- 
mental protection.  But,  the  so-called  trade-offs  of  the  past 
are  no  longer  sufficient.  I  believe  that  greater  opportunities 
exist  nationwide  for  intensified  exploration  and  production 
of  oil.gas,  and  strategic  minerals  from  Federal  lands. 

The  Federal  government  controls  about  410  million  acres 
in  the  lower  48  states.  Of  this,  approximately  64  million 
acres  have  been  closed  to  oil  and  gas  leasing.  Some  of  this 
land  has  been  withdrawn  from  development  by  proper  Con- 
gressional action— national  parks,  wilderness  areas,  etc. 
But,  a  vast  amount  of  public  land  is  being  withdrawn  by  ex- 
ecutive or  administrative  actions.  It  is  that  executive  and  ad- 
ministrative action  that  demands  closer  attention. 

Paralysis  by  analysis 

Although  legal  access  to  Federal  lands  in  certain  classifica- 
tions may  be  apparent,  practical  access  is  prevented  by  re- 
quirements for  inventory,  environmental  assessments,  and 
lawsuits  entered  into  by  advocacy  groups.  The  result — delay. 
Not  simply  a  matter  of  months  or  even  years,  but  decades  of 
delay  in  reaching  a  final  land-use  decision.  Interior  Secre- 
tary James  Watt  identified  it  as  "paralysis  by  analysis." 

Let's  consider  one  last  problem,  "economic  access."  If  we 
are  able  to  make  a  legal  decision  on  public  land  use,  often 


the  stipulations  under  which  access  is  permitted  are  not 
economically  justifiable.  To  the  entrepreneur  seeking  to  ex- 
plore for  oil,  or  mine  cobalt,  the  economics  force  him  to 
look  elsewhere,  possibly  overseas.  Again,  America  loses  a 
little  self-dependence. 

I  intend  to  fully  explore  the  subject  of  access  to  Federal 
lands  and  hopefully  to  separate  fact  from  fiction.  Land-use 
processes  must  be  believable  and  understandable.  We  must 
use,  not  abuse  the  public  lands.  But  any  conservation  ethic 
demands  that  we  make  wise  use  of  those  resources  available 
to  us. 


We  must  sort  out  the  inescapable  questions. 
What  kind  of  access?  Where?  By  whom?  For 
what?  Under  what  circumstances? 


Congress,  over  the  past  20  years,  has  made  many  changes  in 
land  management  laws  that  have  been  difficult  to  accept  for 
those  accustomed  to  easy  access. 

Without  these  changes,  we  would  be  facing  a  legacy  of 
shortsighted  public  land  management  that  would  exhaust 
our  resources  now  without  regard  for  the  future. 

Only  by  addressing  the  questions  above  can  we  guarantee 
the  long-term  productivity  of  the  land. 

In  trying  to  correct  imbalances  of  past  land  management 
practices,  some  argue,  the  Federal  government  has  gone 
"too  far."  But  have  we?  Consider  these  facts: 

In  the  11  Western  states,  less  than  13.5  percent  of  the  na- 
tional forests  are  designated  wilderness.  Less  than  16  per- 
cent of  Bureau  of  Land  Management  acreage  is  even  under 
consideration  for  future  wilderness  designation.  Yet  a  na- 
tional crusade — joined,  I  am  sorry  to  say,  by  the  new  In- 
terior Secretary — seeks  to  open  up  wilderness,  ignoring  the 
fact  that  there  are  far  greater  resources  on  the  remaining  80 
to  85  percent  of  the  lands  that  already  are  managed  to  per- 
mit reasonable  development. 

"Environmental  extremism?" 

The  GAO  estimates  that  45  percent  of  all  the  Federal  on- 
shore lands  favorable  for  oil  and  gas  are  under  lease  right 
now.  This  is  a  sizable  31  percent  increase  since  1976.  But,  his- 
torically, more  than  70  percent  of  all  leases  never  see  a  drill 
or  even  a  drilling  plan  before  the  lease  expires,  primarily 


because  leases  are  notorious  for  attracting  speculators.  But 
instead  of  demanding  diligent  development  of  lands  already 
under  lease,  industry  complains  about  an  orgy  of  "en- 
vironmental extremism." 

A  movement  that,  at  the  outside,  will  restrict  less  than  20 
percent  of  all  the  public  lands  from  development  for  the 
sake  of  conservation  is  not,  in  my  opinion,  extreme. 

Nor  do  I  think  it  extreme  that  Congress  now  requires 
strip-mined  land  to  be  reclaimed  and  the  best  and  least  sen- 
sitive energy  lands  to  be  leased  first.  It  is  not  extreme  that 
Congress  now  requires  sensible  planning  systems  to  be 
adhered  to  by  Federal  land  managers  or  the  carrying  capac- 
ity of  the  land  to  be  respected  or  multiple  use  to  mean  not 
simple  economic  exploitation,  but  use  that  leaves  the  land 
useful  for  other  purposes.  It  is  not  extreme  to  require  that 
some  land  just  be  left  alone. 

All  of  these  policies,  and  others,  restrict  "access."  They 
also  guarantee  that  recreationists,  ranchers,  farmers,  wild- 
life biologists,  historians  and  scientists  as  well  as  mining, 
timber  and  oil  companies  will  have  their  share  of  "access" 
to  healthy  land  now  and  for  many  generations  to  come. 


WHAT 

THE  PUBLIC  THINKS 


Reported  by 
Kenneth  Schwartz 
Vice  President,  Opinion  Research 
4  Corporation 


March  1981  poll  indicates  growing  support  for 
wilderness  access.  But  the  public  cautions, 
"Look  before  we  leap." 

"How  do  you  feel  about  changing  the  use  of  wilderness 
areas  so  that  roads  could  be  built  and  the  natural  resources, 
such  as  timber,  gas,  oil,  and  other  minerals,  could  be 
developed,  as  long  as  developers  covered  up  all  signs  of  use 
afterward?"  That  was  one  question. 

Of  the  1,008  people  contacted  by  phone  throughout  the 
United  States  in  March  1981  by  Opinion  Research  Cor- 
poration, the  majority  were  in  favor  of  more  access:  57  per- 
cent vs.  39  percent  with  4  percent  having  no  opinion.  The 
study  was  conducted  for  LTV. 

(The  complete  research  report  is  in  the  current  "Looking 
Ahead"  mailing.  See  Mr.  Thayer's  column  for  information.) 

The  first  question  had  to  do  with  changing  current  use  of 
already  designated  wilderness  areas.  The  next  question  had 
to  do  with  future  wilderness  areas.  "Actions  are  being  con- 
sidered by  the  Federal  government  to  set  aside  more  Federal 
public  lands  as  wilderness  areas  to  be  preserved  and  pro- 
tected. Some  people  believe  that  there  should  be  a  thorough 
study  to  determine  the  amount  of  natural  resources  present 
in  these  additional  lands  before  setting  them  aside. . ." 

Interviewers  then  named  basic  resources  (energy  sources, 
minerals,  etc.)  that  might  be  available  in  these  potential 
wilderness  areas,  and  asked  if  the  respondent  would  favor  or 
oppose  a  study  to  determine  how  much  of  that  particular 
resource  was  present. 

The  idea  of  "putting  the  toe  in  the  water" — so  to  speak 
— to  find  out  if  an  energy  resource  was  available  was  greeted 
with  an  overhelmingly  favorable  response:  83  percent  of  the 
respondents  indicated  they  would  be  in  favor  of  "find- 
ing out." 

When  the  question  was  presented  as  to  whether  or  not  the 
respondent  would  favor  actual  development  once  the  energy 
resource  was  found  to  be  present,  the  favorable  percentage 
dropped  nine  points  to  74  percent. 

The  number  of  people  in  favor  of  developing  minerals 
and  timber  resources  was  57  percent.  A  clear  majority,  but 
not  nearly  as  emphatic  a  majority  as  the  one  inspired  by  the 
energy  question. 

The  overall  percentage  of  people  in  favor  of  development 
has  increased  since  a  similar  ORC  poll  in  1978.  Specifi- 
cally: energy  up  10  percent  to  the  aforementioned  74  per- 


cent; minerals  up  11  percent  to  57  percent;  and  timber  up  5 
percent  to  57  percent. 

Change  in  West 

The  West  recorded  the  only  statistically  significant  change  in 
opinion  relative  to  developing  resources  on  current  wil- 
derness reserves.  Only  41  percent  were  in  favor  of  develop- 
ment in  1978 — now  57  percent  of  the  Westerners  polled  are 
in  favor — providing  developers  cover  up  signs  of  use. 


WHAT 

LTV  BELIEVES 


Speaking  for  LTV, 
I  Paul  Thayer 
li'M^  Chairman  of  the  Board 
\\limlti  and  Chief  Executive  Officer 


Continental  Emsco,  an  LTV  subsidiary,  is  in  energy. 
We  encourage  open  discussion  of  the  access  issue  by 
responsible  leaders — and  hope  for  a  speedy  resolution. 

I  want  to  thank  Senator  McClure  and  Congressman  Udall 
for  participating  in  this  forum.  They  are  two  dedicated 
public  servants  with  the  courage  to  speak  their  con- 
victions."Who  won  this  debate?"  The  answer,  clearly,  is 
you,  the  reader.  You  have  more  information — including  an 
independent  public  opinion  poll — with  which  to  shape  your 
own  opinion. 

The  issue  of  access  is  important  to  us  because  of  our 
involvement  in  the  energy  business.  The  sooner  the  issue  is 
resolved — the  better  we  can  plan  and  manage  our  business. 
The  closer  we  come  to  being  self-sufficient,  the  better  off  we 
are  as  a  nation,  and  less  likely  to  be  at  the  mercy  of  energy 
surplus  nations. 

LTV's  energy  group 

This  is  an  opportune  time  to  report  that  Continental  Emsco 
had  an  exceptional  year.  Sales  in  1980  climbed  well  past  the 
$1  billion  mark,  an  increase  of  52  percent  over  1979. 

The  worldwide  effort  to  expand  hydrocarbon  supplies 
created  strong  demand  for  the  broad  line  of  drilling  ma- 
chinery, production  equipment,  tubular  goods  and  oil- 
field supplies  manufactured  and  distributed  by  Continen- 
tal Emsco.  During  1980  also,  C-E  opened  four  new 
oilfield  supplies  stores,  bringing  the  total  number  to  113  in 
the  U.S.  and  Canada.  Acquisitions  included  the  Skagit  Cor- 
poration in  Washington  state.  Skagit's  product  line  com- 
plements C-E's  existing  line  of  offshore  products.  It  also 
had  underutilized  manufacturing  capacity,  which  C-E  was 
able  to  immediately  begin  using  to  expand  production  of 
drilling  equipment. 

The  outlook  for  the  future  is  excellent.  Recent  acquisi- 
tions such  as  Skagit — plus  an  aggressive  capital  spending 
program — are  solving  the  past  capacity-restraint  problem. 
This  should  solidify  the  LTV  energy  group's  position  as  a 
major  participant  in  the  effort  to  meet  the  nation's  energy 
needs. 

More  information  available 

Last  year,  LTV's  Looking  A  head  communications  program 
presented  experts'  views  of  the  future  of  the  five  industries 
in  which  the  corporation  is  active.  This  year  the  program 
will  deal  with  the  issues  critical  to  those  industries.  If  you 
would  like  to  be  on  our  mailing  list,  please  write  me,  Paul 
Thayer,  LTV  Corporation,  LOOKING  AHEAD  MAIL- 
ING, P.O.  Box  225003-1B,  Dallas,  TX  75265. 
The  LTV  Companies:  Jones  &  Laughlin  Steel,  Continen- 
tal Emsco  Company,  Vought  Corporation,  Kentron  Inter- 
national, and  Ly*kes  Bros.  Steamship  Co.,  Inc. 


LTV 


The  LTV  Corporation 

Box  225003,  Dallas,  TX  75265 


Forbes 


Penn  Central  wants  to  buy  Colt  Industries — a  move  that  has 
many  of  its  largest  shareholders  up  in  arms.  With  its  stock  price 
falling,  the  acquisition  may  be  running  into  trouble. 


Dicker's  dubious  deal 


By  Howard  Rudnitsky 
with  Jay  Gissen 


Richard  Dicker,  the  man 
runs  Penn  Central  Corp., 
the  reputation  of  being  a 
acle  worker.  An  insurance  lawye 
25  years,  he  represented  credi- 
tors of  the  bankrupt  railroad  and 
went  on  to  preside  over  its  re- 
surgence as  a  conglomerate  rich 
with  tax-loss  carryforwards.  It 
was  a  remarkable  job.  Penn 
Central  stock  has  been  a  hot 
number  again.  A  railroad  no 
longer,  debt-burdened  no  longer, 
it  is  firmly  established  in  such 
promising  businesses  as  energy 
and  electronics.  Now,  Dicker  is 
scrambling  to  reshuffle  his  com- 
pany's $3.4  billion  in  assets  to 
increase  the  value  of  those  car- 
ryforwards— and  not  everyone 
appreciates  his  strategy. 

Still  on  the  move,  in  late  [uly 
Penn  Central  made  a  surprise 
offer  of  $1.4  billion  in  cash  and 
stock  for  Colt  Industries,  Inc.,  a 
diversified  industrial  products 
company  that  earned  slightly 
under  $100  million  last  year. 
Since  then  the  terms  of  the  deal 
have  been  revised  twice,  most 
recently  because  of  the  falling 
price  of  Penn  Central  stock.  The 
latest  package  is  worth  over 
$150  million  less.  The  deal  ini- 
tially seemed  perfect  for  Colt 


who 
has 
mir- 
r  for 


shareholders,  who  watched  their 
stock  price  jump  50%  as  a  result.  But 
some  investors  with  big  stakes  in 
Penn  Central  think  Dicker  is  still  pay- 
ing too  much.  At  a  tense  meeting  in 
July,  4  of  Penn  Central's  16  directors 
voted  against  the  deal — though  one 
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Penn  Central's  Richard  Dicker 
Miracle  worker  no  more? 


changed  his  vote  back — and  there  is 
now  a  chance  that  critics  may  go  pub- 
lic and  spark  a  proxy  fight. 

PC  Director  Howard  Terry  was 
chairman  of  the  executive  committee 
at  Marathon  Manufacturing  when 
Penn  Central  acquired  it  in  1979.  He 
now  has  almost  500,000  Penn 
Central  convertible  preferred 
shares — a  potential  800,000 
common  shares — far  more  than 
any  other  direccor.  "The  Colt 
deal  is  a  terrible  one,"  he  claims. 
"Look  at  what  the  stock  market 
is  saying.  Since  it  was  an- 
nounced, the  Dow  is  off  11%. 
But  Penn  Central's  shares  are 
down  23%.  It's  a  shame." 

Institutions  own  about  40% 
of  Penn  Central's  shares,  and  re- 
portedly holders  of  half  that 
stock  have  complained  to  Dick- 
er. Most  of  these  institutions 
want  to  keep  their  criticism  off 
the  record,  but  one  that  doesn't 
is  Chicago's  Kemper  Financial 
Services,  which  is  selling  its 
484,000  shares  because  it 
doesn't  like  the  deal. 

What's  the  problem?  Basical- 
ly, Dicker's  critics  think  he  is 
overpaying  for  Colt.  In  addition 
to  shelling  out  over  $650  million 
in  cash,  Penn  Central  would 
wind  up  with  some  $600  million 
worth  of  convertible  preferred, 
which  threatens  major  dilution 
for  existing  stockholders. 
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Here's  why  one  portfolio  manager 
objects  to  the  deal:  By  1985,  he  figures, 
PC's  earnings  per  share — assuming  it 
pays  no  taxes  because  of  the  carryfor- 
wards— could  come  to  $25  a  share 
without  Colt.  With  Colt,  because  of 
the  dilution,  earnings  could  be  only 
$18 — reason  enough  for  concern.  Why 
then  is  Dicker  so  determined  to  make 
the  deal  on  these  terms?  He  isn't  talk- 
ing to  the  press,  but  there  are  several 
possible  explanations. 

"Dicker  may  have  wanted  to  use  up 
all  his  $600  million  in  carryforwards 
in  one  shot,"  says  another  money 
man.  "Still,  he  has  until  1985  and 
could  have  done  it  entirely  from  exist- 
ing operations.  What  was  the  rush?" 

However,  Dicker  gets  a  lot  of  credit 
for  how  far  Penn  Central  has  come 
since  its  reorganization  and  he  has 
defenders  in  the  Colt  deal.  They  argue 
that  Colt  will  add  to  PC's  earnings  in 
the  long  term  despite  initial  down- 
ward pressure.  "Dicker  may  have 
overpaid  for  Colt  on  an  aftertax  basis, 
but  not  on  a  pretax  basis,"  says  E. 
Wayne  Nordberg  of  Prescott,  Ball  & 
Turben,  who  is  recommending  Penn 
Central  tohis  clients.  Here's  howNord- 
berg  figures:  On  an  aftertax  basis,  Penn 
Central  paid  1 0  times  earnings  for  Colt; 
but  since  PC  will  pay  no  taxes  for  a 
number  of  years,  the  real  price  was 
closer  to  6  times  earnings.  Another 
benefit,  he  points  out,  is  the  fact  that 
Dicker,  67,  also  took  on  a  potential 
successor:  Colt's  able  president,  David 
Margolis,  5 1 .  That's  a  real  plus  because 
the  present  Penn  Central  could  use 
additional  management  depth. 

Preservation  could  also  be  a  motive 
behind  the  Colt  move.  Wheeler-dealer 
Carl  Lindner  of  American  Financial 
Corp.  owns  over  8'/2%  of  PC's 
stock — more  than  anyone  else.  By 
buying  Colt  and  issuing  more  shares, 
Dicker  reduces  Lindner's  influence. 

To  pay  for  Colt,  however,  Penn 
Central  will  most  likely  have  to  raise 
some  $500  million  of  that  needed 
cash,  due  mainly  to  last  spring's  hefty 
$700  million  cash  purchase  of  GK 
Technologies.  The  company  is  al- 
ready talking  with  Columbia  Pictures 
to  sell  its  Six  Flags  Amusement  Park 
for  an  estimated  $125  million.  Also  on 
the  block  are  Arvida  Corp.  and  Great 
Southwest  Corp.,  both  real  estate  sub- 
sidiaries, and  an  oil  refinery.  "With- 
out those  operations,  PC  will  be  better 
off,"  says  Don  F.  Sinsabaugh  of  Bache 
Halsey.  "They  will  be  giving  up  oper- 
ations that  investors  can't  really  value 
in  exchange  for  Colt." 

Some  irate  stockholders  aren't  so 
sure,  "if  management  wanted  to  dis- 
pose of  those  operations,  fine,"  says 
one  institutional  investor.  "But  why 


do  that  just  to  pay  for  Colt?  They 
could  be  buying  back  15%  to  20%  of 
their  own  stock  with  the  money. 
After  all,  it  sells  for  about  4  times 
earnings,  and  for  nearly  $20  below 
mid- 1981  book  value." 

So  far  all  these  arguments  have  fallen 
on  deaf  ears.  Dicker  still  appears  deter- 
mined to  buy  Colt,  even  at  the  risk  of 
offering  over  50%  in  cash — which 
could  cause  a  delay  in  IRS  approval  of 
the  merger's  tax-free  status.  That  could 
nix  the  whole  deal.  Some  critics  may 
even  petition  to  get  their  dissenting 
position  voiced  in  the  proxy.  If  a  protest 


vote  does  come,  Dicker  is  sure  to  have 
some  key  support.  Many  former  rail- 
road bondholders,  like  Equitable  Life 
Assurance  Society — his  former  em- 
ployer— now  hold  Penn  Central  shares, 
and  their  support  for  him  is  virtually 
total.  Dicker 's  handling  of  the  reorgani- 
zation saved  them  many  millions. 

It  is  more  likely  that  disgruntled 
investors  will  simply  sell  their 
stock — perhaps  to  the  acquisitive 
Lindner  or  to  some  other  aggressive 
takeover  artist.  Thus  further  weak- 
ness in  Penn  Central  stock  could  spell 
real  trouble  for  Dicker's  regime.  ■ 


By  Jeff  Blyskal 


Liquidation  looked  like  the  end  of  the  line 
for  the  Rock  Island  railroad.  In  fact,  it  may 
be  just  the  beginning. 


Will  the  Rock 
rise  again? 


The  railroad's,  that  is.  But  maybe 
not  the  company's.  Bankruptcy  trust- 
ee William  Gibbons  is  seriously  con- 
sidering a  plan  to  take  the  $530  mil- 
lion that  could  be  left  over  from  liqui- 
dation and  pay  off  creditors  and 
shareholders  with  stock  of  a  new, 
nonrailroad  Rock  Island  that  would 
enjoy  $200  million  in  valuable  tax  loss 
carryforwards,  making  it  a  choice 
merger  prospect.  Although  Gibbons 
admits  to  no  more  than  the  "possibil- 
ity" of  such  restructuring,  Nicholas 
Manos,  counsel  to  the  trustee,  is  more 
forthcoming.  "There  is  a  likelihood 
the  Rock  Island  could  be  structured 
into  a  mini  Penn  Central,"  he  says. 

Gibbons  has  already  brought  in 
Shearson  American  Express  to  help 
him  study  the  possibilities.  These 
were  already  very  clear  to  Los  Angeles 
investor  David  Murdock,  who  helped 
engineer  the  $800  million  Occidental 
Petroleum  takeover  of  Iowa  Beef  Pro- 
cessors. Since  bankruptcy  proceed- 
ings began  at  the  Rock  Island,  he  has 
boosted  his  294,000-share  stake,  so- 
lidifying his  position  as  largest  share- 
holder, with  about  11%  of  the  equity. 

Still,  there  are  some  important  dif- 
ferences between  the  Rock  Island  and 


EVERYONE  KNOWS  ABOUT  the 
"new"  Penn  Central.  It's  no 
longer  a  bankrupt  railroad  but 
an  acquisition-minded  holding  com- 
pany with  total  assets  of  $3.4  billion. 
Shareholders  who  bought  in  as  recent- 
ly as  16  months  ago  have  nearly  tri- 
pled their  money.  Then  there's  Chica- 
go Milwaukee  Corp.,  another  carrier 
in  reorganization.  Its  shares  have 
zipped  from  a  low  of  3  in  1977  to  a 
recent  price  near  50.  They  hit  78  earli- 
er this  year  before  some  snags  in  its 
liquidation  plan.  Now  the  Chicago, 
Rock  Island  &.  Pacific  may  offer  simi- 
lar high-risk  opportunities. 

The  loss-plagued  Rock  Island  filed 
for  bankruptcy  in  1975.  As  soon  as 
that  happened,  Chicago  industrialist 
Henry  Crown,  whose  family  owns 
$20  million  worth  of  the  railroad's 
securities,  tried  to  bring  about  a  liqui- 
dation of  the  134-year-old  midwest- 
ern  line — arguing  tbat  it  was  worth  far 
more  dead  than  alive.  Finally,  a  year 
and  a  half  ago,  Crown  got  his  wish, 
and  fudge  Frank  McGarr  rang  down 
what  seemed  to  be  the  Rock  Island's 
final  curtain. 
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the  Penn  Central.  When  the  real  Penn 
Central  was  reborn,  it  already  owned 
a  good  collection  of  nonrailroad  busi- 
nesses on  which  to  build.  The  Rock 
Island  is  virtually  all  railroad.  Beyond 
that,  the  Rock  has  messy,  potentially 
costly  litigation  involving  liabilities 
to  former  employees.  With  the  cre- 
ation of  Conrail,  the  federal  govern- 
ment assumed  those  obligations  for 
Penn  Central. 

For  the  moment,  the  asset  side  of 
the  Rock  Island  balance  sheet  looks 
like  this:  $117  million  in  cash  collect- 
ing interest  in  the  bank;  some  6,000 
miles  of  right-of-way,  half  of  which 
may  be  bought  by  other  lines  while 
the  remainder  should  bring  $150  mil- 
lion as  scrap  rail;  6,800  freight  cars  to 
be  sold  in  the  present  glutted  market; 
several  million  dollars  in  nonrailroad 
real  estate;  and  maybe  $1.2  million  of 
pipeline  and  wireline  easements.  Be- 
yond that,  there  is  a  nice  piece  of 
income — $1.3  million  a  month  in 
right-of-way  rentals  to  25  railroads. 
The  1980  reorganization  plan  values 
this  package  at  $530  million. 

The  same  plan  estimates  liabili- 
ties— including  more  than  $100  mil- 
lion in  bonds  and  accrued  interest — at 


almost  $390  million.  Assuming  the 
liquidation  brings  in  something  close 
to  what  is  expected,  that  leaves  about 
$140  million,  or  $48  per  share,  for  the 
common  stockholders  whose  shares 
were  almost  worthless  only  a  few 
years  back.  But  this  may  be  just  the 
beginning.  All  those  years  of  red-ball- 
ing in  the  red  have  left  the  Rock  Is- 
land with  that  valuable  $200  million 
in  tax  credits  and  loss  carryforwards — 
made  all  the  more  useful  by  a  new  tax 
law  that  extends  their  life  from  7 
years  to  15.  When  coupled  with  a  prof- 
itable business,  these  credits  could 
have  a  value  of,  say,  40  cents  on  the 
dollar.  That  makes  the  Rock  Island's 
per-share  asset  value  more  like  $76. 

What's  more,  nearly  everyone 
seems  to  appreciate  the  potential  of 
these  tax  benefits.  "They  are  assets  I 
would  certainly  like  to  see  preserved 
and  utilized,"  says  Judge  McGarr.  At 
the  moment,  however,  there  are  two 
legal  hitches:  One  is  a  $75  million  suit 
pending  against  the  Rock  Island  in  the 
U.S.  Supreme  Court;  the  railroad  won 
a  similar  suit,  involving  up  to  $250 
million,  but  it,  too,  is  now  on  appeal. 
Both  disputes  deal  with  labor  protec- 
tion for  the  line's  former  employees. 


"Until  that  litigation  is  disposed  of," 
says  Manos,  "we  won't  really  know 
what  our  liabilities  are." 

A  nonrailroad  reorganization  plan, 
however,  may  be  in  the  cards  even  if 
these  lawsuits  go  against  the  rail- 
roads. Manos  points  out  that  creating 
a  mini  Penn  Central  becomes  more 
appealing  if  conventional  liquidation 
seems  likely  to  yield  less  money  for 
the  creditors. 

Rock  Island  shares  trade  erratically 
over-the-counter,  and  the  market  has 
already  anticipated  some  reorganiza- 
tion potential.  The  railroad's  stock, 
which  sold  as  low  as  1%  in  1979,  now 
sells  at  about  11.  Randall  Smith  of 
Bear,  Stearns,  a  marketmaker,  thinks 
the  2.9  million  shares  outstanding 
could  eventually  be  worth  as  much  as 
$100  each.  "But  by  the  same  token," 
he  warns,  "they  could  be  worth  noth- 
ing if  the  assets  liquidate  for  less  than 
the  total  value  of  the  liabilities."  On 
the  less  speculative  side,  Smith  sees 
two  series  of  Rock  Island's  $1,000  par 
value  senior  bonds,  currently  trading 
at  $700,  as  offering  relatively  less 
downside  risk.  There  is,  however,  a 
potential  delay  in  payment. 

Penn  Central  bondholders,  in  fact, 


Rock  Island  rolling  stock  ready  to  be  sold  iri  an  Illinois  rail  yard 

Can  turning  these  assets  into  cash  create  another  Penn  Central?  David  Murdoch  bets  yes;  Henry  Crown  isnt  sure. 
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fared  far  better  than  stockholders.  For 
taking  less  cash  than  they  were  due, 
creditors  got  a  substantial  equity- 
stake  in  the  new  company.  An  inves- 
tor who  bought  a  bond  at  its  low,  for 
example,  today  has  cash  and  securi- 
ties worth  roughly  6  times  the  pur- 
chase price — better  than  twice  the 
gain  posted  by  Penn  Central  shares. 
Will  the  Rock  Island  become  Penn 


Central  II?  "It  depends  on  two  very 
big  factors,"  says  Mantis,  "the  state  of 
the.  economy  and  our  ability  to 
achieve  some  pretty  good  numbers  on 
a  liquidation." 

The  Rock  Island's  future  also  de- 
pends on  85-year-old  Henry  Crown. 
As  the  line's  major  creditors,  he  and 
his  family  will  play  a  key  role  in  any 
reorganization.  "If  something  like  a 


second  Penn  Central  were  legal  and 
fair,  we  might  be  interested,"  says 
Crown.  "We  could  be  better  otl  with  a 
percentage  on  everything  instead  of 
100%  on  the  bonds." 

David  Murdock,  who  is  no  fool,  is 
betting  quite  a  few  million  dollars  that 
Crown  will  go  along  and  that  the 
Rock  Island  will  be  reborn,  not  as  a 
railroad  but  as  a  conglomerate.  ■ 


Bob  Mullane  knows  that  current  good 
earnings  hide  the  real  challenge  facing  his 
Bally  Manufacturing  Corp. 

Luck  has  nothing 
to  do  with  it 


By  Maurice  Barnfather 

If  you  want  to  see  what  happens 
to  a  company  that  misses  a  turn  in 
technology,  don't  go  to  Califor- 
nia's Silicon  Valley  or  to  Boston's 
Route  128.  Visit  the  outwardly  seedy 
headquarters  of  Bally  Manufacturing 


Corp.  along  Chicago's  West  Belmont 
Avenue.  Talk  to  Chairman  Robert 
Mullane,  a  man  who  knows  he  has  a 
problem  even  though  the  figures  don't 
show  it  yet. 

Bally's  revenues,  tip  33%  in  the  first 
six  months,  should  approach  $1  bil- 
lion this  year,  compared  with  $690 


million  last  year.  Its  net  could  hit 
$75.6  million,  $2.80  a  share,  a  hetty 
39%  improvement  on  1980  results 
that  were  records  tor  the  gaming  cum 
amusement-equipment  supplier  and 
casmo  operator. 

Bally's  problem  is  that  earnings  are 
gushing  mainly  because  of  the  success 
of  Space  Invaders  and  Pac-Man,  two 
electronic  games  that  Bally  assembles 
and  distributes  under  license  from 
Namco  of  Japan.  The  threat  is  that 
Namco  may  soon  join  other  Japanese 
game  designers  and  manufacture  in 
the  U.S. 

Mullane,  49,  a  Harvard  Business 
School  M.B.A.  who  worked  in  securi- 
ties and  the  vending-machine  busi- 
ness before  joining  Bally  ten  years 
ago,  recognizes  the  threat.  A  game 
supplier  needs  a  constant  stream  of 
new  ideas,  because  a  single  game  has  a 
life  span  of  only  two  years  and  a  peak 
profit  period  of  a  few  months.  But 
Bally  lacks  m-house  design;  it  distrib- 
utes Japanese  ideas.  So  Bally  belatedly 
is  going  to  try  to  design  more  of  its 
own  video  games.  "We're  hiring  any 
game  designer  who  looks  good  to  us," 
says  Mullane,  lighting  his  fifth  ciga- 
rette in  as  many  minutes.  "They  have 
to  be  kind  of  gung  ho.  The  way  we  kill 
this  business  is  by  not  finding  the 
customer  something  new  and  enter- 
taining." There  is  a  bonus,  too,  if  he 
can  tree  Bally  from  its  dependence  on 
Japan — the  company  will  get  to  keep 
the  7%  of  sales  that  it  must  now  pay 
to  Namco. 

The  irony  is  that  Bally  was  domi- 
nant in  the  previous,  electromechani- 
cal generation  of  amusement  arcade 
games,  the  pinball  machines.  It  is  also 
the  leading  maker  of  slot  machines  for 
casinos.  But  it  never  made  the  switch 
quickly  enough  to  the  new  video 
games,  where  sales  had  blossomed 
tenfold  over  five  years,  while  pinball 
sales  dropped  by  two-thirds.  Bally  pre- 
ferred to  attempt  to  build  on  the  base 
of  its  gambling  equipment  business 
and  move  into  casinos.  It  splurged 
$300  million  on  building  its  Park 
Place  casino-hotel  in  Atlantic  City. 
Like  many  other  companies,  Bally 
looked  for  the  lucrative  gambling 
earnings  that  were  supposed  to  flow 


Testing  Pac-Man  at  Bally's  Chicago  plant 
New  from  Japan— son  of  pinball. 
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Introducing  AAirpass  from  American  Airlines: 
guaranteed  protection  against 
air  fare  increases  for  up  to  a  lifetime. 


iroughout  our  history,  we've 
k  (ed  hard  to  serve  the  needs  of 
i  jent  fliers — with  pioneering  in- 
ritions,  quality  service,  and  a 
r^ing  route  structure  that  in- 
res  most  of  the  major  business 
r  recreation  centers  in  the 
led  States. 

\  ow,  American  Airlines  offers  fre- 
t  it  fliers  a  revolutionary  new 
p  that  lets  you  fly  years  from  now 
i  rate  that's  likely  to  be  less  than 
f  are  paying  today. 

(irpass  guarantees 
fixed  rate  for  future 
i  travel. 

!rom  the  very  first  time  you  use 
tpass,  your  cost  per  mile  for  air 
iiel  on  American  Airlines  will  be 
iter  than  the  current  Coach  fare 
unost  routes.  What's  more,  it 
ji't  go  any  higher  for  the  length  of 
I  contract  with  American — even 
ihe  rest  of  your  life,  if  you  choose 
|o  matter  how  much  air  fares 
{ease. 

or  example,  if  you  fly  regularly 
i/veen  Dallas/Fort  Worth  and  Los 
(jeles,  you  currently  pay  approx- 
I  tely  20c  per  mile  for  Coach 
lei.  With  a  5-Year  AAirpass,  you 
I'  only  15.9c  per  mile.  And  if  you 
Ike  10  round  trips  per  year,  you 

e  $1 ,013  in  air  fares  the  first  year  alone.  AAirpass  can  also  be 
d  for  First  Class  travel  at  similar  savings. 

urpass  lets  you  plan  your  future  travel 
penses  with  confidence. 

lot  only  do  you  benefit  from  the  savings  offered  by  a  low  cost 
mile  but  you  also  know  exactly  how 

ch  to  budget  for  air  travel  expenses  in   

future — without  having  to  make  esti-  I 
tes  about  how  much  air  fares  are 
ng  to  increase. 

Aore  importantly,  AAirpass  provides  a 
Jge  against  future  air  transportation  in 
ion — the  higher  the  rate  of  inflation, 
more  you  save  by  purchasing 
irpass  now. 


iw  A*Airpass  works  for  you 
d  your  company. 

VAirpass  is  designee/ to  meet  your 
ids  if  you  regularly  fly  25,000  miles  or 
re  a  year  (or  about  one  round  trip  per 
nth)  to  cities  that  American  Airlines 
ves.  You  make  a  one-time  payment  at 
start  of  the  program  for  an  amount 


that  depends  on  the  length  of  the 
term  you  select— 5, 10  or  15  years, 
or  even  a  lifetime. 

For  instance,  if  you  travel  on  busi- 
ness between  Dallas/Fort  Worth 
and  Los  Angeles  as  in  the  previous 
example — and  you  expect  annual 
air  transportation  inflation  to  be  12% 
over  the  next  5  years  (well  below 
the  actual  rate  of  the  past  3  years) 
— then  you  would  have  to  earn 
22.9%  on  your  money  to  do  as  well 
as  a  5-Year  AAirpass.  And  if  infla- 
tion were  to  be  higher  than  12%  per 
year,  you  would  have  to  earn  even 
more.  We  can  show  you  similarly 
attractive  returns  on  other  AAirpass 
plans — for  both  corporate  and  indi- 
vidual purchasers. 

Expect  only  the  best  with 
the  new  A'Airpass  from 
American  Airlines. 

For  frequent  fliers,  AAirpass 
simplifies  and  organizes  your  air 
travel,  controls  your  expenses, 
offers  you  a  hedge  against  inflation, 
puts  your  money  to  work,  and  lets 
you  travel  with  all  the  comforts  and 
conveniences  you  enjoy  today, 
plus  more. 

Complete  programs,  pricing  information 
and  accompanying  services  and  privileges 
are  detailed  on  the  reverse  side. 


Call  Toil-Free  800-433-6400  (in  the 

continental  U.S.A.)  In  Texas,  call  800-772-7900 
or  return  this  postage-paid  card  to  receive  a 
complete  information  package. 

This  is  a  limited  offer  available  only  until  March  31,  1982. 
AAirpass  is  subject  to  CAB  approval. 

Yes,  I  am  interested  in  learning  more  about  what  AAirpassSM  can  do  for  me  and/or 
my  company.  Please  send  me  information  on  the  following  programs: 

□  5, 10  or  15-Year  Term  AAirpass  □  Regular  Lifetime  AAirpass 

□  Leisure  Lifetime  AAirpass  □  Unlimited  Mileage  Lifetime  AAirpass 

□  Leisure  5-Year  Term  AAirpass 


Name 


Title 


Corporation 


Address 


City  State  Zip 

□  Please  have  an  AAirpass  representative  call  me  at  one  of  these  numbers: 


HOME, 


_OFFICE_ 


□  Please  do  not  telephone  me. 


F01 


AmericanAirlines 


Whether  you  fly  for  business,  professional 
or  pleasure  reasons,  there's  an  AvAirpass  plan 
to  meet  your  travel  needs. 


5, 10 or  15-Year  Term  Plans 

Each  plan  provides  25,000  Coach  miles  of  air  travel  per  year 
and  allows  businesses  to  reassign  the  card  to  another  em- 

Ployee  once  per  anniversary  year.  Travel  can  be  upgraded  to 
irst  Class  at  1.25  times  the  applicable  itinerary  mileage. 
Cost:  5-Year  AAirpass— $19,900*;  10-Year  AAirpass— 
$39,500;  15-Year  AAirpass— $58,900. 

Lifetime  Programs 

Choose  from  a  Regular  Lifetime  AAirpass  that  provides 
25,000  Coach  miles  of  air  travel  annually  for  a  lifetime  to 
anyone  age  52  and  over  (it  can  also  be  used  by  any  compan- 
ion at  age  62) — OR — the  deluxe  Unlimited  Mileage  Lifetime 
AAirpass  that  provides  unlimited  mileage  in  any  class  of  ser- 
vice for  the  rest  of  your  life  (available  at  any  age).  Both  plans 
make  excellent  employee  benefits  since  they  can  be  used 
initially  for  business  and  later  in  retirement.  Cost:  Regular 
Lifetime  AAirpass— $66,000;  Unlimited  Mileage  Lifetime 
AAirpass— $250,000. 

Leisure  Programs 

Choose  from  a  Leisure  Lifetime  AAirpass  or  a  Leisure  5-Year 
Term  AAirpass.  Each  provides  12,500  Coach  miles  of  air 
travel  per  year.  The  Leisure  Lifetime  plan  can  be  used  begin- 
ning at  age  62;  the  Leisure  5-Year  Term  plan  can  be  used 
beginning  at  age  65.  Either  plan  can  be  pre-purchased  as 
long  as  the  individual  using  the  AAirpass  reaches  beginning 
use  age  no  later  than  December  31 , 1982.  A  great  gift  idea! 
Cost:  Leisure  Lifetime  AAirpass — $15,500;  Leisure  5-Year 
Term  AAirpass— $8,000. 

Whichever  plan  you  choose,  additional  mileage  blocks 
in  5,000-mile  increments  may  be  purchased. 

'All  prices  subject  to  change  without  notice.  5%  federal  excise 
tax  Included. 

American  Airlines  reserves  the  right  to  limit  the  availability  of  any 
of  the  AAirpass  plans. 


AAirpass  carries  with  it  special 
privileges  and  services. 

AAirpass  identifies  you  as  a  privileged  traveler  and  qualifies 
you  for  many  services  designed  to  make  traveling  on 
American  Airlines  enjoyable  as  well  as  financially  attractive. 

•  Membership  in  the  Admirals  Club  for  the  term  of 
the  AAirpass 

•  First  Class  Check-In,  regardless  of  class  of  travel 

•  Exclusive  toll-free  reservations  hotline 

•  Exclusive  toll-free  service/information  hotline 

•  Free  in-flight  cocktails  and  headsets  for  Coach  travelers 

•  Complimentary  luggage  ID  tags 

•  Monthly  statement  showing  your  mileage  status 

•  Write-your-own-ticket  capability 

•  All  AAdvantageSM  program  benefits,  where  you  earn 
free  or  reduced  air  fares  for  mileage  accumulated  on 
American  Airlines 

To  find  out  how  much  you  and  your  company 
can  save  with  AAirpass,  call  Toll-Free 

800-433-6400 

(in  the  continental  U.S.A.) 
In  Texas  call  800-772-7900. 

American  Airlines  and  its  Travel  Agents  are  ready  to  handle 
your  AAirpass  travel  needs  starting  November  1 , 1981 . 


St 
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AAirpass 


BUSINESS  REPLY  CARD 

FIRST  CLASS    PERMIT  NO.  1975    DALLAS,  TEXAS 


POSTAGE  WILL  BE  PAID  BY  ADDRESSEE: 

American  Airlines 

AAirpass  Department 
P.O.  Box  61140 

Dallas/Fort  Worth  Airport,  Texas  75261 
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Bally's  Chairman  Robert  Mullane  with  yesterday's  machines  and  today's 

Because  the  company  stayed  too  long  with  pinball  and  didnt  get  quickly  into  electronic  games,  he  is  hiring 
gung-ho  designers  in  a  catch-up  attempt  to  find  the  customer  "something  new  and  entertaining." 


from  that  once-forlorn  resort.  Flowing 
they  are  not. 

"We  have  probably  overspent  there 
by  $75  million,"  says  Mullane  of  Park 
Place.  "I  hope  by  1985-86  it  will  look 
like  a  good  investment."  Bally's  profit 
for  the  first  six  months  of  this  year 
was  a  meager  SI  million  at  Park  Place 
and  the  only  consolation  for  the  6- 
foot-4  Mullane  is  that  his  casino's 
grosses  haven't  declined  precipitous- 
ly, even  though  five  new  casinos  have 
opened  in  Atlantic  City  in  the  last 
year.  But  Mullane  doesn't  kid  himself. 
"Trouble  is,"  he  says,  taking  a  long 
drag  on  his  cigarette,  "we  don't  know 
how  elastic  the  market  is."  In  short, 
are  today's  thin  crowds  as  good  as 
they  will  ever  be? 

To  be  fair,  Bally  and  Mullane  had 
problems  other  than  electronic  games 
on  their  hands  these  last  few  years. 
Mullane  was  running  the  company's 
European  operations  in  1978  when  he 
returned  to  Chicago.  In  1979  he  was 
asked  by  the  board  of  directors  to  re- 
place Chairman  William  T.  O'Don- 
nell,  whose  alleged  links  to  organized 
crime  forced  him  to  step  down  so 


Bally  could  secure  the  license  for  Park 
Place.  Mullane  himself  was  called 
"clean  as  a  whistle"  by  the  Chicago 
Crime  Commission. 

That  was  yesterday  for  Bally  and 
Mullane;  now  to  give  his  company  a 
future  he  is  mounting  a  two-front 
fight.  First  Bally  is  entering  the  lucra- 
tive $350  million  home  video-games 
market — currently  dominated  by 
Warner  Communications'  Atari, 
which  happens  to  sell  both  Space  In- 
vaders and  Pac-Man  for  home-screen 
play.  Bally  will  initially  make  home 
video  cassettes  of  both  its  own  and 
Japanese  games. 

Bally  was  in  the  home  market  be- 
fore, in  1978-79.  "We  did  not  do  a 
very  good  job,"  says  Mullane.  "The 
product  was  superior,  but  it  did  not 
work.  Returns  were  as  high  as  40%." 
Also,  "We  did  not  know  how  to  sell  a 
consumer  product.  This  time  we  will 
tap  somebody  else's  distribution  sys- 
tem, perhaps  a  toy  company,"  he  says 
without  elaboration  as  to  a  possible 
acquisition. 

For  his  other  campaign,  Bally's  own 
commercial    distribution    system — 


hailing  to  its  pinball  days — is  one  of 
its  strengths.  Mullane  hopes  to  build 
on  it  by  opening  a  chain  of  game-filled 
pizza  parlors  named  Tom  Foolery.  He 
has  pegged  William  T.  O'Donnell  Jr., 
32,  as  head  of  that  division — the  son 
of  the  former  chairman  who  remains 
Bally's  largest  shareholder  through  a 
blind  trust.  "Sure  I  thought  about  his 
appointment,"  says  Mullane.  "But 
you  know,  the  heck  with  it,  he's  not 
his  father." 

So  Mullane  has  his  work  cut  out, 
despite  the  currently  rosy  earnings. 
But  those  earnings  are  giving  Bally 
financial  strength  it  used  not  to  have. 
Mullane  has  been  able  to  get  debt 
down  from  47%  of  capital  in  1979  to 
25%.  "If  I  wanted  to  go  to  the  banks 
today  and  get  a  check  for  a  $100  mil- 
lion acquisition,  there  would  be  no 
problem,"  says  Mullane,  shaking  the 
by-now  empty  pack  of  Benson  & 
Hedges  menthols.  Mullane  shrugs,  re- 
laxes. "Bill  O'Donnell  used  to  say  it's 
better  to  be  lucky  than  good,"  he  says 
light-heartedly.  But  the  Japanese  don't 
say  that,  and  Bob  Mullane  had  better 
not  either.  ■ 
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The  bankruptcy  of  a  Los  Angeles  real  estate  developer  is  teaching 
Seventh  Day  Adventists  an  expensive — $20  million — lesson  about 
mortgages  and  collateral,  and  about  deals  that  look  <(too  good. " 


Bad  faith? 


By  Beth  Brophy 


The  Seventh  Day  Adventist 
Church  is  worth  $4  billion  in- 
cluding Church  property, 
health-food  factories  and  hospitals. 
The  net  assets?  "I  don't  know  and  I 
wouldn't  like  to  guess,"  says  Lance 
Butler,  General  Conference  treasurer 
and  chief  financial  officer  of  the 
Church.  "We  never  thought  it  was 
important  to  find  out.  We  are  not  a 
business,  we  are  a  church." 

A  more  worldly  attitude  might  have 
spared  the  Church  the  potential  loss 
of  millions  of  dollars,  and  the  possible 
embarrassment  of  scandal,  resulting 
from  the  bankruptcy  of  prominent 
Adventist  surgeon  cum  real  estate  de- 
veloper, Dr.  Donald  Davenport  of  Los 
Angeles.  Davenport  filed  for  bank- 
ruptcy in  July,  and  last  month  pleaded 
the  Fifth  Amendment  when  the  bank- 
ruptcy court  asked  the  whereabouts  of 
money  he  had  received  in  loans  and 
investments.  Among  his  long  list  of 
creditors:  17  regional  trust  funds  and 
other  entities  of  the  Adventist 
Church  plus  more  than  150  fellow  Ad- 
ventists, including  clergymen. 

The  extent  of  Davenport's  debts — 
lawyers  estimate  they  may  run  to 
more  than  $40  million — is  still  un- 
known. The  Church  trust  funds  are 
owed  $17  million  plus  $3  million  in 
accrued  interest.  In  addition,  millions 
of  dollars  were  invested  with  Daven- 
port by  individual  Adventists,  who 
now  charge  that  they  did  so  on  the 
advice  of  clergymen  receiving  extra 
high  interest  rates  on  their  personal 
investments  with  Davenport.  Some 
individual  investors  have  hired  law- 
yers and  are  talking  about  suing  the 
General  Conference — the  Adventists' 
top  hierarchy — on  the  grounds  that 
individual  members  invested  with 


Davenport  on  the  clergy's  advice. 

To  investigate  the  matter  and  to 
defend  itself,  the  General  Conference 
has  engaged  the  law  firm  of  Gibson, 
Dunn  &  Crutcher — Attorney  General 
William  French  Smith's  old  firm — the 
accountants  Ernst  &.  Whinney  and 
the  public  relations  firm  of  Hill  & 
Knowlton.  "We  feel  victimized  by  cir- 
cumstances," laments  fames  Chase, 
General  Conference  spokesman.  "We 
have  a  problem.  It  is  temporary  in 
nature,  and  it  is  neither  a  trifle  nor  a 
tragedy." 

Davenport  wouldn't  talk  to  Forbes, 
on  the  advice  of  his  counsel,  Robert 
Shutan  of  Sidley  &  Austin,  who  also 
advised  the  doctor  to  remain  silent  on 
the  grounds  of  possible  self-incrimina- 


tion before  the  voluntary  bankruptcy 
proceeding.  The  SEC  is  investigating 
Davenport's  business  dealings,  Shu- 
tan confirmed. 

Those  business  dealings  date  to 
1965,  when  Davenport  gave  up  his 
medical  practice  to  build  and  lease 
post  offices,  telephone  company  of- 
fices and  banks,  which  are  considered 
good  investments  because  of  the  long- 
term  rental  contracts  available  from 
reliable  tenants.  In  the  normal  course 
of  his  business,  Davenport  would  sell 
the  building  and  lease  together  to  an 
investor  desiring  rental  income  cou- 
pled with  tax-deductible  depreciation 
on  the  building. 

Davenport  obtained  capital  to  build 
his  projects  by  borrowing  from  his 


Adventist  Treasurer  lance  Butler  of  World  Headquarters  Church  in  Mary  land 
Spreading  the  gospel  is  our  business,  not  real  estate. 
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The  General  Conference  con- 
tends that  the  Church  is  lia- 
ble only  for  money  invested 
by  trust  funds.  Individual 
Church  members  are  another 
story.  "Merrill  Lynch  doesn't 
assume  liability  when  it  ad- 
vises clients  "  says  Church 
lawyer  Nixon. 

Advcntist  brethren,  among,  others,  at 
high  inteiest  rates  (as  high  as  15%  in 
the  late  1960s,  for  example,  when 
bank  savings  accounts  were  paying 
only  4.5%).  So  successful  was  Daven- 
port in  the  beginning  that  he  created  a 
stir  in  national  financial  circles.  The 
Wull  Street  Journal  called  him  a  "post 
office  king"  in  a  1968  feature  article. 

None  of  the  Adventists  had  equity 
investments  in  Davenport's  proper- 
ties. The  Church  trust  funds  held 
mortgages,  while  individuals  usually 
had  uneollateralized  loans.  After  the 
bankruptcy  filing,  Church  officials  say 
they  discovered  that  the  so-called  first 
mortgages  were  second,  third  or 
fourth  mortgages — some  on  proper- 
ties Davenport  didn't  own — that 
deeds  were  not  properly  recorded  and 
that  Davenport  mortgaged  properties 
far  beyond  their  worth.  Adventist  at- 
torney Robert  Nixon  says:  "The  re- 
gional conferences  were  supposed  to 
have  first  deeds  of  trust  on  all  the 
properties  they  loaned  money  to  Dav- 
enport for.  They  really  weren't  first 
mortgages,  but  the  documents  looked 
very  legal  with  little  stamps  all  over 
them." 

Individual  Church  members — their 
lawyers  say — lent  Davenport  money 
without  collateral  because  Davenport 
was  well  known  within  the  Adventist 
community  as  a  successful  business- 
man and  was  sanctioned  by  Church 
officials.  But,  they  concede,  the  inves- 
tors also  lent  because  they  believed 
that  long-term  leases  on  the  proper- 
ties protected  them  and  because  they 
were  getting  very  high  interest  rates. 

Members  of  the  118-year-old  Sev- 
enth Day  Adventist  Church — so- 
called  because  Sabbath  is  observed  on 
Saturday  and  the  central  belief  is  in 
Christ's  imminent  second  coming — 
tithe  10%  to  20%  of  their  incomes. 
Adventists  abstain  from  coffee,  tea, 
alcohol  and  tobacco,  don't  wear  jewel- 
ry and  encourage  vegetarianism.  The 
Adventist  Kellogg  brothers  invented 
the  cornflake  in  the  quest  for  good- 
tasting  natural  food  grains. 

The  Church —  4  million  members 
worldwide — collected  $392  million  in 
tithes  and  offerings  last  year.  Its  busi- 
ness enterprises  include  health-food 


factories,  book  publishing  and  health- 
care facilities.  Regional  Church  enti- 
ties operate  trust  funds  in  which 
members  invest  their  savings  and  re- 
ceive a  lifetime  annuity.  Upon  death 
the  money  reverts  to  the  Church. 
Money  from  such  trust  funds  helped 
finance  Davenport's  projects. 

Davenport  apparently  began  to 
have  trouble  meeting  his  obligations 
several  years  ago.  Adventist  law  pro- 
fessor lerry  Wiley,  dean  of  the  Univer- 
sity of  Southern  California's  law  cen- 
ter, says  that  when  three  unconnected 
Adventist  clients  contacted  him  in 
1976,  he  did  a  little  digging.  "What 
my  clients  called  'investments'  were 
really  loans  secured  by  promises. 
They  thought  they  had  security  in  a 
piece  of  property,  but  it  wasn't  a  tradi- 
tional promissory  note.  It  was  prob- 
ably usurious  and  wouldn't  hold  up  in 
court,"  Wiley  says. 

Wiley  suspected  a  pyramid  scheme 
and  went  to  Church  officials.  "I  was 
told  that  I  was  crying  wolf,"  he  recalls. 

But  by  1979  the  then  treasurer  of 
the  General  Conference  advised 
members  to  liquidate  their  Davenport 
holdings.  General  Conference  guide- 
lines on  loans  "were  not  diligently 
followed  by  all  conferences,"  says  cur- 
rent treasurer  Butler. 


Davenport's  bankruptcy  filing  has 
brought  bitter  accusations  against  the 
hierarchy  by  some  Church  members. 
"When  investors  sought  information 
from  Church  officials,  they  would 
sanction  Dr.  Davenport  and  get  the 
doctor  in  touch  witb  the  investors," 
says  attorney  Ernest  Ching,  an  Ad- 
ventist lawyer  who  represents  38  in- 
vestors with  claims  against  Daven- 
port. "On  the  basis  of  what  I  saw, 
Church  leaders  got  a  better  rate  of 
interest  than  [outside  |  institutions 
and  Church  institutions,"  says  Wiley. 

In  reply,  the  General  Conference 
contends  that  the  Church  is  liable  only 
for  the  money  invested  with  Daven- 
port by  the  trust  funds.  Individual 
Church  members  are  another  story,  say 
officials.  "Merrill  Lynch  doesn't  as- 
sume liability  when  it  advises  its  cli- 
ents how  to  invest,"  remarks  Church 
lawyer  Nixon.  "Our  basic  business  is 
not  having  loans  out,  it's  spreading  the 
gospel  of  the  Church." 

No  one  expects  a  speedy  resolution. 
The  court-appointed  trustee  is  exam- 
ining Davenport's  records  for  the  past 
16  years  to  arrive  at  a  bankruptcy 
figure.  The  moral,  says  Wiley,  is  fi- 
nancial rather  than  religious:  "If 
someone  offers  you  a  deal  that  sounds 
too  good  to  be  true,  it  usually  is."  ■ 


Tax  changes  written  to  help  ailing  indus- 
tries have  found  some  new  friends — the 
cash-crunched  operators  of  mass  transit 
systems.  Guess  who  is  first  in  line. 


Wanna  buy 
a  subway  car? 


just  performed  a  minor  dental  mir- 
acle: He  hopes  to  extract  at  least  $400 
million  worth  of  new  capital  over  the 
next  five  years  from  $1.3  billion  of 
interest-free  government  loans. 

A  section  of  the  new  tax  laws  allow- 
ing companies  to  buy  and  sell  the 
benefits  of  accelerated  depreciation 
and  investment  tax  credits  makes  it 
all  possible  through  sale-leasebacks. 
Such  deals,  of  course,  have  always 
been  available  to  industry  for  such 
capital  goods  as  trucks,  computers  or 


By  Jeff  Blyskal 


GETTING  SUFFICIENT  FEDERAL 
mass  transit  aid  has  always 
been  something  like  pulling 
teeth.  And  with  Reagan  budget-cut- 
ters eyeing  the  $1.7  billion  in  subsi- 
dies Uncle  Sam  now  doles  out,  the 
surgery  is  tougher  than  ever.  But 
Richard  Ravitch,  the  48-year-old  for- 
mer building  contractor  who  runs 
New  York  State's  troubled  Metropoli- 
tan  Transportation   Authority,  has 
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IT  TAKES  RESOURCEFULNESS 


• 


How  did  a  small  Israeli  bank 
9  grow  to  become  a  major 
international  institution? 
What  did  it  take  to 
reach  over  $17  billion  in 
assets,  in  only  60  years? 
It  took  vision.  Imagination. 
And  the  resourcefulness 
of  a  dynamic  group  of 
financial  experts. 
|C|      All  the  qualities  that 

make  Bank  Hapoalim  the 
exceptional  choice  for  your 
corporate  financing. 

Today,  we  have  over  350 
offices  in  13  countries.  Including 
9  offices  in  6  cities  right  here  in 
the  U.S.  And  we're  ready  to  go 
to  work  for  you. 

If  you're  a  forward-thinking, 
fast-growing  company  we'd 
like  to  hear  from  you. 

If  one  of  our  competitors  has 
told  you  that  it  simply  "can't  be 
done,"  we'd  like  to  hear  from  you. 

We  thrive  on  challenges. 
Give  us  a  chance  to  use  our 
resourcefulness,  give  us  a  cal 

Let  us  show  you  what 
dynamic  thinking  can  do  for 
your  growth  picture. 

Bank  Hapoalim 


^Jew  York 


Los  Angeles 


Chicago 


Philadelphia 


Boston  Miami 


SOCIETY  IS 

NOT 
GOING  TO 

DEMAND  THA 

BUSINESS 
GIVE  BACK 

ANYOBSCEN 

LOSSES 


1B5UUUU1M 


But  [gave  at  the  office! 


Good  news:  Free  enterprise  is  safe. 
The  same  forces  that  intervened  when  cor- 
porations were  "excessively"  profitable  will  be 
much  more  lenient  in  the  eighties. 

Business  will  henceforth  have  the  freedom 
to  lose  as  much  as  the  market  allows. 

The  irony  of  this,  we're  sure,  is  not  lost  on 
you.  Particularly  in  a  world  where  costs 
never  decrease  and  earnings  are  identifiable 
by  their  tendency  to  evaporate. 

How  do  you  cope?  We  suggest  you  inter- 
vene in  the  affairs  of  your  company  and 
install  a  Data  General  ECLIPSE  computer. 
ECLIPSE  is  a  complete  information  system  designed  to  do  more  than  just 
)  you  retrieve  information.  It's  designed  to  help  you  retrieve  losses— in 
s,  inventories,  cash  flow,  and  many  other  areas  where  it  may  seem  you  can't  eke 
another  penny  in  earnings. 

An  ECLIPSE  computer  eked  out  considerably  more  than  that  for 
:kheed  Finance  Corporation.  Citing  "volatile  interest  rates  that  make  cash  flow 
trol  vital,''  they  credited  the  ECLIPSE  integrated  information  and  word 
:essing  system  with  "positively  affecting  our  bottom  line,  and  helping  make 
ompetitive  as  well  as  profitable." 

Max  Factor  &  Co.  reports  that  utilizing  the  ECLIPSE  "led  to  increased  efficien- 
i  production  planning  and  inventory  control"— with  "major  beneficial  impact 
>ur  bottom  line." 

Saab-Scania  of  America  reports  savings,  too:  "The  system  uptime  is  virtually 
%.  Instantaneously  we  can  search,  find  and  allocate  emergency  parts  orders 
n  any  Saab  location  in  the  U.S." 

In  fact,  of  the  100  largest  companies  in  America,  no  fewer  than  77  have  Data 
neral  computers.  Those  figures  suggest  either  a  stunning  coincidence  or  a 
siderable  profit  opportunity. 

Those  who  still  believe  in  opportunities  are  invited  to  write  for  particulars 
)ata  General,  Dept.  A3, 4400  Computer  Drive,  *    r\       r>  1 

stboro,  Massachusetts  01580.  I  w  Data  General 


1 1981  Data  General  Corporal  ion.  KCLIPSK.  is  a  registered  trademark  of  Data  General  Corporation. 


"Where's  the  payoff?  The  in- 
vestor can  take  $150,000 
in  depreciation  over  the 
first  five  years  of  the  ten- 
year  lease.  Assuming  a  50% 
tax  bracket,  that's  .  .  .  equal 
to  an  interest-free  $75,000 
loan  from  Uncle  Sam." 

boxcars — though  the  rules  didn't  ap- 
ply to  state  and  local  governments. 
But  Ravitch,  who  learned  the  ins  and 
outs  of  tax  shelters  putting  together 
real  estate  deals,  lobbied  Congress  to 
allow  urban  mass  transit  authorities 
to  use  sale-leasebacks  as  a  way  of  sell- 
ing their  investment  tax  credits  and 
depreciation.  Congress  balked  at  first, 
but  eventually  part  of  Ravitch's  sug- 
gestion was  put  into  the  Reagan  tax 
package. 

The  MTA  is  inaugurating  the 
scheme  through  the  sale  of  800  new 
General  Motors  buses  and  12  railroad 
cars.  At  $150,000  each  for  the  buses 
and  up  to  $1  million  each  for  the  cars, 
that  package  should  cost  $132  mil- 
lion, but  if  the  money  rolls  in  Ravitch 
expects  his  five-year  use  of  the  plan  to 
amount  to  $2.5  billion.  That  will  pro- 
duce $400  million  in  sale-leaseback 
savings,  which  Ravitch  expects  will 
come  out  of  Uncle  Sam's  pocket. 
Here's  how  the  deal  works: 

The  MTA  buys  a  bus  from  GM  and 
sells  it  to  a  corporate  investor  or 
to  a  high-bracket  corporation  for 
$150,000.  The  buyer  puts  down 
$20,000 — which  it  will  never  see 
again — and  takes  what  amounts  to  a 
$130,000  loan  from  the  MTA  for  ten 
years.  The  MTA  then  leases  back  the 
bus  for  ten  years  at  an  annual  price 
equal  to  what  the  buyer  is  paying  to 
service  its  $130,000  debt. 

The  MTA  gets  a  quick  $20,000  and 
the  investor  gets  tax-deductible  inter- 
est payments  and  depreciation — but 
no  investment  credits — to  offset  its 
taxable  lease  income.  Where's  the 
payoff?  The  investor  can  take 
$150,000  in  accelerated  depreciation 
over  the  first  five  years  of  the  ten-year 
lease.  Assuming  the  investor  is  in  a 
50%  tax  bracket,  that's  as  good  as 
$75,000  cash. 

Over  the  remaining  five  years  of  the 
lease,  of  course,  the  proportion  of  in- 
terest payments  drops  and  there  is  no 
longer  any  depreciation  to  deduct. 
Then  the  Internal  Revenue  Service  re- 
captures its  money  as  taxes  on  the 
remaining  lease  income.  The  bottom 
line:  the  equivalent  of  an  interest-free 
$75,000  loan  for  five  years  from  Uncle 
Sam.  Citicorp,  which  will  earn  a  fee 
for  packaging  the  MTA's  shelters, 


claims  that  the  deals  have  an  annual 
yield  of  between  20%  and  40%,  de- 
pending on  the  investors'  tax  brackets 
and  reinvestment  opportunities  five 
years  ahead. 

All  well  and  good  for  the  investors 
and  for  Ravitch,  but  let's  do  some 
math.  The  MTA's  total  $2.5  billion 
program  translates,  through  depreci- 
ation, into  roughly  $1.3  billion  in  in- 
terest-free "loans"  by  the  Treasury. 
Multiply  that  by  the  Atlantas,  Bos- 
tons, Chicagos,  San  Franciscos  and 
other  cities  that  should  be  involved 
before  long,  and  the  numbers  get  very 
big.  That's  probably  one  reason  the 
Reagan  Administration  originally  op- 
posed Ravitch's  plan. 

Ravitch  gets  right  to  the  point.  "It 
costs  the  Treasury  money  because  it's 
a  [temporary!  tax  subsidy,"  he  says. 


"But  every  privately  owned  mode  of 
transportation  is  entitled  to  these 
benefits  and  we  should  be  as  well. 
After  all,  we'll  use  the  leverage  to  buy 
more  cars  and  buses." 

But  will  sale-leasebacks  really  bring 
better  service  for  the  cramped,  harried 
and  often  delayed  New  York  commut- 
ers? Ravitch  hedges.  "I  can't  say 
whether  under  the  old  circumstances 
we  would  have  bought  fewer  cars  or 
decided  to  do  less  track,  signal  and 
power  work,"  he  explains.  However, 
the  way  municipalities  are  scrambling 
for  money  these  days,  the  MTA  con- 
cedes, don't  be  surprised  if  sometime 
between  now  and  1986  New  York  of- 
ficials decide  to  take  this  new  source 
of  funds  for  granted  and  cut  their 
share  of  Ravitch's  budget — by  just 
about  $400  million.  ■ 


MTA's  Racitcb  (left)  and  Transport  Workers  Union's  John  Laae  in  new  GM  bus 
More  money  Jot  mass  transit  from  interest-free  government  "loans." 
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1962.  AndrallE.  Pearson,  Management 
Consultant.  McKinsey  &  Company.  Inc. 


Andy  Pearson, 
when  did  you  start  reading 
The  Wall  Street  Journal? 

"I'm  not  sure  exactly  when— around  1962, 1  guess— but  I 
know  exactly  why,"  says  Andrall  E.  Pearson,  President  and  Chief 
Operating  Officer  of  PepsiCo,  Inc. 

"The  top  executives  I  was  dealing  with  back  then,  as  a  man- 
agement consultant,  had  a  handle  on  business  issues  that  I  didn't. 
The  Wall  Street  Journal  helped  me  get  that  handle. 

"The  Journal  gives  you  more  than  the  business  news.  It  helps 
you  build  the  perspective  you  need  to  understand  N 
what's  going  on  in  business  and  to  make  deci-  J 
sions  that'll  be  right  for  you  and  your  company.  1 

"I  send  Journal  articles  and  editorials  around  \ 
to  our  Division  Presidents  all  the  time  —  when- 
ever I  find  issues  that  relate  to  the  operation  of 
our  business. 

"If  you  want  a  solid  grasp  on  what's 
important  in  business  — and  why— you 
practically  have  to  read  The  Journal." 

Take  it  from  Andy  Pearson.  If  you 
need  to  understand  what's  going  on  in 
business,  you  need  to  read  The  Wall 
Street  Journal.  Every  business  day. 


Today.  Andrall  E.  Pearson.  President  and 
Chief  Operating  Officer  of  PepsiCo.  Inc. 


The  Wall  Street  Journal. 

All  the  business  news  you  need.  When  you  need  it. 


Have  The  Journal  delivered  every  business  day.  One  year,  $77.  Or  28  weeks  for  $41.  Call  toll-free  800-358-9999  except  in  Hawaii  and  Alaska.  (In  California, 
800-862-4999.)  Or  write:  The  Wall  Street  Journal,  200  Burnett  Road,  Chicopee,  Massachusetts  01021.  €1981  Dow  Jones  &  Company,  Inc.  All  Rights  Reserved. 


Technology 
and  innovation: 
That's  our 
style  for  '82. 

With  all  of  the  compromises 
made  in  automobiles  today,  one 
car  remains  as  clear  of  purpose 
and  unique  as  its  name. 
Thunderbird.  And  for  1982,  that 
special  thunder  remains  as 
attractive  and  unique  to  a  very 
special  kind  of  driver. 

Instantaneously  ingenious. 

This  year  Thunderbird  offers 
new  elements  that  turn  a 




s  j 

R 

THIP  ECO* 

FUEL 

i 

a  -  m 

dashboard  into  a 
drivers  information 


center.  The  Tripminder "  computer 
option,  new  in  Thunderbird, 
displays 
time, 

elapsed  trip 
time,  trip 
average 
speed, 
current  fuel 
economy,  trip  average  fuel  econ- 
omy, total  fuel  used,  and  more. 
The  optional  electronic  instru- 
ment cluster  includes  a  digital 
speedometer  and  electronic 
"bar  chart"  fuel  gauge. 


And  Ford's  exclusive  push- 
button keyless  entry  system 
allows  locking  and  unlocking  of 
Thunderbird's  doors  and  decklid 
using  your  own  special  code. 


New 

V-6 

thunder. 


For  m 
Thunder  k 
offers  a  nev.|p 
optional  3.8 1 
1  V-6  engine. 
Couple  this  w 
Ford's  Autorn^ 
Overdrive  tran 
mission  option, 
about  45  MPH 
Automatic  Over, 
engages,  cutting  engine  RP 
by  about  one  third.  This  rec|c . 
wear  on  engine  parts  and  p 


;  impressive  highway 
conomy 
yected 
Kti- 

EST  HWY  EPA 
5  for  EST  MPG 

orison.  Your  mileage  may 
depending  upon  speed, 
ice  and  weather.  Actual 
vay  mileage  lower.  See 
Ford  Dealer  for  actual 
atings. 


Comfortable  thunder. 

Like  many  European  luxury 
cars,  Thunderbird 


features 
a  modified 
MacPherson 
strut  front 
suspension  and 
stabilizer  bars,  fronf 
and  rear,  along  with  Ford's 
4-bar  link  rear  suspension. 
Extensive  sound  insulation  and 
a  richly  upholstered  and 

carpeted  interior  complete 
Thunderbird 's  very 
special  driving 


Thunderbird  Privileged 
Owners  Program. 

This  year,  Thunderbird 
buyers  will  be  entitled  to  an 
exclusive  offer  worth  up  to 
$600.  It's  the  Thunderbird 
Privileged  Owners  Program. 
When  you  buy  a  new 

Thunderbird, 
or  lease  one 
for  at  least 
four  months, 
you'll  receive 
a  certificate 
f  good  for  $300 
f  to  $600  off  the 
purchase  or  lease 
of  any  new  Ford 
car  or  Ford  truck 
over  the  next  four 
years  (except  rebated 
r  vehicles).  Limit  one  per 
customer.  Just  make  your 
purchase  between  Sept.  1 
and  Dec.  31, 1981. 

THUNDERBIRD 

FORD  DIVISION 


Experience 
the 

difference 
quality 
makes . . . 
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Churchill  called  Russia  "a  riddle  wrapped  in  a  mystery  inside  an 
enigma. "  Still  true,  says  Soviet  expert  Alec  Nove,  who  finds  its 
actions — and  inactions — in  Poland  puzzling  and  revealing. 

Inside  Russia  Today 

"Things  have  not  got  better" 


By  Lawrence  Minard 


What  is  going  on  in  the  Sovi- 
et Union  today?  Recent  ref- 
erences to  the  other  great 
power  by  President  Reagan  and  Secre- 
taries Haig  and  Weinberger  seem  to 
describe  two  societies:  One  is  a  po- 
tent military  threat  on  the  march 
against  U.S.  interests  everywhere  in 
the  world;  the  other  is  a  confused  and 
economically  crippled  giant  whose 
ideology,  communism,  is  an  idea 
whose  time  has  passed.  Meanwhile, 
the  Kremlin  berates  capitalism,  arms 
itself  to  the  teeth  and  feeds  its  masses 
on  rhetoric,  missile  parades  and  ad- 
ventures in  Afghanistan, 
Angola,  Central  America 
and  Vietnam. 

For  some  plain  answers 
and  perspectives  on  the 
land  of  his  birth  and  the 
subject  of  his  professional 
study  Forbes  called  on 
Alec  Nove,  the  renowned 
economist  and  director  of 
the  University  of  Glas- 
gow's Institute  of  Soviet 
and  East  European  Stud- 
ies. He  was  born  Alex- 
ander Novakovsky  in  Len- 
ingrad (then  Petrograd)  in 
1915.  His  Ukrainian 
mother  was,  against  steep 
odds,  a  doctor  who  kept 
the  family  together  while 
his  Menshevik  father  was 
imprisoned  first  by  Czar 
Nicholas  II  and  then,  after 
the  Revolution,  jailed  and 
exiled  to  Siberia  by  Len- 
in's Bolsheviks.  The  No- 
vakovskys  finally  emi- 
grated to  London  in  1923. 
Bilingual  in  English  and 


Russian,  Alec  Nove  at  66  combines 
voluble  energy  and  good  humor  with 
an  extraordinarily  analytical  mind — a 
combination  that  has  helped  him 
write  scores  of  scholarly  articles  on 
the  Russian  economy  and  a  half-doz- 
en major  books.  Not  to  be  missed:  The 
Soviet  Economic  System  (Allen  &  Un- 
win)  and  Economic  History  of  the 
U.S.S.R.  (Penguin). 

With  the  Kremlin  turning  up  the 
volume  on  its  threats  to  Poland's 
Solidarity  movement,  and  with  the 
Polish  party's  own  hardliners  becom- 
ing ominously  vocal,  we  began  our 
interview  by  asking  Nove  if  he  is  sur- 
prised that,  bluster  aside,  Soviet  troops 


Russian-born  economist  Alec  Nove 

"The  cossack"  grabs  what  he  can  get  away  with, 


have  still  not  marched  into  Poland. 

Nove:  Yes,  it  is  astonishing.  If  you 
compare  the  situation  in  Poland  over 
the  last  six  months  with  the  situation 
in  Czechoslovakia  in  1968,  from  the 
point  of  view  of  the  Soviets,  Poland  is 
much,  much  more  horrific.  Yet  they 
have  done  nothing  about  it.  It  seems 
to  me  there  are  three  powerful  rea- 
sons. First,  that  unlike  in  Czechoslo- 
vakia there  would  be  some  resistance, 
some  fighting.  Second,  if  the  Russians 
invaded,  the  economy  would  collapse 
entirely,  and  the  Russians  would  be 
left  with  a  very  expensive  and  explo- 
sive situation.  The  third  reason  has  to 
do  with  the  residual  ideology,  if  you 
will.  In  Czechoslovakia, 
the  reform  movement, 
though  the  workers  sup- 
ported Dubcek,  was  pri- 
marily an  intellectual 
movement.  But  Solidar- 
ity, to  the  Soviets'  dis- 
may, is  a  genuine  work- 
ing-class movement — a 
mass  movement  from  be- 
low, led  by  workers  using 
the  intellectuals  to  help 
them.  Even  in  their  pri- 
vate conversations,  I  do 
not  think  the  Russians 
can  bring  themselves  to 
recognize  that  the  masses 
of  the  Polish  working 
class  are  backing  what  is 
fundamentally  an  anti-So- 
viet posture. 

And  yet,  and  yet — what 
are  the  Soviets  to  dot  I 
think  what  they're  hoping 
for  is  that  the  hardliners 
within  the  Polish  govern- 
ment will  take  a  deep 
breath  and  initiate  correc- 
tive action,  complete  with 
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arrests,  and  that  enough  Poles  will  be 
fed  up  with  shortages,  chaos  and  con- 
fusion to  allow  this  to  happen.  Then, 
if  they  faced  a  situation  where  Pole 
was  fighting  Pole,  perhaps  the  hard- 
liners could  seek  help  from  Russia. 
Whereas  if  the  Russian  army  marched 
in  tomorrow,  the  Polish  army  might 
be  willing  to  fight  against  them.  It 
would  be  a  suicidal  struggle,  of  course, 
but  the  Poles  are  like  that.  There  are 
many  precedents,  including  Polish  re- 
bellions against  the  Russian  empire  in 
1830  and  1863,  which  were  also  suici- 
dal, but  which  happened. 

is  it  possible  that  Russia  is 
not  invading  became  it  wor- 
ries about  the  effect  on  its 
international  relations  -' 

Nove:  Are  the  Russians 
fearful  of  invasion  because 
of  political  effects  in  the 
United  States?  I  think  this 
is  now  a  minor  factor, 
mainly  because  they  as- 
sume that  the  Reagan  Ad- 
ministration is  doing  its 
damnedest  against  the  So- 
viet Union  already  and 
can't  do  anything  more. 
But  in  Europe  I'm  not  so 
sure.  The  Soviets  are  obvi- 
ously trying  to  divide 
Western  Europe  from  the 
U.S.  If  there  were  some 
brutal  Soviet  action  in  Po- 
land— and  it  would  have 
to  be  brutal  to  be  effective — that 
would  probably  strengthen  the  U.S.' 
position.  So  that  might  be  a  factor  in 
the  Russians'  minds,  but  it  is  not  a 
primary  factor. 

In  1776  another  Glasgow  economist, 
Adam  Smith,  [see  p.  224]  urote  that  the 
America)!  colo>iies  were  an  economic 
drag  on  England  and—for  the  sake  of 
England— should  be  freed  Is  there  any 
thought  like  that  today  in  Moscow  about 
its  economic  colonies? 

Nove:  If  you  look  at  it  purely  in 
terms  of  the  economy,  I'm  sure  you 
hear  such  arguments.  In  the  case  of 
Poland,  it  is  so  self-evident  it  hardly 
needs  discussion.  Poland  is  now  a  sub- 
stantial eonomic  drain.  The  rest  of 
COMECON  must  also  appear  to  them 
to  be  a  drain,  in  the  sense  that  the 
Soviets  could  increase  their  hard  cur- 
rency earnings  if  they  could  divert  to 
the  West  some  of  the  most  important 
Soviet  exports  to  Eastern  Europe — 
things  like  oil  and  gas  and  iron  ore  and 
so  on.  But  you  cannot  ignore  the  fact 
that  politically,  and  militarily ,  Russia  is 
extremely  unlikely  to  consider  drop- 
ping them. 


There  is  one  conceivable,  but  un- 
likely, exception:  Suppose  there  is  a 
strong  neutralist  current  in  Germany, 
and  that  a  neutralized  Germany — re- 
united, without  nuclear  weapons  on 
its  soil — would  require  the  sacrifice  of 
East  Germany?  In  terms  of  realpolitik, 
this  might  be  sufficiently  disruptive 
of  NATO  to  be  attractive  to  the  Rus- 
sians. And  mind  you:  If  they  were  to 
do  this,  the  military  importance  of 
Poland,  as  the  way  to  Germany, 
would  diminish. 

Clearly  military  and  political  factors 
take  precedence  over  the  economic  in 


The  Soviet  I  uion's  aging  leaders  atop  Lenin's  Tomb 
To  be  succeeded  by  "little  Stalins"? 


their  thinking  But  is  there  not  a  contra- 
diction between  the  potent  military  Rus- 
sia and  the  stumbling  economic  Russia? 

Nove.  Not  necessarily.  It  is  perfectly 
possible  for  the  Soviet  Union  to  have 
a  weak,  inefficient  economy  in  all  but 
the  defense  sector.  If  the  Soviets  were 
in  fact  frantically  arming  to  conquer 
the  world,  the  weakness  of  the  civil- 
ian economy  would  just  be  seen  as 
part  of  the  cost  of  the  military  effort. 

But  I  don't  think  that's  their  aim.  I 
don't  think  the  Soviet  leadership  is 
crazy.  I  think  the  Reagan  Administra- 
tion greatly  overstates  the  direct  mili- 
tary danger.  I  believe  the  Soviet  lead- 
ership is  far  more  risk-averse  than 
the  Reagan  Administration  gives 
grounds  to  suppose.  This  does  not 
mean,  however,  that  they  won't  per- 
haps intervene  in  Poland,  or  grab 
what  can  safely  be  grabbed:  Afghani- 
stan, or  more  to  the  point,  Angola, 
which  is  a  remote  adventure. 

The  whole  history  of  the  czarist 
empire  is  feeling  your  way  forward 
and  pinching  whatever  additional  ter- 
ritory you  think  you  can  get  away 
with.  Look  at  a  map  of  Muscovy  in 


the  early  17th  century  and  compare  it 
with  the  Russian  empire  of  1913:  tak- 
ing territory  from  Sweden,  taking 
over  part  of  Poland,  nibbling  at  the 
Turks,  taking  over  the  present  mari- 
time provinces  from  China  in  the 
1860s,  going  into  Korea  in  1904 — 
where  they  got  their  noses  punched 
when  the  Japanese  drove  them  out.  I 
interpret  Soviet  policy  in  these  re- 
spects as  taking  advantage  of  any  op- 
portunities that  may  exist  while 
avoiding  any  risk  of  direct  confronta- 
tion with  the  U.S. 

You  know,  there  is  a  very  old  saying 
in  Russia:  "A  cossack  picks  up  any- 
thing that  is  not  well  put  away."  It 
conjures  up  the  image  of  a  man  in  a 
hotel  corridor,  trying  the 
doors.  I  believe  in  locking 
doors.  But  that  doesn't 
mean  you  have  to  hang  a 
nuclear  weapon  over  the 
burglar's  home  all  the 
time.  It  just  means  you 
should  lock  the  doors. 

Are  we  locking  a  door  by 
refusing  to  sell  them  equip- 
ment to  help  them  modern- 
ize their  economy?  Is  it  in 
the  West's  interests  for  the 
Soviet  economy  to  remain 
weak  and  backward  for  as 
long  as  possible? 

Nove:  The  Soviet  Union 
is  being  forced  to  modern- 
ize anyhow.  If  it  becomes 
stronger  as  a  result  of  its 
own   internal  problems, 

  that  makes  us  unhappy 

because  it  has  become  a  stronger  foe. 
But  if  the  Soviet  modernization  takes 
place  in  close  connection  with  the 
West  and  increases  the  degree  of  mu- 
tual interdependence — as  with  the  fa- 
mous gas  pipeline  [from  Siberia)  to 
Western  Europe — that  in  my  opinion 
is  in  the  West's  interests.  Why?  Be- 
cause the  greater  the  degree  of  inter- 
dependence, the  greater  the  Soviet 
commitment  to  continuing  that  situ- 
ation. And  what  is  the  alternative  to 
interdependence?  Autarky.  Is  it  in  our 
interest  for  the  Soviet  Union  to  be 
wholly  autarkic?  I'd  have  thought  in- 
terdependence is  preferable. 
Just  how  weak  is  the  Soviet  economy? 
Nove-  You  have  the  simultaneous 
operation  of  the  following  factors. 
One:  slowdown  in  population.  The  la- 
bor force  is  not  growing,  except  in 
Central  Asia.  Two:  Siberia.  They 
must  make  major  raw  materials  in- 
vestments in  Siberia  that  are  very 
necessary  and  very  costly.  Three,  and 
ominously:  defense.  Much  of  their  so- 
phisticated machinery  has  been  di- 
verted to  armaments.  Four:  As  the 
economy  has  grown  it  has  become 
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desperately  complicated,  and  the 
planners  are  facing  an  impossible  job 
trying  to  run  it  all  from  the  center. 
And  finally:  agriculture.  Growth  is 
slow,  and  in  an  effort  to  increase  agri- 
cultural 01  put  the  state  hasdiverted  a 
verv  large  share  of  investment  to  agri- 
culture. Officially,  27%  of  all  invest- 
ment is  now  made  in  agriculture,  by 
far  the  highest  percentage  among  all 
industrial  countries. 

As  a  result  of  all  these  pressures, 
growth  has  fallen.  There  is  very  little 
margin.  The  central  planners  are  ha- 
rassed by  a  very  large  number  of  com- 
peting claims. 

Are  things  getting  better?  Or  worse? 

Nove:  I  think  there  is  a  qualitative 
change  taking  place.  When  I  was  there 
in  1969,  the  general  impression  was 
one  of,  "Well,  of  course  things  go 
wrong.  But  things  were  worse  before, 
and  things  will  get  better  later."  There 
was  hope  in  1969.  But  the  last  time  I 
went,  in  1979  (and  every  traveler  I 
talk  to  says  the  same  thing),  you  had 
cynicism,  disappointment:  Things 
have  not  got  better,  things  will  not  get 
better,  the  system  works  badly,  it  is  in 
the  nature  of  the  system  to  work  bad- 
ly. There  is  more  corruption,  there  are 
more  shortages.  Life  has  become 
more  complicated. 

Now,  I  wouldn't  draw  from  this  any 
dramatic  conclusions  such  as  that  the 
endlessly  patient  Russian  people  are 
about  to  rebel  against  the  govern- 
ment. No!  No!  But  there  is  this  sense 
of  disappointment  and  cynicism,  and 
I  have  the  impression  it  is  at  all  levels. 

///  your  Economic  History  of  the 
Soviet  Union  you  point  out  that  the 
czars,  and  Lenin,  and  Stalin  all  faced  a 
common  problem:  the  Russian  peasants. 
Now  we  read  that  this  year's  grain  harvest 
is  a  disaster,  again.  Are  we  seeing  a  con- 
tinuation of  the  same  problem? 

Nove:  I  don't  think  so.  During  the 
czars'  day  and  again  in  the  1930s  until 
Stalin's  death  [in  1953j,  milking  the 
peasants  was  the  major  policy  objec- 
tive. The  problem  was  how  to  get  the 
most  possible  out  of  the  villages  giv- 
ing the  least  possible  in  return,  to 
invest  in  industry  and  defense,  even  if 
this  meant  discouraging  agricultural 
production. 

Today  the  emphasis  is  on  increas- 
ing agricultural  output,  even  at  the 
cost  of  enormous  subsidies  and  that 
huge  share  of  investment  I  men- 
tioned. In  1980  the  subsidy  was  23.6 
billion  rubles  [$33  billion  at  official 
exchange  rates],  which  is  by  far  the 
largest  agricultural  subsidy  in  history. 
A  sleepy  censor  recently  let  slip  that 


the.  turnover  tax  coming  from  liquor, 
mainly  vodka,  is  about  30  billion  ru- 
bles. So  you  can  say  vodka  pays  the 
agricultural  subsidy. 

Today,  in  agriculture,  private  peas- 
ant production  is  being  very  strongly 
encouraged.  Officially,  26%  of  the  to- 
tal agricultural  output  now  comes 
from  this  kind  of  private  activity. 
That's  quite  an  impressive  figure.  [By 
value)  two-thirds  of  that  is  livestock 
products,  but  the  private  market  is 
also  very  important  for  fruit  and  vege- 
tables. These  are  becoming  very  im- 


There  are  two  theories  on 
the  upcoming  generation  of 
Soviet  leadership.  One  is 
that  they  are  isolationist 
conservatives,  "little  Sta- 
tins in  the  provinces."  But 
I've  also  heard  that  there 
are  some  bright,  intelligent 
people.  I  believe  both  theor- 
ies are  true.  But  the  bright 
people  will  not  be  holding 
the  top  political  jobs. 


portant  contributions  to  the  Soviet 
economy. 

But  still  the  harvests  come  up  short. 
Why  is  that? 

Nove.-  Because  the  system  has  been 
created  for  crash-program  industrial- 
ization imposed  by  the  center.  But  life 
has  grown  so  complicated  that  the 
center  can  no  longer  handle  all  the 
complexities.  Can  I  give  you  one  ex- 
ample? The  planners  decided  to  in- 
crease the  supply  of  fertilizer,  and  did 
it.  The  agriculture  ministry  pat  them- 
selves on  the  back.  Well  done!  But — 
transport  of  fertilizer?  Storage  of  fer- 
tilizer? Bags  for  it?  Machines  to 
spread  it?  They're  all  behind  schedule. 
So  fertilizer  piles  up  along  the  roads 
under  the  rain.  It  is  no  longer  enough 
to  issue  a  decree.  You've  now  got  to 
make  major  changes  in  the  system. 
You  need,  in  other  words,  a  market. 
You've  got  to  have  proper  prices  that 
reflect  economic  reality.  The  Rus- 
sians could  learn  from  the  Hungar- 
ians. Hungarian  peasants  can  sell  to 
the  state,  or  bring  to  market  (Forbes, 
May  11\  They  should  let  the  farmers 
decide  what  to  do  rather  than  order- 
ing them. 

You  mentioned  earlier  that  the  labor 
farce  has  stopped  growing  throughout 
Russia  except  in  Central  Asia,  where  there 
is  a  labor  surplus. 

Nove:  This  is  a  great  problem  for  the 
economy.  The  Asians  are  not  anxious 


to  move  out  of  the  area,  and  the  Rus- 
sians are  not  anxious  to  move  them 
out:  The  Russians  have  as  much  ten- 
dency to  petty  racism  as  anyone  else. 
So  the  correct  solution  is  to  put  a  lot 
of  industries  into  Central  Asia.  But 
Central  Asia  is  very  far  from  the  main 
centers  of  heavy  industry,  and  trans- 
port is  by  overloaded  railway.  There  is 
one  railway  line  from  Central  Asia  to 
the  Caspian  port  of  Krasnovodsk. 
There  is  one  line  from  Central  Asia 
toward  the  Ural  Mountains  and  Euro- 
pean Russia — one  line!  The  only  other 
line  out  is  the  famous,  overcrowded 
Trans-Siberian  line  to  Siberia. 

You've  said  that  their  own  economists 
recognize  the  need  to  move  away  from 
the  heavily  centralized  economy  Why 
don't  they  change? 

Nove:  This  is  where  the  age  of  the 
leadership  comes  in.  They  are  deeply 
conservative;  they  react  against  major 
structural  change — even  though  intel- 
lectually they  know  it  is  necessary  and 
even  say  so.  Let  me  quote  Brezhnev  to 
you:  "In  an  age  of  scientific  and  techno- 
logical revolution,  radical  changes  in 
our  system  of  government  and  manage- 
ment are  indispensable."  But  when  it 
comes  to  making  any  changes,  they  go 
along  the  same  old  way. 

What  do  we  know  about  the  upcoming 
generation  of  Soviet  leadership  ' 

Nove.  There  are  two  theories  on  the 
subject.  One  is  totally  pessimistic: 
The  up-and-coming  generation  are 
isolationist  conservatives — "little 
Stalins  in  the  provinces,"  as  some 
people  call  them.  Total  bosses  in  the 
provinces  where  the  provincial  Party 
secretary  is  god.  These  people  will  cer- 
tainly be  promoted  into  the  Party 
leadership.  They  will  not  be  particu- 
larly aggressive  internationally,  my 
contacts  say.  But  they  will  be  back- 
ward-looking, hostile  to  reform,  and 
unimaginative. 

But  I  have  also  heard  the  follow- 
ing: In  the  Party  apparatus  there  are 
some  bright,  intelligent  people  who 
cannot  now  express  their  ideas. 
They  are  patiently  waiting  for  their 
opportunity,  and  many  bright  ideas 
will  surface  once  the  octogenarians 
are  out  of  the  way. 

Personally,  I  believe  that  both  the- 
ories are  true.  But  the  bright  people 
will  not  be  holding  the  top  political 
jobs.  So  I  think  there  will  be  a  struggle 
between  the  conservatives  and  the  re- 
formers in  the  next  generation.  What 
the  reformers  have  going  for  them  is 
that  without  reform  the  system 
works  less  and  less  satisfactorily.  So 
the  reformers  have  the  winds  of 
change  blowing  in  their  sails.  But 
whether  they'll  be  strong  enough  to 
carry  it  through,  I  don't  know.  ■ 
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c&c 

(OKPUTIS  am  (OMIWMKATKMS 


THE  COMPUTER 

AND 

COMMUNICATIONS 

COMPANY, 

helps  you  get  the  most  out  of  "digital." 


"Digital"  is  the  new  miracle  in  telecommunications,  a  key  to  doing  business 
in  the  1980's.  Already,  it  has  transformed  the  telephone  into  a  sophisticated 
source  of  information— your  link  to  the  future.  Here  in  Dallas,  Texas,  we  train 
professionals  to  help  give  you  greater  access  to  information  through  NEC  digital 
telephone  exchanges— another  fruit  of  NEC's  integration  of  the  power  of  the 
computer  and  the  reach  of  communications.  Digital  technology  from  NEC  is 
speeding  the  conduct  of  business  around  the  world.  And  it  is  one  more  reason 
why  NEC  has  won  the  trust  of  customers  in  over  130  countries. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Box  1.  Takanawa.  Tokyo,  Japan 


BG&G  turn:  J 

INTO  LONG 


PROFITS  FOR  NEW  ENGLAND 

EG&G  saw  a  new  future  for  hydroelec- 
tric power  in  the  United  States.  That 
was  the  start  of  EG&G's  role  in  devel- 
oping the  Lawrence  Hydroelectric  Proj- 
ect in  Lawrence,  Massachusetts.  And  it 
was  the  beginning  of  a  new  commit- 
ment to  hydropower  as  a  feasible  alter- 
native energy  source  for  this  country. 

Privately  financed,  privately  owned, 
and  constructed  in  only  two  years,  the 
$28  million  hydroelectric  plant  will 
meet  the  energy  needs  of  17,000  homes 


a  year.  The  Lawrence  Hydroelectric 
Project  will  also  reduce  New  England's 
dependence  on  imported  oil  by  an  esti- 
mated 7,000,000  gallons  a  year. 

And,  for  at  least  the  next  fifty  years, 
it  will  require  minimal  maintenance 
and  produce  power  that's  virtually 
inflation-free. 

Furthermore,  the  cost  to  the 
environment  is  nonexistent.  Hydro- 
power  is  clean,  renewable  and  leaves 
no  waste  products.  And,  EG&G 
is  already  realizing  the  returns  on  its 
investment. 


E  it 


ENERGY  VENTURES  FOR  Eq 

EG&G  sees  nearly  1,000  potential 
in  the  United  States  for  low-head 
hydroelectric  projects  like  the  one 
Lawrence.  But  that's  just  one  of 
new  energy  ventures. 

EG&G  is  developing  a  "super  cl 
coal  gasification  process,  ana  i 
ing  geothermal  and  solar  power  as 
other  alternative  sources  to 
country's  energy  independence.  A( 
EG&G  is  applying  its  technologies 
business  expertise  to  each  new  pro 


increaj  » 


ARS  OF 

rjH_ 

nng  pub! 


ngs  per : 
the  past  t 


resea  Bed 


lave  beer 
basis  for 


\RS  OF  25%  ANNUAL 
TH 


JQUE)  ASSETS 
ERM  PROFITS 


oing  public  in  1960,  EG&G's 
earnings  have  averaged  a  25% 
And  each  of  the  last  eleven 
jtive  years  has  set  a  new  record, 
ings  per  share  have  increased  at 
ounded  rate  in  excess  of  34% 
the  past  ten  years.  EG&G  ranks 
long  the  Fortune  500  companies 
mportant  category.  And  divi- 
}tfiave  been  paid  on  an  uninter- 
basis  for  the  past  16  years. 


A  LEADER  IN  80%  OF  ITS  150 
MARKETS  

EG&G  is  a  diversified  high  technology 
company  employing  over  17,000  people 
in  its  five  major  industry  segments. 
These  segments  range  from  sophisti- 
cated scientific  and  medical  instruments 
and  components  to  environmental, 
biomedical,  and  energy-related  research. 

EG&Gs  philosophy  is  to  develop 
leadership  positions  in  specialized  non- 
consumer  markets.  Thus,  in  80%  of  its 
150  markets,  EG&G  is  the  leader  or 


performance  competitor. 

Managed  to  maximize  the  potential  for 
profits  while  maintaining  strong  liquidity, 
EG&G  maintains  the  balance  and 
mobility  to  grow  with  each  new  project. 

EG&G  is  listed  on  the  New  York 
Stock  Exchange  under  the  symbol  EGG. 
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EG&G,  Inc.,  45  William  Street,Wellesley,  Mass.02181 
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Cutlass  Supreme 
Brougham  Coupe 
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Practicality  alone  could  have 
made  the  Cutlass  Supremes 
America's  most  popular  cars. 
The  price  is  right.  EPA  esti- 
mates are  impressive.  Tradi- 
tional resale  value  is  solid. 

They  all  make  good  sense. 
So  do  Cutlass  Supreme's 
standard  fuel-saving  3.8-liter 
V6  or  available  5.7-liter  diesel 
V8,  the  easy -roll  tires,  Com- 
puter Command  Control  on 
gasoline  engines,  torque  con- 
verter clutch.  And  on  and  on 
and  on. 

But  what  about  Cutlass 
style?  What  about  Cutlass 
luxury?  What  about  Cutlass 
room  and  cornfort  and  ride? 
They  also^ake  good  sense  : 


because  they  make  a  good 
impression.  For  you  and  for 
your  company. 

So  you  could  order  a  Cutlass 
fleet  for  purely  practical 
reasons  and  make  the  comp- 
troller's office  happy.  And,  at 
the  same  time,  make  the 
people  who  drive  your  fleet 
cars  happy  for  entirely  differ- 
ent reasons. 

See  your  nearest  Olds  dealer 
or  contact  Director  of  Fleet 
Sales,  Oldsmobile  Division, 
Lansing,  Michigan  48921. 
Use  estimated  mpg  for  comparison. 


Your  mileage  may  differ  depending  on 
speed,  distance,  weather.  Actual 
highway  mileage  lower.  Some  Olds- 
mobiles  are  equipped  with  engines 
produced  by  other  GM  divisions, 
subsidiaries  or  affiliated  companies 
Worldwide.  See  your  dealer  for 
details.  Oldsmobile  projections  of 
1982  EPA  estimates.  See  your  dealer 
for  actual  EPA  estimates. 


STANDARD  V6 


DIESEL  V6 


30  YS    36  [25 


Hwy.Est.  EPA  Em.  mpg  Hwy.EM.  EPA  Esc.  mpg 

Cutlass  Supreme. 

Even  today, 
there's  still  room  to 
do  it  with  style. 


Have  a  fleet  built  for  you. 


GM 


General  Cinema's  Chairman  Richard  A.  Smith 

The  question  is  what  to  do  with  all  the  cash  that  keeps  accumulating. 


Movie  houses  and  soft  drinks?  Not  much  of 
a  mix,  you  say.  But  look  at  General  Cine- 
ma's profit  margins.  And  its  growth. 


Technology  isn't 
everything 


By  Paul  B.  Brown 


Woody  Ives,  senior  vice  presi- 
dent-finance of  General  Cin- 
ema Corp.,  carefully  ex- 
plained how  the  nation's  largest  mov- 
ie exhibitor  had  profited  handsomely 
from  this  summer's  string  of  such  suc- 
cessful escapist  films  as  Superman  II 
and  Raiders  of  the  Lost  Ark.  Then  he 
paused  as  if  weary  of  talking  about 
movies.  "Can  I  ask  you  something?" 
he  said,  leaning  forward  as  if  to  whis- 
per a  secret.  "How  can  we  make  our 
bottling  operation  interesting?  Sure, 
movies  are  interesting.  But  we  always 
short-shrift  the  big  breadwinner.  For- 
get the  company's  name.  We  are  a  soft 
drink  bottling  company." 


J.  Atwood  Ives  is  right.  Last  year 
bottling  produced  54%  of  the  com- 
pany's $759  million  in  revenues  and 
about  two-thirds  of  the  profits.  While 
the  business  of  adding  sweetener  and 
carbon  dioxide  to  soft  drink  concen- 
trate may  not  fascinate  Wall  Street,  it 
should.  Movie  houses  and  soft  drinks 
helped  produce  a  return  on  equity  of 
21.2%  last  year  for  General  Cinema, 
and  in  recent  years  its  returns  have 
been  among  the  best  in  U.S.  industry. 

General  Cinema  got  into  the  fizz 
business  as  a  sideline  in  the  1960s, 
when  it  was  capturing  9%  of  the 
country's  theater  admissions,  which 
brought  in  $308  million  last  year.  Be- 
sides producing  a  9%-to-10%  pretax 
profit,  showing  movies  generates  a  lot 


of  cash.  There  are  no  receivables,  the 
theaters  are  rented  and  the  only  in- 
ventory is  in  the  candy  stand. 

"Because  the  criterion  by  which  we 
select  our  theaters  is  so  strict  [almost 
every  theater  opened  since  the  mid- 
Sixties  has  been  located  in  a  suburban 
shopping  center]  we  couldn't  possibly 
use  all  of  the  cash  flow  generated  and 
reinvest  at  the  same  rate  of  return," 
says  General  Cinema's  Chairman 
Richard  A.  Smith.  The  question  was 
what  to  do  with  all  the  money  the 
theaters  were  throwing  off. 

Smith  took  over  full  responsibility 
for  the  old  General  Drive-in  Corp.  in 
1961,  when  his  father  died.  It  was  a 
time  when  many  companies  were  try- 
ing to  get  into  new  technologies. 
Smith  chose  soda  pop.  His  timing  in 
going  into  soft  drinks  in  1968  was 
brilliant.  Bottlers  were  selling  at  about 
5  or  6  times  earnings,  since  the  soft 
drink  market  was  viewed  as  mature. 
Where  Coke  bottlers  were  reluctant  to 
sell  a  plant  that  had  been  in  the  family 
for  generations,  Pepsi  bottlers,  gener- 
ally first-generation  owners,  did  not 
hesitate  when  offered  a  good  price. 
More  good  timing:  Since  then,  Pepsi 
bottlers  in  general  have  grown  faster 
than  their  Coke  counterparts. 

By  taking  advantage  of  economies 
of  scale  and  the  efficiencies  that  flow 
from  centralized  management,  Gen- 
eral Cinema  soon  created  the  largest 
independent  bottling  operation  in  the 
U.S.  The  company  now  owns  21  bot- 
tling plants  and  31  distribution  cen- 
ters, predominantly  in  the  Midwest 
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Robertshaw  cuts  the 
cost  of  sophisticated 
process  control  with  this 
DCM-1500  stand-alone  controller. 

Heart  of  Robertshaw's  flexible  digital  control  system  for 
industrial  processes  is  the  revolutionary  DCM-1500  con- 
troller. Microprocessor-based.it  provides  automatic,  pre- 
cise control  over  a  single  "loop"  in  continuous  processing. 
Compatible  with  any  computer,  it  can  be  combined  with 
other  Robertshaw  controls  to  provide  centralized  and /or 
distributed  control  for  more  productive  and  cost-effective 
operations. 

Controlling  productivity,  costs  and  energy  usage  are 
prime  goals  in  Robertshaw's  research  and  development  of 
new  products.  Robertshaw  now  makes  and  markets  more 
than  10,000  different  controls  and  control  systems  world- 
wide. For  details  on  process  controls,  write  to  Robertshaw 
Controls  Company,  Dept.  IIMF,  P.O.  Box  26544,  Richmond, 
VA  23261  Or  call  804  /282-5684.  Exports:  call  Robertshaw 
International  Operations,  804/285-4161 . 


CONTROLS  COMPANY 

The  Energy  Control  Company  ® 


• 


THE  1982 
WORLD'S  FAIR 


and  Southeast,  covering  18  million 
people  in  nine  states. 

"Even  in  a  bad  year,  soft  drink  sales 
increase  by  3%,"  Smith  says  with  a 
contented  smile.  "The  demographers 
and  zero-sum  society  people  say  there 
is  a  limit  on  where  soft  drinks  can  go, 
given  the  advancing  age  of  the  popula- 
tion. But  the  Pepsi  generation  has  not 
stopped  drinking  pop.  Soft  drinks  are 
a  staple  of  American  life." 

The  average  American  now  drinks 
39.6  gallons  of  soda  a  year.  That  is 
more  than  coffee  (27.8  gallons)  and 
milk  (21.6  gallons).  In  fact,  according 
to  Beverage  Industry,  a  trade  publica- 
tion, the  only  beverage  Americans 
pour  down  their  throats  more  often  is 
water  (43.4  gallons).  So,  in  1978  Gen- 
eral Cinema  decided  to  bring  out  its 
own  brand  of  soda — Sunkist.  The 
company  pays  Sunkist  Growers  Inc.  a 
royalty  to  use  the  name. 

General  Cinema  distributes  regular 
Sunkist  in  94%  of  the  country,  rhe- 


tor 1 5  years  I've  heard  ca- 
ble is  going  to  put  us  out  of 
business.  It  just  wont  hap- 
pen. I  expect  peaceful  [and 
profitable]  coexistence." 


diet  version  in  66%  and  after  three 
and  a  half  years,  has  obtained  a  2% 
share  in  those  markets,  its  minimum 
goal.  Although  Sunkist  made  money 
for  the  first  time  this  quarter,  it  may 
lose  up  to  $5  million  for  the  year  end- 
ing Oct.  31.  While  Smith  and  Ives 
won't  make  projections,  analysts  ex- 
pect the  brand  will  produce  up  to  a  $3 
million  profit  next  year.  Sunkist's 
lessening  losses  mean  more  profits. 
At  the  three-quarter  mark,  net  in- 
come is  up  35.5%  over  last  year  on 
increased  sales  of  1 1.5%. 

But  what  about  the  movie  houses' 
Will  cable  do  them  in?  "For  15  years  I 
have  heard  cable  is  going  to  put  us  out 
of  business,"  Smith  says.  "It  just  isn't 
going  to  happen.  I  expect  peaceful 
(and  profitable]  coexistence,  for  sever- 
al reasons.  First,  people's  habits  don't 
change  quickly.  You  can  see  that  now. 
In  areas  where  there  has  been  signifi- 
cant cable  development,  there  is  no 
discernible  effect  on  the  movie  busi- 
ness." Then  he  trots  out  some  figures: 
"The  domestic  film  rental  market 
was  $1.3  billion  last  year  and  should 
approach  $2  billion  in  1985.  Let's  say 
by  then  you  have  20  million  homes 
[up  from  the  present  1 1 .32  million] 
that  will  pay  $10  a  month  for  movies, 
which  means  $5  will  go  to  the  film 
producers.  That  comes  to  only  $1.2 
billion  a  year."  His  point  is  movie- 


FORBES,  OCTOBER  12,  1981 


Olivetti's  ET  351. 
Today's  ultimate  electronic  typewriter. 


Olivetti's  new  ET  351  makes  the  competition's  elec- 
tronic typewriters  look  like  lightweights. 

In  fact,  there's  nothing  like  it  in  its  class.  Because  the 
ET  351  offers  more  features  than  any  other  typewriter. 
Plus,  it's  ideal  for  tough  word-processing  tasks.  And,  it's 
programmable  in  BASIC. 

And  what  statistics!  The  new  ET  351  leads  with  three 
kinds  of  memory.  Removable  disks  that  store  up  to  35 
pages  per  disk  for  unlimited  storage  capacity.  A  non- 
volatile memory  for  phrases  and  page  formats.  And  a  64K 
Random  Access  Memory.  Then  it  crosses  with  a  forty- 
character  display.  What's  more,  the  ET  351  is  fast.  Types 
up  to  thirty  characters  per  second.  And,  with  the 
daisy  wheel  printer,  the  finished  product  always 
has  plenty  of  style. 

All  in  all,  Olivetti's  new  ET  351  is  a  technologi- 
cal knockout.  For  more  information  about  the  new 


heavyweight  champion  of  the  word,  just  fill  out  the  cou- 
pon and  mail  to  Olivetti.  We'll  give  you  a  ringside  preview 
of  what  the  competition's  up  against. 


Mail  to:  Olivetti  Corporation, 

155  White  Plains  Road,  Tarrytown,  New  York  10591 


Name  

Company . 
Address  


.Title . 


 1  City. 


.State. 


.Zip. 


□  I'd  like  to  know  more  about  your  ET  351— the 
new  heavyweight  champion  of  the  word.  □  I'd  like 
to  know  more  about  Olivetti's  full  line  of  con- 
tenders: □  ET  121  □  ET  221  □  ET  231 

FB10 


oliwetti 


If  you're  a  tough  customer 


makers  will  still  give  theaters 
first  crack  at  films  rather 
than  jeopardize  those  $2  bil- 
lion in  rentals.  This  may  be 
wishful  thinking,  of  course. 
Who  is  to  say  that  cable  rev- 
enues won't  greatly  exceed 
$1.3  billion  and  snatch  many 
promising  movies  away  from 
the  movie  houses?  As  if  to 
play  safe,  Smith  has  moved 
into  television  himself.  Gen- 
eral  Cinema  owns  a  TV  sta- 
tion, WCIX,  Channel  6  in 
Miami,  and  four  radio  sta- 
tions. These  contributed 
only  3%  of  revenues  last  year 
but  twice  that  high  a  proportion  of 
profits. 

For  now,  however,  Smith's  major 
worry  is  what  to  do  with  the  cash  that 
keeps  accumulating;  the  company 
will  have  more  than  $75  million  on 
hand  when  its  fiscal  year  ends  Oct.  31 


I'tpsi  />ickn/>  outside  a  da/era/  C.iiwma  bottling  jildh 
"The  big  breadwinner." 


and  has  unused  bank  lines  of  $100 
million.  Smith  has  prepared  a  shop- 
ping list. 

"Unlike  what  they  teach  you  at  the 
better  business  schools,  we  don't 
think  we  can  run  every  type  of  busi- 
ness," Smith  says  with  a  gesture  in 


the  general  direction  of  Har- 
vard, a  short  drive  from 
General  Cinema's  Chestnut 
Hill,  Mass.  headquarters. 
"But  we  think  we  under- 
stand the  marketing  of  con- 
sumer services,  broadly  de- 
fined, and  are  convinced 
that  not  all  the  growth  is 
going  to  come  from  new 
technology."  Note  that 
Smith  isn't  buying  cable  sys- 
tems or  leaping  into  comput- 
ers. He  says:  "There  will  be 
growth  from  unique  portions 
of  existing  industries,  and 

  that's  where  we  are  looking 

now."  With  his  sister,  Smith  owns 
25%  of  the  General  Cinema  stock, 
worth  close  to  $100  million.  That 
kind  of  ownership,  in  this  case  at 
least,  has  encouraged  decisions, 
which,  while  unconventional,  have 
been  careful  and  sharp.  ■ 


Government  workers  can  be  fired,  the  Rea- 
gan Administration  is  finding.  The  secret  is 
to  fire  en  masse  instead  of  one  at  a  time. 


Comes  the  RIF 


By  Jerry  Flint 

Over  at  the  Public  Health  Ser- 
vice there  have  been  13,290 
general  notices  but  they  expect 
to  separate  only  6,000.  I  shouldn't  say 
only-,  we  haven't  separated  that  many 
since  God  knows  when,"  says  Regi- 
nald (ones  1 1.,  head  ot  the  RIF  task 
force  at  the  government's  Office  of 
Personnel  Management. 

The  RIF  is  the  Reagan  Administra- 
tion's neutron  bomb  against  the  feder- 
al bureaucracy.  The  initials  stand  for 
Reduction  in  Force,  the  technique  be- 
ing used  to  fire  federal  workers.  The 
employee  is  not  let  go  for  some  fail- 
ing. That  type  of  firing  led  to  the 
complicated  civil  service  appeals  pro- 
cess that  created  the  legend  that  gov- 
ernment employees  couldn't  be 
bounced.  Under  RIF,  employees  are 
let  go  because  their  programs  are 


eliminated  or  reduced.  If  a  program  is 
killed,  out  may  go  the  program  design- 
ers, administrators,  lawyers  and  audi- 
tors connected  to  it,  as  well  as  secre- 
taries and  supply  clerks. 

The  numbers  actually  fired  are  a 
minuscule  percentage  of  the  1.9  mil- 
lion people  on  Washington's  full-time 
payroll  around  the  nation — excluding 
the  542,000  working  for  the  Postal 
Service.  And  the  federal  bureaucracy 
may  not  be  reduced  at  all,  considering 
that  the  Pentagon  is  capable  of  hiring 
taster  than  other  departments  can 
RIF.  In  the  first  six  months  of  this 
year,  for  example,  the  Defense  De- 
partment added  a  full  division,  not  of 
fighter  pilots  or  infantry  men,  but 
some  14,000  programmers,  analysts, 
secretaries  and  the  like.  That  negated 
the  effect  ot  the  hiring  freeze  and  at- 
trition reductions  around  the  remain- 
der of  the  federal  empire. 


Still,  for  the  first  time,  federal  work- 
ers are  beginning  to  learn,  as  auto  and 
steel  workers  and  truck  drivers  have 
learned,  that  a  job  may  not  last  for- 
ever. Washington,  D.C. — often  called 
the  world's  biggest  "company 
town" — is  in  a  panic.  Gloomy  head- 
lines predict  mass  layoffs,  tell  pitiful 
stories  of  dazed  bureaucrats  looking 
for  other  work.  With  the  Administra- 
tion working  on  a  second  round  of 
budget  cuts  for  fiscal  1982,  a  new 
wave  of  RIFs  is  rumored.  Among  the 
particular  targets  mentioned  are  some 
thousands  of  public  relations  workers, 
congressional  liaison  specialists,  pro- 
gram analysts,  equal  employment  op- 
portunity officers,  and  maybe  thou- 
sands at  the  Departments  of  Energy 
and  Education. 

With  RIF,  as  opposed  to  the  civil 
service  appeal  process,  unlucky  em- 
ployees may  only  appeal  on  whether 
"the  regulations  of  the  Office  of  Per- 
sonnel Management  or  the  agency  in- 
volved have  been  properly  applied," 
says  Jones.  Seniority,  veterans'  prefer- 
ence and  a  few  other  factors  deter- 
mine the  unlucky.  A  laid-off  secretary 
in  Washington,  for  example,  may 
not — on  the  basis  of  seniority — take  a 
job  away  from  a  federal  secretary  in 
Detroit,  although,  possibly,  a  high- 
ranking  administrator  might  have 
some  long-distance  bumping  rights. 
But  a  laid-off  lawyer  in  the  Depart- 
ment of  Energy  can't  bump  a  lawyer 
in  the  Department  of  Transportation. 

How  many  actually  have  been  laid 
off  is  a  bit  fuzzy.  In  fiscal  1981,  which 
ended  Sept.  30,  for  example,  some 
9,008  "general  notices"  of  RIF  were 
sent  out  as  of  Sept.  4 — the  latest  date 
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Digitals  computers  are 
changing  the  way  England 
tends  her  soil. 
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All  over  England,  Digital  is 
helping  farmers  get  the  most  out 
of  their  land. 

Our  minicomputers  perform 
chemical  analyses  on  over  60,000 
soil  samples  a  year,  processing  the 
findings  together  with  voluminous 
data  on  weather  patterns,  crops, 
and  commodity  prices.  The 
farmer  gets  a  comprehensive 
breakdown  on  the  status  of  lime, 
phosphorus,  potassium,  magne- 
sium, and  other  minerals  in  the 
soil;  information  vital  to  the  effi- 
cient use  of  fertilizers.  The  results 
can  be  seen  in  the  countryside. 
And  tasted  on  the  dinner  table. 

Digital  is  the  perfect  computer 
company  for  this  job.  We  were 
chosen  for  our  expertise  and  lead- 
ership in  distributed  processing, 
for  the  reliability  of  our  hardware 
and  software,  for  the  flexibility  of 
our  services,  and  for  our  reputation 
as  one  of  the  world's  largest,  most 
respected  computer  companies. 

So  if  your  business  is  breaking 
new  ground,  let  us  help  you  plant 
the  seeds. 

Digital  Equipment  Corporation, 
129  Parker  St.,  Maynard,  MA  01754. 
In  Europe:  12  av.  des  Morgines,  1213 
Petit-Lancy /Geneva.  In  Canada: 
Digital  Equipment  of  Canada,  Ltd. 
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We  change  the  way 
the  world  thinks. 


The  New  York  City  Marathon,  co-sponsored  by  Manufacturers  Hanover 

The  marketplace  demands 
sustained  effort. 


Manufacturers  Hanover  strives 
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inning  a  26.2  mile  marathon 
2S  planning,  positioning,  and  a 
ingness  to  reach  beyond  the  levels 
ordinary  endurance. 

In  very  much  the  same  way, 
nufacturers  Hanover  has  prepared 
the  future.  And  our  planning,  our 
iitioning,  and  our  willingness  to 
:ept  challenges  are  paying  off  in 
umber  of  significant  ways. 


For  example,  Manufacturers 
Hanover  subsidiaries  now  have  more 
offices  nationwide  than  any  other  bank 
holding  company. 

This  extensive  network  provides 
immediate  access  to  large  corporate 
customers  and  middle  market  compan- 
ies all  across  the  land.  Not  simply  to 
serve  their  banking  needs,  but  also  to 
provide  equipment  financing,  mort- 


gage servicing,  factoring— in  fact,  finan- 
cing of  virtually  every  size  and  shape. 

But  the  race  is  a  long  way  from 
being  over.  As  the  future  unfolds,  fluxes 
and  evolves  into  needs  for  new  kinds  of 
financial  relationships,  Manufacturers 
Hanover  will  be  totally  prepared  to 
supply  whatever  the  national— and 
international— marketplace  demands. 
Consider  the  source. 


MANUFACTURERS  HANOVER 
The  financial  sourccWorldwide. 


Member  FDIC 


The  hit  list 

The  table  breaks  down  most  of  the 
2.448  million  permanent,  full-time 
employees  of  the  federal  govern- 
ment into  their  separate  depart- 
ments. It  is  from  this  list  that  the 
Reagan  Administration  hopes  to 
make  reductions  in  force. 

Department  Employees 


Source:  U.S.  government 

for  which  statistics  arc  available. 
Among  the  heaviest  hit  were  the  De- 
partment of  Energy  with  1,000,  and 
the  Community  Services  Administra- 
tion— the  old  poverty  program  that  is 
being  wiped  out — with  about  800.  But 
the  general  notice  is  just  a  warning 
that  a  layoff  is  coming.  For  a  federal 
employee  to  actually  lose  a  job  he  or 
she  must  receive  a  personal  "specific 
notice."  A  total  of  6,753  of  these  were 
sent  out  as  of  Sept.  4  and  they  contin- 
ued going  out  in  the  final  days  of  the 
fiscal  year.  With  the  overlap  between 
general  and  specific  RIF  notices,  (ones 
figured  that  a  total  of  12,000  to  13,000 
separation  notices  will  have  gone  out 
and  that  approximately  5,500  people 
will  have  been  "out  the  door  and  on 
the  street"  by  Sept.  30.  However, 
through  Sept.  4,  the  actual  number  let 
go  around  the  country  was  only  704. 

At  that  rate,  is  the  RIF  program 
getting  any  more  bureaucrats  out  of 
warm  seats  than  the  old,  discredited 
firing-for-cause  approach:  Yes,  an- 
swers Jones.  That  704,  or  the  5,500  it 
seemed  to  be  growing  toward,  does 
not  include  those  who,  seeing  the  ax 
coming,  took  retirement,  found  out- 
side jobs,  or  transferred  within  the 
bureaucracy.  But  it  also  doesn't  in- 
clude those  who  were  RIFed  and  then 
landed  another  federal  job  a  few 
weeks'  later,  a  practice  that  may  be- 
come common  since  they  are  on  a 
preferred  hiring  list.  The  important 
thing  is  that  RIF  is  a  serious  attempt 
to  get  a  net  reduction  in  the  federal 
payroll — and  one  with  some  chance  of 
success.  The  6,000  Jones  expects  to 
see  sent  from  the  Public  Health  Ser- 


vice are  likely  to  be  out  in  fiscal  1982 
and  probably  will  be  one  of  the  largest 
tirings. 

How  cruel  is  the  federal  govern- 
ment when  it  terminates  someone? 
Not  very.  Severance  pay  runs  100%  of 
salary  tor  up  to  one  year,  depending  on 
the  worker's  seniority  and  age.  Laid- 
oft  government  workers  also  are  eligi- 
ble for  local  unemployment  benefits, 


By  Richard  Greene 

In  1974  surgeon  Joseph  Sataloff 
had  a  five-foot-tall  Russian  candle- 
stick appraised  for  $130,000  by 
Sotheby  Parke  Bernet,  the  prestigious 
auction  house.  He  then  donated  the 
candlestick  to  the  Smithsonian, 
claiming  a  tax  deduction  based  on 
that  appraisal.  Much  to  Sataloff 's  sur- 
prise, the  IRS  disallowed  the  deduc- 
tion, arguing  that  the  candlestick  was 
worth  $18,000  at  most.  Undaunted, 
the  surgeon  went  to  yet  another  ap- 
praiser who  coldly  informed  him  that 
"the  piece  does  not  have  any  artistic 
or  historic  significance"  and  was 
worth  under  $3,000. 

Dr.  Sataloff,  heartily  embarrassed 
by  the  whole  affair,  is  now  suing  Soth- 
eby Parke  Bernet  for  $6  million.  Soth- 
eby's is  countersuing  for  $1  million. 

Few  appraisers  ever  get  sued  even 
when  the  IRS  decides  there  have 
been  misappraisals.  But  the  fact  re- 
mains that  mistakes  happen  surpris- 
ingly often  in  the  Byzantine  world 
of  collectibles  appraising,  in  which 
gold  turns  to  dross  at  the  drop  of  an 
estimate. 

With  significant  sums  of  money  at 
stake,  the  pressures  on  appraisers  are 
immense.  When  individuals  in  top  tax 


just  like  those  in  private  industry, 
with  local  agencies  billing  the  federal 
government  for  the  cost.  The  agencies 
are  supposed  to  help  RIF  candidates 
with  their  job  hunts  in  the  bureaucra- 
cy and  the  outside  world,  too.  "Many 
agencies  haven't  ever  had  any  RIFs 
and  have  to  start  from  scratch,"  notes 
[ones.  It's  all  a  new  experience.  Dare 
one  hope  it  might  become  a  trend?  ■ 


brackets  make  donations,  every  addi- 
tional dollar  of  appraised  worth  for 
their  contributions  is  another  50 
cents  in  their  pockets.  For  people  who 
are  inheriting  valuable  items,  every 
additional  dollar  of  taxable  value 
means  another  50  cents  leaving  their 
pockets. 

Right  now  the  urge  to  donate  is 
growing.  After  all,  the  collectibles 
market  hasn't  been  doing  too  well 
lately.  What's  more,  the  Reagan  tax 
package  disallows  inclusions  of  col- 
lectibles in  IRA  and  Keogh  plans.  So, 
there  are  a  fair  number  of  people 
stuck  with  sculptures,  paintings  and 
ladies  with  clocks  in  their  stomachs. 
When  you  can't  unload  an  art  object 
on  a  buyer,  you  can  always  sell  half  of 
it  to  Uncle  Sam — by  donating  the 
item  to  a  museum,  university  or  oth- 
er charitable  organization  and  taking 
a  tax  break. 

But  before  you  make  the  donation, 
you  want  to  make  sure  the  appraised 
value  is  as  high  as  possible.  Says  one 
estate  lawyer  who,  for  obvious  rea- 
sons, didn't  want  to  be  named,  "The 
reality  is  that  you  can  go  out  and  buy 
the  appraisal  you  want.  That's  why 
there  are  so  many  appraisers  out 
there.  There's  always  room  for  a  little 
fudging." 


Defense 

9 1 .5, 1 40 

Postal  Service 

541,999 

Veterans  Administration 

195,937 

Health  £k  Human  Services 

134,913 

Treasury 

104,006 

Agriculture 

83.015 

Transportation 

66,640 

Interior 

52,776 

Justice 

52,694 

General  Services  Admin 

31,238 

Commerce 

28,870 

NASA 

22,252 

State 

22,173 

Labor 

20,774 

All  others 

175,787 

When  you  are  stuck  with  a  brass  lady  with 
a  clock  in  her  stomach,  your  best  friend 
may  turn  out  to  be  your  appraiser 


Appraising 
appraisers 


Taxing  Matters 
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Better  preservation  of  capital.  High  quality  issue.  Competitive  rates  of  return. 


The  tax-free  bond 
that's  also  worry-free 

Adjusting  weekly  to  current  interest  rates, 
Hutton's  innovative  Floating  Rate  Municipal  Bonds  are  now 
the  timely  choice  for  investors  who  currently  own 
CD's,  T-Bills,  or  Money  Market  Funds. 


Traditionally,  municipals  have  been 
favored  by  investors  looking  for 
dependable,  tax-free  income 
with  limited  price  fluctuation.  - 

But  today,  investors  also  I 
have  to  be  concerned  with 
the  effect  that  rapidly 
changing  interest  rates 
have  on  their  investments. 

The  changes  in  the 
prime  rate  tell  the  whole  story. 
It  changed  once  every  6  months  in 
the  1960s.  And  once  a  month  in  the 
1970s.  Now  it  changes  once  a  week. 

The  net  result  is  that  most  tradi 
tional  bonds  are  worth  substantially 
less  today  than  when  purchased. 


PRICE  STABILITY  OF  FLOATERS 
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Recent  dollar  prices  on  a  typical  Hutton  floater 
versus  a  sampling  of  traditional  bonds  on  the 
first  of  each  month.  The  comparative  stability  of 
the  floater  has  been  dramatic. 

How  the  "Floater" 
keeps  your  investment 
from  sinking. 

With  a  floating  rate  municipal  bond 


"belt  and 
suspenders" 
design  offers  the 
best  of  both  worlds. 


things  are  different. 

Every  week  the  interest 
rate  is  "floated"  (i.e.  adjust- 
ed) to  reflect  current 
market  conditions. 
Because  the  changing 
interest  rate  is  set  to 
remain  competitive,  the 

Floaters'    Price  of  the  bonds 
will  tend  to  remain 

about  the  same  as 
when  you  purchased 
them.  For  the  long 
term  investor  it  means  better  capital 
preservation.  For  the  investor  in 
short  term  securities  such  as  C.D.s, 
T-Bills,  Money  iMarket  Funds  and  All- 
Savers,  it  means  competitive  rates 
and  liquidity. 

In  other  words,  the  best  of  both 
worlds. 

A  timely  investment 
for  anyone  in  the  30%  and  above 
tax  bracket. 

Floating  rate  municipals  are  clearly  a 
timely  investment  for  the  80s.  In 
addition  to  all  their  unique  features, 
they  offer  the  same  high  security  you'd 
expect  from  traditional  municipals. 

E.F.  Hutton,  as  the  leading  under- 
writer in  this  new  type  of  investment, 
is  planning  on  offering  more  floaters  in 
the  near  future. 

We  urge  all  high-bracketed  inves- 
tors who  currently  own  C.D.s,  T- 
Bills,  Money  Market  Funds  and  All- 
Saver  accounts  to  seriously  consider 
these  upcoming  issues  as  an  integral 


part  of  their  portfolio. 

For  more  information,  fill  in  the 
coupon  or  simply  call  toll-free,  day  or 
night,  7  days  a  week: 

800-228-2626 

(In  Nebraska  call  800-642-8777) 

Talk  to  E.E  Hutton 
Face  to  face. 


MFBS10121IN40 

□  Please  send  me  more 
informaton  on  E.F. 
Hutton 's  Floating  Rate 
Municipal  Bond. 

□  Please  arrange  for  a 
face-to-face  meeting  with 
an  E.F.  Hutton  Account 
Executive. 


Name 

Address 

City 

State  Zip 

Business  Phone 

Home  Phone 

My  E.F.  Hutton  Account  Number  is: 
□  I  do  not  have  an  E.  F.  Hutton  Account. 

LKFHutton 

E.F.  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 

When  E.  F.  Hutton  talks,  people  listen 

Member  SIPC  j 


WHO  UNDERWRITES 
FIVE  BILLION  DOLLARS 
IN  LIFE  INSURANCE? 

AND  POWERS  THE 
WORLD'S  QUIETEST 
FANJET  AIRLINER? 


Avco  Corporation. 

Avco's  Paul  Revere  Life 
Insurance  Company  ranks 
in  the  top  5%  of  America's 
1 ,800  insurance  firms.  With 
$5.4  billion  in  life  insurance 
in  force,  Paul  Revere  offers 
its  800,000  policyholders 
innovative  quality  products 
and  respected  underwriting 
expertise. 

Avco  Lycoming  Strat- 
ford Division's  turbofan 
engines  make  the  British 
Aerospace  146  fanjet  so 
quiet  it  would  take  six  flying 
in  formation  to  generate  as 
much  noise  as  one  compa- 
rable aircraft.  The  ALF  502 
is  one  of  the  latest  in  Avco's 
impressive  line  of  gas  tur- 
bine engines  which  stretches 
back  to  the  early  turbine- 
powered  helicopters,  and 
now  includes  engines  for 
the  Canadair  "Challenger" 
executive  aircraft  and  the 
Army's  "Abrams"  M1 
main  battle  tank. 

Diversity  by  design. 

Avco  is  a  carefully  struc- 
tured balance  of  business 


interests:  aviation,  aero- 
space, financial  services, 
insurance  and  high  technol- 
ogy for  industry  and  defense. 
In  each  of  its  specially 
selected  markets  at  home 
and  abroad,  it  is  a  recog- 
nized leader.  Softness  in 
any  one  market  is  often 
compensated  by  strength  in 
another.  For  Avco,  this 
power  of  balance 'promises 
steady  growth. 

Looking  beyond  tomorrow. 

In  financial  services,  the 
growing  number  of  people 
entering  their  thirties  sig- 
nals expanding  market 
opportunities  for  personal 
loans,  and  life  and  accident 
and  health  insurance. 

In  aviation,  Avco  is  a 
leading  supplier  of  engines 
for  helicopters,  commuter 
and  general  aviation  air- 
craft. By  1991,  spurred  by 
federal  deregulation  and  by 
the  increasing  importance 
of  small  aircraft  to  the  trans- 
portation systems  of  devel- 
oping countries,  the 
international  fleet  of  general 


aviation  aircraft  alone  will 
have  grown  50%.  For  Avco, 
this  means  flourishing  mar- 
kets for  new  and  replace- 
ment turbine  and  recipro- 
cating engines,  parts  and 
support  systems. 

View  from  the 
half  century  mark. 

These  are  the  signposts  of 
a  corporation  which  entered 
its  second  half  century  in 
the  strongest  financial  con- 
dition in  its  history.  Annual 
revenues  now  exceed 
$2  billion  and  assets  are 
more  than  $6  billion.  Accom- 
plishments such  as  these 
offer  indisputable  proof  that 
Avco  appreciates  the  power 
of  balance.  And  knows  how 
to  use  it. 

Avco  Corporation, 
Greenwich,  Connecticut 
06830. 


CORPORATION 
THE  POWER  OF  BALANCE 
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Taxing  \  latters 


Says  one  estate  lawyer  who, 
for  obvious  reasons,  didn't 
want  to  be  named,  "The  re- 
ality is  that  you  can  go  out 
and  buy  the  appraisal  you 
want.  That's  why  there  are 
so  many  appraisers  out 
there.  There's  always  room 
for  a  little  fudging." 


At  the  moment,  upwards  of  150,000 
people  make  a  living  by  determining 
the  value  of  property.  Of  course,  the 
majority  are  in  real  estate  appraisal — 
an  entirely  different  game.  But  a  sub- 
stantial minority  specialize  in  collec- 
tibles. Of  those  150,000,  only  30,000 
are  members  of  one  of  the  major  stan- 
dard-setting appraisers'  organizations, 
and  only  half  that  number  have  actu- 
ally been  tested  and  certified  as  ap- 
praisers. So,  it's  an  uphill  battle  for 
these  societies  to  keep  the  profession 
clean.  Perhaps  not  surprisingly,  the 
most  failed  section  of  the  tour-part 
appraisers'  test  administered  by  the 
American  Society  of  Appraisers  is  the 
section  on  ethics. 

The  society  argues  that  appraising 
is  a  science,  not  an  art.  "The  numeri- 
cal result  is  objective  and  unrelated  to 
the  desires,  wishes  or  needs  of  the 
client,"  reads  the  society's  code  of 
ethics.  "The  amount  of  this  figure  is 
as  independent  of  what  someone  de- 
sires it  to  be  as  .  .  .  an  accountant's 


statement  of  the  amount  of  net  profits 
on  a  corporation." 

One  of  the  major  controversies  now 
raging  within  the  profession  is  the 
question  of  fees:  Is  it  ethical  to  charge 
on  a  percentage-of-valuation  basis? 
Obviously,  the  interests  of  those  ap- 
praisers who  charge  based  on  the  val- 
ue of  the  item  are  best  served  by  a 
generous  eye.  For  donors  as  well,  of 
course,  such  appraisers  are  just  the 
ticket.  In  contrast,  for  estate  purposes 
people  seek  appraisers  who  charge  on 
a  flat  fee  basis.  It's  all  part  of  the  game. 

But  you  would  have  to  be  pretty 
naive  to  think  that  the  IRS  isn't  going 
to  get  into  the  act.  The  Service  has  set 
up  a  panel  of  art  advisers  to  reappraise 
items — mostly  over  $20,000 — that 
may  have  been  misappraised  the  first 
time.  Some  of  those  are  artworks  in- 
cluded in  income  tax  returns  that  are 
being  audited. 

Some  observers  of  the  panel  have 
criticized  it  for  not  being  hard  enough 
on  appraisals.  The  specter  has  been 


raised  that  the  panel — composed  of 
dealers  and  museum  officials — wants 
to  keep  values  high  for  its  own  inter- 
ests. But  that  doesn't  seem  terribly 
worrisome.  For  one  thing,  great  care 
is  taken  to  make  sure  that  the  panel- 
ists never  vote  on  a  work  of  art  in 
which  they  have  any  kind  of  direct 
interest.  What's  more,  since  the  pan- 
elists aren't  told  whether  an  artwork 
is  part  of  an  estate  or  a  contribution, 
they  would  quickly  be  involved  in  a 
great  deal  of  litigation  from  estate 
lawyers  if  they  continually  reap- 
praised items  upward.  In  any  case,  the 
panel  disallows  approximately  half  of 
all  appraisals  considered — not  a  bad 
batting  average. 

Thomas  Hartnett,  head  of  the  pan- 
el, is  an  expert  in  the  ruses  used  by 
appraisers:  "We  get  a  lithographic 
print  that  we're  told  is  of  a  limited 
edition — number  3  of  20,  say.  But  the 
truth  is  that  there  are  dozens  of  other 
editions  put  out.  We're  dealing  ordi- 
narily with  a  sophisticated  appraiser 
who  weaves  a  trail  that  is  difficult  to 
unravel  and  knows  when  to  remain 
silent. 

"We've  run  across  appraisers,"  he- 
goes  on,  "who  will  refer  to  a  work 
being  in  the  artist's  accepted  standard 
catalog.  But  what  he  doesn't  mention 
is  that  it  was  in  the  back  of  the  book, 
referred  to  as  a  fake." 

Less  presumptuous  is  the  method 
used  for  presenting  the  item  in  the 
first  place.  Since  most  of  these  collec- 
tibles are  shown  to  the  IRS  through 
photographs,  it's  standard  operating 
procedure  to  use  crystal-clear  pictures 
for  donated  items  so  they  can  be  seen 
in  the  most  favorable  light — and  fuzzy 
photos  for  estates. 

You  might  think  that  all  this  funny 
business  would  be  quickly  halted  by 
museums  refusing  to  accept  artworks 
that  seem  to  be  overvalued.  But  this 
is  not  always  the  case.  For  one  thing, 
the  museum  director  frequently 
doesn't  know  what  the  tax  value  of 
the  donation  is.  Moreover,  while 
many  museums  are  increasingly  care- 
ful about  keeping  the  descriptions  of 
donated  art  accurate,  there  is  a  strong 
temptation  for  the  weak-willed.  Says 
Hartnett:  "The  museum  director  has 
an  odd  indirect  benefit  from  overval- 
ued art.  People  who  run  institutions 
basically  establish  their  credibility 
with  boards  of  trustees  by  showing 
how  much  they  have  brought  in  in 
donations.  One  of  the  ways  of  show- 
ing how  much  they  have  brought  in 
is  by  using  inflated  appraisals  of  con- 
tributed artworks.  So,  it  looks  as  if 
it's  to  everybody's  benefit  to  use  high 
figures." 

But  Uncle  Sam  rarely  sits  idly  by. 
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For  roomy  accommodations  at  41,000  feet, 
HOLIDAY  INN  checks  into 
their  "#1  in  people  pleasin!"  Learjet. 


Holiday  Inn  knows  more  than  a  little 
about  comfort. 

That's  why  we  were  delighted  in  1966 
when  they  began  flying  their  first  Learjet. 
Holiday  Inn  now  owns  three  Learjets. 

Their  choice  in  business  jets  for  corporate 
transportation  follows  what  millions  of  travelers 
have  come  to  appreciate  in  Holiday  Inn  hotels: 
excellent  value  for  the  money. 

You  can  spend  more  for  a  room  and  you 


can  spend  more  for  a  business  jet.  But  you 
needn't.  Learjet  has  all  the  stretch-out 
roominess  you'll  want... to  make  every  flight 
a  productive,  enjoyable  experience. 

If  it's  been  a  few  years  since  you  looked 
inside  a  Learjet,  you  have  a  surprise  coming. 
Our  newest  model  35As  are  50  percent 
roomier  inside. 

For  the  complete  inside  story  on  Learjet, 
contact  either  Mackie  Mott,  vice  president 
for  U.S.  sales,  or  John  Benson,  vice  president 
for  international  sales.  They're  "#1  in  people 
pleasin'  ",  too.  Either  can  be  reached  at  (602) 
294-4422.  Gates  Learjet  Corp.,  P.O.  Box  11186, 
Tucson,  Arizona  85734,  U.S.A. 
Telex:  666408. 


Gates  Learjet 

Prepared  for  a  dynamic  decade.  * 


The  way  we  put  it  all  toe 


American  manufacturing  has  long  been  a 
world  leader  in  productivity,  thanks  to  innovation, 
ingenuity  and  sheer  hard  work.  But  inflation  and 
overseas  competition  have  intensified  the  pres- 
sures on  U.S.  industry.  Tb  aid  in  the  fight,  IBM 
offers  tools  that  help  produce  more  and  better 
products. 

For  example,  scores  of  businesses,  from  heavy 
equipment  and  electronics  to  pharmaceuticals  and 
consumer  goods,  use  IBM  programs  known  as 


COPICS  (Communications  Oriented  Productio: 
Information  and  Control  System)  for  forecasting 
requirements  planning,  inventory  managemen 
and  production  planning  and  control.  On  the  fac 
tory  floor,  rugged  IBM  3640  terminals  help  tracl 
materials  for  products  like  aircraft,  automobile 
and  farm  equipment,  as  well  as  monitor  job  com 
pletion  and  hours  expended. 

Another  IBM  offering  called  CAD  AM®  help: 
designers  go  from  concept  to  final  product  in  hour: 


I  CADAM  is  a  registered  trademark  of  the  Lockheed  Corporatioi 


er  is  what  sets  us  apart 


id  days,  instead  of  weeks  and  months.  Engi- 
^ers  can  redesign  products  on  the  screen  of  a 
rminal  and  then  press  a  few  keys  to  update 
indreds  of  related  plans  and  drawings.  CAD  AM 
n  also  convert  a  completed  design  into  programs 
r  numerical  control  of  machine  tools. 

IBM  manufacturing  industry  specialists  can 
;lp  you  plan  and  install  a  broad  range  of  applica- 
ms  with  a  proven  history  of  gains  in  productiv- 
r.  That  kind  of  support  helps  make  the  sum  of  all 


we  offer  something  greater  than  its  parts.  That's 
why  we  say  that  the  way  we  put  it  all  together  is 
what  sets  us  apart.  For  information  write  IBM 
Data  Processing  Division,  Department  68N,  Man- 
ufacturing Marketing,  1133  Westchester  Avenue, 
White  Plains,  NY  10604. 


Data  Processing  Division 


No  matter  where  your  company  calls  home, 
there's  a  Citi  at  your  front  door. 


In  22  regional  markets  across 
the  country  there's  a  Citi  at  your  front 
door. 

A  Citi  that's  ready  to  work  with 
your  local  banks  to  help  you  expand 
across  the  country  or  around  the 
world.  A  Citi  that  can  deliver  money 
center  services  and  expertise  right 
to  your  office. 

Including  an  electronic  banking 
capability  that  can  make  a  big 
difference  in  your  back  office  today. 

If  you're  local  going  national. 

The  Citi  at  your  front  door  has 
more  ways  to  help  you  borrow  money 
for  expansion.  Or  keep  your  business 
moving  through  its  cycle. 

If  you  want  to  do  more  nationally. 

The  Citi's  wide  range  of  electronic 


banking  services  can  help  you 
manage  your  cash  flow  and  give  you 
an  up-to-the-minute  status  report. 

If  you  want  to  expand  overseas. 

The  Citi  can  link  you  with  a 
financial  service  network  that  circles 
the  entire  globe.  And  we  can  advise 
you  concerning  local  customs  as  well 
as  government  and  trade  regulations. 

If  you're  already  overseas. 

The  Citi  at  your  front  door  can 
provide  letters  of  credit,  foreign 
exchange  and  any  other  overseas 
transaction. 

A  local  team,  not  a  phone  number. 

The  local  Citi  is  a  team  of  financial 
experts,  headed  by  senior  Citibankers 
who  can  make  loan  decisions  and 


give  you  answers  on  the  spot. 

The  Citi  at  your  front  door.  Faster, 
more  efficient  service— because  it's 
brought  to  you  by  local  Citibankers 
who  will  know  your  business  and  your 
company. 

For  more  details,  call  your  local 
Citibanker  at  the  number  listed  below. 

C  1981  Citibank.  N  A  Member  FOIC 


There's  a  Citi  at  >our  front  door  in 

22  regional  markets,  including: 

Albany 

(518)454-3400 

Los  Angeles 

(213)621-1765 

Atlanta 

(404)391-8510 

Miami 

(305)  377-6800 

Boston 

(617)  742-0303 

Minneapolis 

(612)339-2100 

Buffalo 

(716  )  849-2585 

New  York 

(212)559-3431 

Chicago 

(312  )  993-3133 

Philadelphia 

(2151  561-4567 

Cleveland 

(216)621-1321 

Rochester 

(716  )  546-3678 

Dallas 

(214)748-8491 

St.  Louis 

(314)231-5850 

Denver 

(303)620-9913 

San  Francisco  (415)954-1033 

Houston 

(713)654-2810 

Seattle 

(206)382-6200 

Iselin.  HI 

C20H  194-600(1 

Syracuse 

(315)  425-6820 

l.'i'i  Island 

(516)681-8800 

White  Plains 

(914)682-1818 

CITIBAN<OCITICORP 

The  Citi  at  your  front  door. 


laxing  \  latters 


"People  who  run  museums 
basically  establish  their 
credibility  with  boards  of 
trustees  by  showing  how 
much  they  have  brought  in 
in  donations.  One  of  the 
ways  of  showing  this  is  by 
using  inflated  appraisals  of 
contributed  works/' 


In  the  Reagan  tax  package  there  is  a 
stipulation  that  is  intended  to  clamp 
down  on  overappraisals,  especially  in 
the  tax  shelter  game:  If  you  have 
held  on  to  an  artwork  for  less  than 
five  years  and  the  IRS  art  panel  con- 
cludes that  it  has  been  overvalued  by 
more  than  150%,  there  are  heavy 
fines  that  could  amount  to  as  much 
as  30%  of  the  deduction  you  were 
trying  to  take.  This  is  clearly  aimed 
at  people  who  are  purchasing 
artworks  exclusively  to  unload  them 
for  a  tax  profit  after  holding  them 
for  only  a  short  time. 

It's  as  if  they  were  trying  to  take 
the  fun  out  of  the  donation  game. 


Keeping  shelters  honest 

T|  he  IRS  and  the  Treasury  De- 
partment are  at  it  again.  They 
are  going  after  abusive  tax  shel- 
ters with  a  vengeance.  A  little-herald- 
ed rules  change  may,  if  it  passes, 
make  such  tax  shelters  a  tough  sell  for 
their  promoters.  How?  By  forcing  th_" 
people  who  certify  these  shelters  to 
play  fair. 


The  Treasury's  new  weapon, 
dubbed  Circular  230,  takes  aim  at  the 
tax  shelter  opinions  that  are  included 
in  the  promoter's  sales  package  and 
generally  certify  that  the  tax  benefits 
offered  are  kosher.  The  IRS  thinks  the 
opinion  is  often  as  worthless  as  the 
shelter  it's  written  on.  "You  see  opin- 
ions that  are  technically  accurate  but 
don't  say  anything,"  says  former  IRS 
Commissioner  Jerome'  Kurtz,  once 
the  demon  of  shelterland.  "They  just 
state  what  the  law  is  and  don't  apply 
it  to  the  case." 

Such  opinions  blithely  disclaim 
any  knowledge  of  the  details  in  a 
particular  shelter  but  certify  that  if 
everything  that  the  promoter  says  is 
true,  the  tax  deductions  are  avail- 
able. Hardly  any  better  is  the  com- 
mon "reasonable  basis  opinion," 
which  says  that  a  case  can  be  made 
for  claiming  certain  tax  benefits  but 


that  if  audited  and  challenged  in 
court  by  the  IRS  the  taxpayer  will 
probably  lose. 

The  proposed  regulations  would 
change  all  that  by  requiring  that  the 
opinion  refer  specifically  to  the  ven- 
ture. And  if  an  opinion  is  rendered  at 
all,  says  Circular  230,  the  lawyers  or 
accountants  who  sign  it  are  going  to 
have  to  certify  that  there's  a  better- 
than-even  chance  the  tax  benefits  will 
hold  up  under  an  IRS  challenge.  Oth- 
erwise, no  opinion  should  be  offered. 
Uncooperative  lawyers  or  accoun- 
tants would  be  barred  from  practicing 
before  the  Treasury. 

"The  opinion  is  given  a  lot  of  weight 
by  investors,"  says  Philip  Wiesner,  a 
partner  in  Peat,  Marwick,  Mitchell's 
national  tax  office.  "They  feel  as  if  it's 
written  and  prepared  by  a  law  firm  or 
an  accounting  firm  and  they're  the 
experts."  So  a  tax  shelter  offering  that, 
under  the  new,  more  stringent  criteria, 
can't  get  a  certifier's  signature  is  going 
to  have  a  rough  time  selling. 

All  this  coincides  with  growing  an- 
ger on  the  part  of  hoodwinked  inves- 
tors. Just  last  spring,  Coopers  &  Ly- 
brand  lost  a  class  action  suit  brought 
by  a  group  of  angry  investors  who 
successfully  charged  that  they  had  re- 
lied on  a  C&L  tax  opinion  letter  when 
they  bought  into  an  oil  and  gas  tax 
shelter.  The  shelter  collapsed,  one 
promoter  went  to  jail  and  investors 
lost  their  promised  tax  deduction — 
which  was  double  their  original  in- 
vestment. The  accounting  firm  is  cur- 
rently trying  to  get  the  Supreme  Court 
to  hear  the  case  on  appeal,  but  what- 
ever the  outcome,  the  indications  are 
clear:  When  a  company  signs  some- 
thing, it  had  better  not  use  disappear- 
ing ink. 

But  don't  think  that  this  move 
would  mean  the  end  of  unscrupulous 
tax  shelters.  "Remember  the  1976  tax 
act?"  asks  Wiesner.  "That  one  was 
supposed  to  wipe  out  shelters.  So  was 
the  1978  act.  They're  going  as  strong 
as  ever.  " — Janet  Bamford 


Death  tax  n 

A few  months  ago  Forbes  report- 
ed the  sad  case  of  Wilbur 
t  Doyle,  who  was  paying  out  all 
his  lumber  company's  earnings  in  life 
insurance  premiums  so  the  company 
could  stay  in  the  family  when  he  died. 
You  might  think  that  with  the  new 
Reagan  tax  package  old  Wilbur  would 
be  relieved  of  any  such  worries  about 
estate  taxes. 

Well,  according  to  Dick  Liddy,  mar- 
keting vice  president  at  Connecticut 
General  Life  Insurance,  Wilbur  and 
hordes  of  people  like  him  should  be 
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Numbers  Game 


cautious  about  canceling  that  insur- 
ance policy.  The  Reagan  tax  package 
helps,  but  plenty  of  pitfalls  remain. 

The  juiciest  plum  in  the  package, 
for  example,  is  the  unlimited  marital 
deduction.  That  means  a  husband 
can  leave  everything  to  his  wife  tax- 
tree;  under  the  old  law,  he  could  leave 
only  $250,000  or  half  the  estate, 
whichever  was  greater.  But  be  care- 
ful, says  Liddy.  Taking  full  advantage 
ot  the  unlimited  marital  deduction 
can  mean  smiles  today  but  tears  to- 
morrow. The  estate  is  probably  grow- 
ing, through  inflation  it  nothing  else. 
With  progressive  tax  brackets,  that 
means  that  when  the  wife  dies,  Un- 
cle Sam  takes  a  bigger  slice  of  a 
bigger  pie.  Says  Charles  Ratner,  a 
Connecticut  General  estate  tax  spe- 
cialist, "Even  with  the  new  $600,000 
standard  exemption  [rising  in  steps 
through  1987  from  the  current 
$175,625],  the  tax  wham  my  on  the 
second  death  could  be  devastating." 

Another  deal  that  is  not  as  good 
as  it  looks  is  the  deferral  ot 
i  estate  taxes  tor  up  to  15 
years  on  the  business  portion  ot  the 
estate.  If,  say,  40%  of  your  estate  is 
a  family  business,  you  can  deter 
40%  of  your  estate  taxes.  The  ride 
isn't  tree,  however — you  have  to  pay 
interest  on  the  deterred  taxes  from 
day  one.  Starting  in  1987,  the  inter- 
est on  taxes  from  the  first  $1  mil- 
lion ot  the  estate  (which  is  really 
$400,000  after  the  standard  exemp- 
tion) will  be  4%.  The  interest  on 
the  taxes  on  the  remaining  value  ot 
the  estate  will  be  at  the  prime  rate. 
Not  only  that,  but  you  have  to  start 
paying  down  principal  after  the  first 
five  years.  So  it's  not  really  a  defer- 
ral— it's  more  like  revolving  credit. 

One  ot  the  biggest  problems  in  the 
tax  package  is  that  it  does  not  make 
any  provision  for  inflation.  "The  tax 
bill  created  the  appearance  of  a  large 
number  of  people  who  will  escape 
estate  taxes,"  says  Liddy.  "But  that 
won't  necessarily  be  true  by  the  time 
they  die."  Under  the  new  tax  law,  a 
married  couple  could  ultimately  leave 
$1.2  million  tax-free  to  their  chil- 
dren, and  Congress  estimates  that 
only  0.3%  of  all  estates  are  now  worth 
more  than  that.  On  the  other  hand,  an 
estate  that  is  showing  a  return  of  12% 
will  double  in  value  in  just  seven 
years.  So  a  person  with  a  net  worth  of, 
say,  $800,000  who  lives  past  1987 
could  easily  leave  his  heirs  back  in  the 
same  old  boat — being  forced  to  sell  off 
part  of  the  estate  to  pay  taxes.  Says 
Liddy,  "The  estate  tax  limit  was  last 
changed  in  1976,  and  here  we  are  just 
five  years  later  having  to  raise  it 
again." — Jane  Carmichael 


Baldwin- United  s .  bid  for  Sperry  &  Hutch- 
inson may  be  less  generous  than  it  seems. 
As  the  IRS  notes,  Sperry'  profits  each  time 
someone  throws  away  its  Green  Stamps. 

This  year, 
next  year . . . 


By  Eamonn  Fingleton 


Baldwin-United,  the  $2.6  bil- 
lion (assets)  financial  services 
group,  may  have  a  reputation 
tor  shrewdness — but  eyebrows  were 
raised  last  fanuary  when  it  bid  $36  a 
share  for  Sperry  &  Hutchinson,  the 
Creep  Stamp  company. 

Analysts  said  the  price  was  too  high 
for  a  company  that  had  earned  a  mere 
$1.40  per  share  for  the  most  recently 
reported  nine  months. 

But  don't  assume  Baldwin-United 
has  gone  daft.  The  deal  makes  more 
sense  if  you  look  at  Sperry's  balance 
sheet.  The  company  is  sitting  on  a 
mountain  of  money  held  in  reserve  to 
redeem  stamps  already  issued  hut  not 
yet  cashed  in.  How  many  ot  these 
stamps  will  ultimately  be  redeemed-" 
Nobody  knows  for  sure.  But  Sperry 
has  made  some  assumptions  in  draw  - 
ing  up  its  financial  statements,  and  at 
last  count  it  had  stashed  away  no  less 
than  $308  million  to  match  unre- 
deemed stamps.  That's  more  than  last 
year's  stamp  sales.  It's  one-third  more 
than  the  company's  total  stock- 
holders' equity  of  $231  million. 

What's  more,  to  the  extent  that  the 
company  has  overestimated  the  need 
tor  that  reserve— setting  aside  cash 
for  Green  Stamps  that  have  been 
thrown  into  the  garbage — some  of 
that  cash  is  clearly  equity  in  all  but 
name.  If,  for  instance,  one-third  of  the 
reserve  fund  never  gets  used,  the  hid- 
den treasure  works  out  at  nearly  $  1 1  a 
share.  That  throws  a  new  light  on  the 
current  hook  value  per  share  of  $25. 

Morley  Thompson,  Baldwin-Unit- 
ed's  dynamic  chief  executive,  staunch- 
ly maintains  that  the  reserve  fund  ac- 
counting had  nothing  to  do  with  the 


Edited  By  Richard  ( Hreene 

bid.  He  says  that  the  attraction  is 
simply  the  temporary  use  of  the  float 
money,  which  under  SiikH  manage- 
ment was  invested  in  troubled  furni- 
ture and  carpeting  businesses.  SnH 
has  been  selling  these  and  expects 
them  to  bring  more  than  $100  million 
that  w  ill  be  invested  in  areas  Baldwin 
understands. 

The  strongest  evidence  that  the  re- 
serve is  higher  than  needed  is  a  sig- 
nificant— but  almost  unnoticed — ac- 
counting change  announced  in  the 
1979  annual  report.  Traditionally,  in 
calculating  the  reserve,  Sperry  as- 
sumed that  95%  of  all  stamps  issued 
each  year  would  eventually  have  to  be 
redeemed.  But  from  1979  on  Sperry 
has  been  topping  oft  the  reserve  fund 
with  only  90%  of  sales.  The  immedi- 
ate effect  of  this  was  to  boost  profits 
before  taxes  bv  more  than  S10  mil- 
lion— and  taxes  by  $5  million.  This  is 
because  the  extra  5%  of  stamps  now 
assumed  to  be  lost  forever  goes 
straight  through  as  pure  profit. 

In  answer  to  Forbes'  inquiries, 
Sperry  at  first  said  that  the  change 
was  forced  on  the  company  by  the 
Internal  Revenue  Service,  which  had 
been  arguing  for  years  that  too  much 
of  what  was  really  profit  was  going 
into  the  redemption  reserve. 

According  to  William  Penwcll, 
Sperry's  senior  vice  president  for 
stamps,  the  IRS  first  began  to  get 
twitchy  in  the  mid-1970s  when  it  no- 
ticed a  big  slowdown  in  the  redemp- 
tion rate.  "Where  we  arc  now  is  a 
compromise  between  what  the  IRS 
wanted  and  our  contention  that  the 
stamps  will  be  redeemed  at  some  time 
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OKfflODONTIC  INSURANCE. 

IPS  A  LOT  MORE 
KID  STUFE 


Certainly,  more  braces  go  into 
lage  mouths  than  any  others. 
,  the  extent  of  orthodontic 
itment  today  reaches  much  farther 
n  that. 

It  touches  adults  of  all  ages.  And. 
purpose  frequently  is  to  shape 
health  of  the  mouth,  not  just  the 
le. 

Improperly  spaced  or  crooked 
th  or  misaligned  jaws  can  form  the 
is  for  deteriorative  conditions. 
?se  conditions  can  result  in 
blems  in  chewing,  breathing  or 
aking  — even  tooth  loss  or  chronic 
n.  And.  unfortunately,  they 
quently  hide  behind  an  acceptable 
le,  going  untreated  until  the  problem 
rsens. 

Government  studies  show  that  one 
of  four  Americans  carries  a 
cntially  serious  problem.  Add  this 
ler  staggering  number  to  the 
usands  of  adults  wearing  or 
isidering  braces.  It  becomes 
dily  apparent  that  orthodontic 
jrance  is,  indeed,  far  more  than 
stuff. 


Starting  with  the  right  advice. 

We.  at  the  American  Association 
of  Orthodontists,  have  a  solid  track 
record  in  counseling  companies  either 
seeking  guidance  on  orthodontic 
insurance  or  wishing  to  check  the 
relative  qualities  of  insurance  in 
effect. 

Our  insurance  advisory  service 
offers  you  an  unbiased  resource,  one 
that  will  balance  an  extensive 
knowledge  of  proper  service  benefits 
with  cost  efficiencies. 

We'd  be  happy  to  furnish  you  with 
comments  from  major  companies  in 
regard  to  the  impact  of  orthodontic 
insurance  on  their  employees  and  the 
satisfaction  they've  received  dealing 
with  our  advisory  service. 

The  costs  are  comfortable. 

Family  coverage  under  an 
orthodontic  rider  can  cost  as  little  as 
$2.17  per  month,  for  a  $1,000  benefit. 
Adults  can  be  added  to  this  same  plan 
for  approximately  33C  a  month  per 
adult.  Quite  modest  compared  to  many 
health  insurance  premiums. 


We'd  like  to  send  you  more 
information  or  contact  you  personally. 
When  you  understand  the  dimension 
of  orthodontic  need,  you'll  see  how 
important  its  coverage  can  be  in  your 
employee  benefit  package. 

i  1 

American  Association  of  Orthodontists  j 
460  North  Lindbergh  Blvd. 
St.  Louis,  MO  63141 

| — |  Please  send  me  your  free  booklet 


□ 


on  orthodontic  insurance 

Please  contact  me  about  the  AAO 
Insurance  advisory  service 


NAME 


TITLE 


COMPANY  OR  ORGANIZATION 


ADDRESS 


CITY 


STATE 


ZIP 


TELEPHONE  NUMBER 

American  Association  of 
Orthodontists 


In  cooperation 
with  The 

Canadian  Association 
ot  Orthodontists 


Numbers  Game 

in  the  future,"  he  said.  "The  IRS' origi- 
nal position  was  that  the  stamps  were 
lost  or  destroyed,  and  that  we  should 
reserve  at  the  rate  of  90%  retroactive 
to  when  we  entered  the  husiness  in 
1896.  That  would  have  taken  a  huge 
sum  of  money  oUt  of  the  redemption 
reserve.  We  successfully  defended  the 
position  that  if  we  were  to  make  a 
change  we  should  start  in  1979  and 
reflect  the  90%  redemption  position 
from  that  point  onward."  Penwell  ad- 
mitted that  the  redemption  rate  began 
falling  in  1974  from  the  traditional 
95%  rate  to  about  90% . 

Sperry,  however,  later  changed  its 
story.  The  company  altered  the  stamp 
reserve  policy  of  its  own  accord,  ac- 
cording to  Executive  Vice  President 
James  Kelly.  "It  has  nothing  to  do 
with  the  IRS,"  he  said.  "Our  redemp- 
tions have  not  been  as  strong  as  they 
were  before  the  oil  embargo,  and  we 
lust  figured  we  ought  to  start  ac- 
knowledging that." 

Surely  Sperry  was  overproviding  for 
redemptions  for  most  of  the  1970s — 
and  profits  were  accordingly  under- 
stated- With  the  IRS  still  breathing 
down  its  neck,  the  company  won't  be 
trapped  into  practically  admitting 
that  Sperry  has  been  underpaying  its 
taxes.  It  clings  to  the  position  that 
though  many  stamps  issued  in  the 
1970s  have  not  yet  been  cashed,  they 
will  be — one  day. 

Meanwhile,  despite  the  1979  ac- 
counting shift,  Sperry's  redemption 
reserve  has  continued  to  wax  embar- 
rassingly fat.  Even  with  relatively  flat 
stamp  sales,  the  reserve  has  risen  over 
8%  since  1978.  This  suggests  that 
Sperry's  redemptions  have — tempo- 
rarily at  least — dipped  well  below 
even  the  90%  level. 

Another  straw  in  the  wind  is  the 
experience  of  the  British  Green 
Shield  Trading  Stamp  Co.,  which  op- 
erates a  similar  business  and  has 
never  had  a  stamp  reserve  fund  of 
much  more  than  half  of  annual  sales. 
It  operates  on  a  95%  provision  basis 
but,  founded  in  the  1950s,  it  has  not 
had  as  much  time  as  Sperry  to  stash 
away  hidden  treasure.  An  examina- 
tion of  its  balance  sheet  indicates 
that  even  its  provision  looks  more 
than  adequate. 

The  decline  in  the  number  of 
stamps  being  redeemed  reflects,  Pen- 
well  says,  Sperry's  contraction  during 
the  1970s,  when  gas  stations  stopped 
giving  stamps  and  many  supermar- 
kets switched  to  cutting  prices  as  a 
way  of  drumming  up  sales.  "In  mar- 
kets where  we  lost  a  major  account, 


books  of  stamps  were  not  redeemed 
because  shoppers  could  not  make  up 
enough  of  them  to  buy  the  gift  they 
were  saving  for,"  he  says.  "It  does  not 
follow  that  the  books  are  destroyed  or 
that  they  will  never  be  redeemed.  It 
just  means  that  at  the  present  time 
they  have  not  been  redeemed,  so  our 
redemption  rate  has  fallen. 

"In  the  1970s  we  went  from  a  35% 
penetration  of  the  food  business  to 
8%.  But  when  we  cycle  back  to  20% 
or  30%  again,  as  we  expect  to,  those 
books  will  come  out  of  drawers  and  be 
redeemed.  When  we  go  back  into  a 
market  after  being  out  of  it  for  some 
time,  the  redemption  rate  soars.  This 
happened  recently  in  New  York, 
where  Shopwell  Food  Stores  has  start- 
ed giving  stamps.  Some  of  the  stamps 
being  redeemed  in  New  York  now 
have  serial  numbers  going  back  10  or 
12  years." 

So  Sperry  needs  the  cash  against  the 
day  when  it  reenters  old  markets  and 
millions  of  shoppers  pluck  their 
Green  Stamps  out  of  desk  drawers. 
But  maybe  Baldwin-United  has  a  dif- 
ferent idea  of  the  future.  There's  a 
pretty  prize  to  be  had  if  those  stamps 
stay  in  the  bottom  drawer. 


How  now, 
HoJo? 

When  Britain's  $9.5  billion  (sales) 
Imperial  Group  paid  $630  million, 
or  18  times  earnings,  for  the  anemic 
Howard  Johnson  hotel  and  restau- 
rant chain  two  years  ago,  Wall 
Street  laughed.  That's  another  over- 
priced   lemon    unloaded  overseas, 


they  said.  Now,  with  the  chain's 
profits  tTefore  tax  down  from  $61 
million  in  1979  to  an  estimated  $45 
million  at  best,  it  looks  as  if  those 
critics  were  right. 

Look  a  bit  closer,  however,  and  Im- 
perial seems  far  less  gullible.  There's  a 
neat  tax  angle  in  this  acquisition  that 
helps  greatly  to  ease  the  pain  of  de- 
clining earnings.  Add  to  that  a  favor- 
able exchange  rate,  which  turns  every 


dollar  of  HoJo  earnings  into  dollars 
worth  20%  more  than  at  the  time  of 
the  deal,  and  you  have  a  more  appetiz- 
ing proposition. 

The  tax  angle  is  simplicity  itself. 
Hojo's  assets  were  valued  very  conser- 
vatively on  the  American  balance- 
sheets.  So,  when  the  takeover  was 
completed,  Imperial  wrote  the  assets 
up  by  $200  million  to  reflect  the  hand- 
some price  paid  for  them.  The  depre- 
ciation charges  soared. 

Imperial's  Scottish-born  finance  di- 
rector, Jim  McKinnon,  refuses  to  dis- 
close what  depreciation  rate  he  is  us- 
ing, but  even  if  you  take  a  conserva- 
tive 10%  straight  line  rate,  that  gives 
you  $20  million  in  additional  depreci- 
ation deductions.  At  the  usual  46% 
corporate  tax  rate,  you  have  tax  sav- 
ings of  $9  million. 

But  if  you  charge  more  depreci- 
ation, that  cuts  not  only  your  tax  but 
your  earnings,  right?  Not  necessarily, 
in  the  double-think  world  of  tax  ac- 
counting. The  actual  depreciation 
charge  used  in  figuring  reported  earn- 
ings is  much  lower  than  the  fancy 
figure  used  for  tax  calculations.  That's 
because  the  IRS  allows  companies  to 
depreciate  assets  faster  than  the  man- 
agement really  thinks  is  appropriate. 
According  to  London  analysts,  Hojo's 
actual  depreciation  charge  has  risen 
by  less  than  $8  million.  Add  in  the 
better  than  $9  million  tax  offset  and 
you  get  at  least  $  1  million  more  on  the 
bottom  line.  It's  called  having  your 
cake  and  eating  it,  too. 

So  Imperial  will  wind  up  paying 
very  little  tax  other  than  a  few  per- 
centage points  of  state  taxes  on  its 
HoJo  profits  this  year.  That  compares 
with  the  $27  million  tax  bill  HoJo 
paid  in  its  last  year  as  an  independent 
business. 

Isn't  it  odd  that  while  a  business  is 
owned  by  its  original  American  stock- 
holders it  is  clobbered  for  taxes,  but 
immediately  after  it  is  taken  over,  in 
this  case  by  foreign  interests,  it  es- 
capes scot-free? 

Perhaps.  But  it's  an  anomaly  that 
upsets  few  accountants.  For  example, 
Lawrence  Horwitz,  national  tax  de- 
partment manager  at  Main  Hurdman, 
says:  "The  whole  thing  is  implicit  in 
our  historical  cost  concept." 

Mercifully  for  the  IRS,  the  HoJo  deal 
came  too  soon  to  benefit  from  the 
faster  depreciation  allowed  under 
President  Reagan's  tax  strategy.  Many 
experts  believe  that  tax-minded  take- 
overs will  become  even  more  fashion- 
able under  the  new  regime. 

Says  Horwitz:  "Tax  will  tip  the  bal- 
ance in  many  cases.  Maybe  President 
Reagan  figures  that  takeovers  will 
reindustnalize  the  U.S."  ■ 
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For  the  Ultimate  Building  Site 
in  Houston* 

The  Place  is  Here.  The  Time  is  Now. 


It  the  burgeoning  Northbelt  area  is  your  part  of 
Houston,  then  Northgreen  Park  is  the  ultimate 
building  site  tor  your  orifice  building,  corporate 
headquarters/distribution  facility,  hotel,  motel, 
restaurant  or  shopping  center.  Because  Northgreen 
Park  offers: 

Location;  surroundings  •  Midway  between  1-45 
and  US-59,  just  5  minutes  from  Houston  Intercon- 
tinental Airport.  Close  to  Greenspoint  Mall,  North 
Point,  and  to  such  fine  residential  communities 
as  Champions,  Greenwood  Forest,  The  Woodlands 
and  King  wood. 

Access  •  A  critical  segment  of  what  will  be  the 
Beltway  8  freeway  system  encircling  Houston, 
Northbelt  today  is  the  crucial  link  between  1-45, 
US-59  and  Houston  Intercontinental  Airport. 
Many  of  Northgreen  Park's  available  building  sites 
front  on  Northbelt's  eastbound  feeder.  Aldine- 
Westfield  Road  —  a  major  north/south  thorough- 
fare—  is  the  Park's  eastern  boundary. 
Controlled  Environment  •  Free  of  the  overhead 
electrical  transmission  lines  evident  on  the  north 
side  of  Northbelt,  Northgreen  Park  also  offers  the 


esthetic  assurances  of  covenants  prescribing  high 
architectural  and  landscape  standards. 
Reasonable  Cost  •  The  65-acre  Northgreen  Park 
off  ers  building  sites  from  3  to  24  acres,  all  favor- 
ably priced  tor  a  quality,  professionally-developed 
business  park. 


I  Sold 


Northgreen  Park 


A  development  of  Northgreen  Park  Corporation  An  exclusive  offering  of  Glanville-Mabray,  Inc. 
One  Greenway  Plaza  Drive,  Suite  3 16,  Houston  77046 
713/622-81 55  Telex:  791478  TWX:  910-8812-71  3 
For  information:  James  H.  Glanville 


Individual  Member 


CITY  OF  TOMORROW 


W  AN  ERA  OF  SHRINKING  EXPECTATIONS. 

THE  AMERICAN  DREAM  IS  ALIVE  AND  THRIVING  IN  HOUSTON, 

A  CITY  SKYROCKETING  ITS  WAY  TO  THE  TWENTY  FIRST  CENTURY. 


The  fastest  growing  U.S.  city, 
i  Houston  is  the  new  neighbor  to  the 
i  )ig  leagues  that  has  tongues  wagging 
i  or  its  frankly  pro-growth,  probusi- 
[•:iess  attitude. 

It's  hard  to  argue  with  success. 
Houston's  phenomenal  growth 
Is  shooting  it  right  over  the  top  of  the 
S  :harts.  By  year's  end,  guesses  are 
i  hat  a  nose-count  probably  will  show 
lit  nudging  Philadelphia  out  of  fourth 
iDlace  in  population.  No  other  metro- 
politan area  can  lay  claim  to  nearly  a 
[million  new  residents  in  the  past  dec- 
ide, bringing  the  last  census  total  to 
>.9  million  residents.  Roughly  half 
ij)f  that  population  lives  within  the 
(Houston  city  limits,  an  area  twice  the 
size  of  New  York  City. 

The  stream  of  U-Hauls  and  mov- 
.  ng  vans  pours  endlessly  into  the 
l  ::ity,  bringing  with  it  a  largely  frost- 
bitten population  in  search  of  the 
*ood  life.  As  far  as  Houston's  corpo- 
rate community  is  concerned,  this 
I  miny  new  city  has  something  for 
Everyone,  including  the  more  than 
100  U.S.  companies  that  have  moved 
leadquarters  or  divisional  operations 
here  since  1970. 

Most  of  all,  Houston  has  jobs. 
|t  is  the  largest  employment  center 
in  the  Sunbelt  with  a  jobless  rate  at 
east  one  third  below  the  national 
werage.  Even  during  the  downturns 
)f  the  Seventies,  unemployment  nev- 
kv  hit  5%,  generally  considered  by 
economists  as  "full  employment." 
The  number  of  jobs  and  jobseekers 
::hus  far  are  matching  stride.  In  the 
bast  year,  both  the  labor  market  and 
:he  employment  rate  have  grown 
7.5%. 

Economic  diversity  is  the  tonic 
:hat  makes  Houston  so  robust.  The 
acknowledged  energy  capital  of 
:he  world,  it  also  is  a  major  center 
|for  petroleum  technology.  And  for 
:hemicals  and  petrochemicals,  steel 

.  


manufacturing,  agriculture,  trade, 
finance,  construction,  retailing, 
engineering,  medical  research  and 
treatment  and  aerospace,  all  pointing 
it  toward  being  an  international  city, 
by  any  definition. 

Foreign  businesses,  consulates, 
trade  offices  and  banks  grow  in  num- 
ber. The  latest  survey  projects  more 
than  550  foreign  operations.  The 
families  they  bring,  along  with  the  in- 
flux of  Americans,  is  making  the  city 
truly  a  melting  pot.  School  district 
administrators,  in  fact,  have  disco- 
vered a  population  resembling  the 
United  Nations. 

WHY  THEY  KEEP  COMING 

Corporate  leaders  sing  Hous- 
ton's praises  for  its  probusiness  ethic. 
There  are  no  zoning  regulations,  no 
personal  or  corporate  income  taxes. 
Although  there  are  shortages  in  some 
skilled  categories,  labor  remains 
relatively  cheap,  and  union  member- 
ship is  not  compulsory  in  right-to- 
work  Texas.  The  cost  of  doing  busi- 
ness would  warm  Scrooge's  heart, 
and  special  interests  are  respected. 

Corporations  making  the  move 
to  Houston  find  fast  repayment. 
Shell  Oil  Company  recouped  the  re- 
location of  nearly  3,000  employees  in 
its  corporate  headquarters  transfer 
from  New  York  in  less  than  three 
years  through  reduced  operat- 
ing costs. 

Medical/health  and  architectur- 
al/engineering services  now  are 
the  most  rapidly  expanding  part  of 
the  economy,  growing  at  double  the 
national  rate.  Despite  the  presence  of 
the  $5  billion  industrial  complex  lin- 
ing the  Houston  Ship  Channel  and 
dispersed  throughout  the  region, 
only  one  job  in  six  is  in  manufactur- 
ing, well  below  the  national  average 
of  22% .  No  Detroit  for  Houston. 

Familiar  sights  at  the  port  of 


Houston  today  are  freighters  taking 
on  a  cargo  of  wheat  berthed  next  to 
tankers  disgorging  crude  petroleum 
for  processing  in  the  nation's  largest 
refining  center.  Among  an  increasing 
list  of  Houston  superlatives,  the  port 
now  is  the  country's  busiest  in  for- 
eign trade.  US  reliance  on  foreign 
markets  for  40%  of  its  petroleum 
crude  makes  that  the  top  import 
commodity.  For  the  first  time  in  sev- 
eral years,  an  OPEC  country  was 
bumped  out  of  the  principal-trading- 
partner  status  at  the  port  this  year 
by  Mexico,  an  upstart  in  the  oil  and 
gas  industry.  Expectations  are  that 
more  US  tankers  soon  will  be  deliv- 
ering a  substantial  part  of  new  US 
crude  to  Houston's  refining  complex. 

HOME  SWEET  HOME  FOR 
THE  ENERGY  INDUSTRY 

The  brighter  outlook  for  domes- 
tic exploration,  along  with  develop- 


TURNING  ENGINEERS  INTO  BANKERS 


IT'S  PART  OF  WHAT  MAKES  FIRST  CITY  THE  LEADING 
ENERGY  BANK  IN  THE  WORLD'S  ENERGY  CAPITAL. 


When  you  deal  with  First 
City  National  Bank's  Ener- 
gy Department,  you  deal 
with  people  who  have  had 
hands-on  experience  in  the 
petroleum  industry. 

That's  because  we  be- 
lieve in  taking  petroleum 
engineers  with  oil  company 
backgrounds  and  turning 
them  into  bankers.  Bankers 
who  have  a  knowledge  of 
your  business,  and  who 


are  technically  proficient 
in  complex  oil  and  gas 
reserve  situations. 

For  over  50  years  First 
City  has  been  building  on 
this  tradition  of  technical 
expertise,  and  we  will 
continue  to  maintain  that 
tradition  in  the  future. 
Because  it  is  our  belief  in 
the  value  of  technical  com- 
petence and  engineering 
capability  that  has  helped 


us  become  a  leader  in  the  • 
energy-lending  business. 

First  City  National  Bank 
is  also  the  largest  financial 
institution  in  Houston,  the 
world's  energy  capital.  And 
the  fact  that  we  hold  the 
iargest  oil  and  gas  portfolio 
of  any  bank  in  the  city  re- 
flects our  commitment 
to  the  petroleum  industry 
and  our  recognition  of  its 
importance. 


In  short,  First  City's 
dominance  in  this  energy 
capital  gives  us  an  incredible 
financial  stronghold.  When 
you  couple  that  with  the 
advantage  of  bankers  who 
have  come  out  of  the  energy 
business,  why  do  business 
anywhere  else? 

PlRSTClTY 

First  City  National  Bank  of  Houston 


MEMBER  FDICCI981  FCBOT 


nent  of  alternative  energy  sources, 
\as  Houston  humming.  The  Admin- 
stration's  proposal  to  release  federal 
ands  for  exploration  already  has  the 
(4  major  oil  companies  based  there 
?oised  for  a  hammer  throw.  More 
han  one-half  of  the  oil  and  gas  yet 
o  be  found  lies  under  federal  lands, 
nainly  in  Alaska. 

"Reagan  is  following  through 
m  the  view  that  expanding  supply 
should  be  the  main  leg  of  any  ener- 
gy program  in  this  country,"  says 
ohn  F.  Bookout,  president  of  Shell 
Dil.  "This  is  the  most  important 
hing  to  come  along  in  the  past 
seven  or  eight  years." 

With  the  mammoth  Gulf  Coast 
efining  complex  already  in  place, 
Jookout  believes  the  Houston  region 
vill  share  the  rewards.  Moderniza- 
ion  and  expansion  will  be  requisite 
o  handle  heavy,  high  sulfur  crude 
hat  demands  special  equipment  and 
processing.  This  bodes  well  for  the 
idjacent  chemical  industry,  which 
predictably  will  benefit. 

For  the  foreseeable  future, 
3ookout  assures  that  energy  oppor- 
unities  will  abound  in  Houston. 
'You  can  stand  on  the  corner  of 
.amar  and  Louisiana  (downtown) 
vith  a  fistful  of  money  and  find  all 
)f  the  technology  you  need  to  get 
nto  the  oil  and  gas  business,"  he 
says.  "And  if  you  don't  have  the 
noney,  in  the  same  five  blocks  you 
:an  get  all  you  need  from  the  finan- 
:ial  institutions." 

BIG  TOWN,  BIG 
BUSINESS,  BIG  BANKS 

Banking  is  big  business  in  Hous- 
:on  and  in  Texas.  Because  state  law 
does  not  permit  branch  banking, 
Dank  holding  companies  have  formed 
:o  take  the  smaller  regional  banks 
nto  their  folds.  First  City  Bancor- 
poration  and  Texas  Commerce  Banc- 
shares  dominate  Houston's  banking 
activity,  backstopped  by  the  fiercely- 
competitive  Dallas-based  First  Inter- 
national Bancshares  and  Republic  of 
Texas  Corporation.  Dallas  banks 
flourish  in  Houston  and  Houston 
banks — about  30  of  them  — 
flourish  in  Dallas. 


The  bank  companies  owe  their 
existence  primarily  to  energy  indus- 
try lending  and  actually  welcome  the 
rush  of  foreign  banks  and  US  bank- 
ing operations  into  the  Southwest. 
With  their  arrival,  Houston  banks 
have  been  able  to  get  enough  lever- 
age, through  influence  and  trading 
favors,  to  retain  a  lot  of  the  business 
they  traditionally  lost  to  the  money 
center  banks.  Negotiating  with  for- 
eign banks  also  has  plugged  them 
into  the  world  capital  markets  and 
to  a  network  of  international  bank- 
ing offices. 

Currently;  there  are  more  than 
50  foreign  banks,  four  loans  produc- 
tion companies  from  the  East  ana 
West  Coasts,  and  14  Edge  Act  banks 
(non-Houston  headquartered  US 
banks  trading  only  in  international 
business  by  law). 

Foreign  bankers  are  ebullient 
about  the  city,  given  the  level  of 
trade  through  the  port.  More  impor- 
tant is  the  activity  of  international 
engineering  and  construction  firms 
headquartered  there.  Companies 
such  as  Bechtel  and  Fluor,  Pullman- 
Kellogg  and  Brown  &  Root  are  put- 
ting together  the  big  international 
construction  packages. 

Texas  banks  are  getting  in  on 
the  action  around  the  world.  The 
Mideast  and  the  North  Sea  especial- 
ly have  profited  from  their  oil  exper- 
tise. They  all  have  foreign  offices, 
and  First  City  has  the  distinction  of 
being  the  first  US  bank  to  establish  a 
correspondent  relationship  with  the 
Bank  of  China. 

With  $9.2  billion  in  deposits  and 
48  member  banks,  First  City  Bancor- 
poration  of  Texas  ranks  as  the  larg- 
est Houston-based  bank  holding 
company  and  21st  nationally.  Its 
growth  record  over  recent  years  is 
strong  testament  to  the  vibrant  local 
economy. 

As  an  instance,  in  the  last  5 
years  income  before  securities  trans- 
actions has  risen  at  a  compound  an- 
nual rate  of  21.7%  and  was  up  28% 
in  1980  alone.  In  perhaps  the  most- 
watched  category  in  the  industry,  re- 
turn on  average  assets,  First  City 
Bancorporation  last  year  reached 


.98%,  a  level  fully  27  basis  points 
above  the  .71%  of  5  years  earlier.  For 
the  sake  of  comparison,  the  nation's 
25  largest  banking  companies  earned 
an  average  of  .66%  on  assets. 

One  of  First  City  Bancorpora- 
tion's  most  successful  arenas  has 
been  to  grease  the  financial  skids  of 
Houston's  dominant  industrial  sec- 
tor: energy.  Since  its  financing  of 
the  first  offshore  well  ever  drilled, 
the  Corporation's — and  the  city's 
largest  bank,  First  City  National 
Bank  of  Houston,  has  served  this 
industry  with  one  of  the  most  engi- 
neer-oriented departments — bank- 
ing. Today,  its  customer  banks,  like 
Houston's  reputation  as  an  energy 
capital,  stretches  around  the  world. 

A  CITY  THAT  WON'T 
STAND  STILL 

Up  and  out.  Houston  is  building 
as  far  as  the  eye  can  see.  The  gran- 
ite, glass  and  steel  of  the  two  tallest 
buildings  west  of  the  Mississippi  are 
cloud  scrapers  at  nearly  a  thousand 
feet.  Expectations  are  that  two  more 
soon  will  reach  as  high  in  a  city  that 
probably  never  will  be  finished. 

By  midyear,  permits  for  new 
construction  totaled  $1.2  billion.  It's 


a  safe  bet  that  Houston  again  will 
post  $2  billion  in  permits  this  year, 
the  only  U.S.  city  to  do  so  in  one 
year,  let  alone  three. 

"Houston  is  autocatalytic; 
growth  begets  growth,"  explains 
Harold  S.  Hook,  chairman  of  the  gi- 
ant insurance  conglomerate,  Ameri- 
can General  Companies.  "Activity 
may  tail  off  for  a  while,  but  some- 
body will  announce  a  project  and 
that  seems  to  trigger  an  avalanche. 
The  lulls  are  only  the  time  it  takes 
to  assemble  new  projects." 

Proudly,  Hook  then  presents 
plans  for  American  General's  addi- 
tion to  the  booming  office  market, 
the  42-story  America  Tower,  located 
"a  whisper  away  from  downtown" 
in  the  American  General  complex. 
"There  just  doesn't  seem  to  be  any 
stopping  point,  does  there,"  he  asks 
rhetorically. 

Apparently  not.  The  downtown 
area,  little  more  than  a  square  mile 
located  at  the  headwaters  of  Buffalo 
Bayou,  the  stream  that  becomes  a 
port  five  miles  later,  accounts  for 
about  one  third  of  Houston's  total 
office  space.  By  statistical  measure, 
97%  of  the  available  space  is  occu- 
pied. Most  of  the  buildings,  includ- 


ing the  older  ones,  are  bulging  at  the 
seams,  as  their  occupancy  expands 
with  the  city's  prosperity. 

There's  no  doubt  that  the  banks 
are  flush  in  this  Southwest  money 
center.  Texas  Commerce,  First  City 
National,  Allied,  First  International 
and  Capital  National  and  Republic- 
Bank  Houston — six  of  the  10  largest 
— have  either  moved  into  brand  new 
high-rises  or  plan  to.  Texas  Com- 
merce Tower,  the  pencil  slim  75- 
story  structure  designed  by  New 
York  architect  I.  M.  Pei,  has  bank 
personnel  moving  in  as  construction 
is  completed  stories  higher.  Under 
construction  is  the  shimmering 
emerald  green  glass  Allied  Bank, 
which  will  top  out  at  a  minimum  of 
71  stories,  possibly  more. 

As  the  high-rises  go  up,  so  do 
the  rents.  Highest  rent  in  town  cur- 
rently is  $26  a  square  foot  for  Class 
A  space,  still  considered  low  on  a 
national  and  an  international  scale. 

Groused  an  executive  about 
to  lose  his  panoramic  sweep  of  the 
coastal  plain  to  a  mirrored  high-rise: 
"If  they  keep  it  up,  downtown's 
going  to  fall  into  Buffalo  Bayou." 

THERE'S  ROOM  FOR  EVERYONE 

Houston  is  also  the  nation's  top 
housing  market,  a  spot  it  has  held 
for  the  past  seven  years.  Housing 
costs  are  on  the  rise,  sometimes  out- 
stripping the  rate  of  inflation,  and 
mortgage  money  remains  tight.  The 
board  of  realtors  reports  that  the 
average  price  of  a  three-bedroom, 
two-bath  home  escalated  from 
$58,087  in  1979  to  $73,135  in 
May  1981. 

On  the  high  end,  condomin- 
iums and  housing  located  near  the 
West  Loop  can  carry  price  tags  of 
$l-$2  million  a  unit. 

Nowhere  is  the  presence  of  for- 
eign investors  felt  more  than  in  the 
condominium  and  housing  market. 
Upon  arrival,  Cadillac  Fairview 
promptly  acquired  General  Homes, 
second  only  to  the  largest,  US 
Home. 

A  parade  of  Canadian  devel- 
opment firms  has  followed,  led  by 
Campeau  Corporation,  which  is 


heavily  invested  in  the  condo- 
minium market  and  likely  will  con- 
struct one  of  the  city's  largest 
new  office  towers.  Probably  the 
most  breathtaking  foreign  invest- 
ment in  terms  of  up-front  commit- 
ment, is  the  Four  Leafs-twin,  40- 
story  condominiums  financed  and 
developed  with  a  reputed  $100  mil- 
lion cash  in-hand  by  Giorgio 
Borlenghi,  the  29-year-old  son  of 
an  Italian  family  of  international 
developers. 

GROWING  UP  IS  HARD  TO  DO 

Chamber  of  Commerce  Presi- 
dent Louie  Welch  also  served  as 
Houston's  mayor  from  1964  througl 
1973.  Though  he  recognizes  the  im- 
minent need  for  transit  develop- 
ment, he  warns  against  hasty  plan- 
ning. "We  must  have  a  balanced 
approach,  one  that  realizes  that  the 
automobile  will  be  an  eternally 
strong  competitor.  Geography  and  i 
superb  freeway  system  make  that  a 
fact  of  life.  Granted,  when  you  use 
this  city  as  its  own  yardstick,  the 
traffic  problems  are  getting  worse. 
However,  the  problems  Houston  ha 
pale  in  comparison  to  the  older  citie 
so  many  have  tried  to  hold  up  as  a 
template." 

Houston's  vigorous  annexation 
policy  has  created  an  expanded  tax 
base  and  a  balanced  electorate  whicl 
have  held  off  the  problems  other 
cities  are  experiencing.  On  the  other 
hand,  city  services  have  been 
stretched  and  pressure  is  mounting 
for  massive  public  works  outlays. 

"Hopefully,  the  fall-out  from 
the  Administration's  economic  plan 
will  bring  interest  rates  back  to 
earth,"  says  the  Chamber  executive. 
"Not  that  Houston  wants  subsidies. 
It  never  has  asked  for  them.  But  it 
would  be  helpful  to  have  capital  at 
the  right  price." 

When  that  happens,  the  city's 
streets,  the  water  and  sanitary  sewei 
systems,  and  solid  waste  manage- 
ment will  rank  a  top  priority.  Also  at 
the  head  of  the  list  will  be  the  police 
department,  frustrated  by  rising 
operating  costs  and  manpower 
shortages. 


United  Energy  Resources,  Inc.  is  a  diversified 
energy  company  with  subsidiaries  active  in  natural 
gas  transmission,  oil  and  gas  exploration  and  pro- 
duction, oilfield  services,  and  terminaling. 

For  more  information  about  UER's  future  x 
and  how  it  affects  you,  write  P.O.  Box  1478,  Hopton, 
Texas  77001  or  call  1-800-392-8644  (Texas); 
'1-800-231-7240  (outside  Texas).    %  A 


UNITED  ENERGY 
RESOURCES,  INC. 


"It's  hard  to  call  any  problem 
good,"  Welch  adds.  "But  I  wouldn't 
trade  the  ones  Houston  has  with 
those  that  no-growth  gives.  Ours  are 
the  problems  of  living.  Those  are  the 
problems  of  dying." 

THE  GOOD  LIFE  IN  HOUSTON 

Nowhere  is  Houston's  success 
more  apparent  than  in  the  way  its 
people  live.  It  is  a  voung,  vibrant 
and  affluent  city.  In  personal  income 
growth,  as  measured  by  the  US 
Commerce  Department,  the  Hous- 
ton metropolitan  area  ranks  first  in 
the  country. 

Just  about  everything  anyone 
would  want  to  do,  except  mavbe  ice 
fishing,  is  within  easy  striking  dis- 
tance. Sailing,  scuba  diving,,  surf 
fishing  in  the  Gulf  of  Mexico,  or  sun 
and  surf  on  Galveston  Island's 
beaches,  are  no  more  than  an  hour 
away.  Double  that  time  and  there's 
freshwater  fun  in  the  Highland 
Lakes  country  surrounding  the  State 
capitol  at  Austin,  or  at  the  many 
;   reservoirs  and  rivers  throughout  Texas 
I   hill  country,  home  of  the  late 
i   Lyndon  B.  Johnson  and  popularly 
called  LBJ  country. 

Because  of  the  moderate  cli- 
!   mate,  jogging  trails,  tennis  courts, 


golf  links  arid  parks  are  busy  most 
days  in  Houston.  From  cheering  the 
company  team  at  an  intra-city  base- 
ball game,  to  the  frenzied  hoopla  of 
a  welcome  home  party  for  the  Hous- 
ton Rockets,  second  in  the  NBA, 
Houston  is  a  sports  town.  The  Hous- 
ton Astros  and  the  Oilers,  the  pro 
baseball  and  football  teams,  have  be- 
come adversaries  to  be  reckoned 
with  in  their  respective  leagues,  and 
Houstonians  love  it. 

College  football  also  has  its  loyal 
fans,  with  the  University  of  Houston 
and  Rice  University  playing  in  the 
hard-nosed  Southwest  Conference. 

Most  of  the  major  team  sporting 
events  take  place  in  the  Astrodome 
or  in  the  Summit,  enclosed,  air- 
conditioned  arenas. 

CULTURAL  AMENITIES: 
SOMETHING  FOR  EVERYONE 

The  Alley  Theatre  is  the  only 
resident  professional  theatre  in  the 
Southwest  and  one  of  three  in  the 
U.S.  Begun  in  a  dance  studio  down 
an  alley  (thus  the  name),  the  theatre 
maintains  a  professional  acting 
ensemble  and  the  nation's  largest 
theatre  school  for  aspiring  young 
talent.  Sample  this  season  for  a  mix 
of  the  serious  and  comic,  classic  and 
contemporary:  Cyrano  de  Bergerac, 
The  Red  Blue-Grass  Western  Flyer 
Show,  The  Elephant  Man,  Talley's  Fol- 
ly, A  Mystery,  by  Agatha  Christie, 
and  premieres  of  two  new  comedies 
by  British  comic  Alan  Ayckbourn. 

At  Jones  Hall,  Houstonians  will 
be  treated  to  performances  by  the 
Nikolais  Dance  Theatre,  Itzhak  Perl- 
man,  the  Israel  Philharmonic  with 
Leonard  Bernstein,  and  the  National 
Ballet  of  Canada.  That's  onlv  a  taste 
of  a  chock-full  cookie  jar  presented 
by  the  Society  for  the  Performing 
Arts  and  is  in  addition  to  perform- 
ances by  the  symphony,  ballet  and 
opera. 

The  Houston  Ballet,  recognized 
as  one  of  the  five  great  U.S.  troupes, 
earned  this  tribute  from  the  New 
York  Times'  Anna  Kisselgoff  on  its 
first  New  York  appearance:  "The 
Houston  Ballet  is  very  much  the 
model  of  what  is  possibly  the  Amer- 


ican ballet  company  of  the  future." 

The  Houston  Grand  Opera 
stands  toe-to-toe  with  the  Ballet  for 
critical  acclaim  on  the  Great  White 
Way.  The  company  treasures  the 
prestigious  Tony  and  the  music  in- 
dustry's Grammy  for  its  Broadway 
production  of  Gershwin's  "Porgy 
and  Bess." 

Free  summer  musicals  by 
Theatre  Under  the  Stars  likewise  have 
appreciative  audiences  who  bring 
blankets,  wine  and  cheese  to  enjoy' 
such  fare  as  "Cabaret"  in  picnic 
fashion. 

A  thirst  for  the  visual  arts  is 
easily  quenched.  The  Museum  of 
Fine  Arts  offers  a  collection  ranging 
from  ancient  Greek  and  Egyptian  to 
contemporary  masterpieces,  includ- 
ing the  prized  Straus  Collection  of 
Renaissance  works  and  important 
prints  by  Diirer  and  Matisse.  Travel 
ing  exhibitions  bring  yet  more  of  tht 
art  world  to  Houston,  but  the  intro- 
duction of  the  latest  in  art  belongs  ti 
the  Contemporary  Arts  Museum.  In 
the  museum's  space-age  building,  a 
gleaming  stainless  steel  triangle,  the 
city's  patrons  first  saw  Rothko,  Cal- 
der  and  Albers,  and  provided  a 
home  for  its  own:  Dorothy  Hood, 


"Today's  Houston  area 
offers  your  company  two  choices: 
TheWfoodlands  and  whatever  comes  in  second" 


We  can  back  that  presumptuous 
statement  with  facts.  Carefully 
planned,  The  Woodlands  now  has  over 
1 1,000  people  and  160  businesses.  It  is 
nestled  in  a  beautiful  pine  forest  just  26 
miles  north  of  downtown  Houston.  The 
exit  for  Houston  Intercontinental  Air- 
port is  on  the  way  to  the  city. 

In  all,  it  is  23,000  acres  with  over 
3,000  set  aside  for  commerce  and  in- 
dustry. And  you  can  build,  buy  or  lease. 
It  is  adjacent  to  1-45.  And  The  Wood- 
lands Trade  Center  is  served  by  the 
Missouri  Pacific  Railroad. 

The  Woodlands  Inn  and  Conference 
Center  offers  facilities  for  everything 
from  "think  tanks"  to  national  sales 
meetings.  Over  three  hundred  of 
FORTUNE'S  500  have  had  confer- 
ences here. 

The  security  system  for  both  home 
and  business  is  among  the  most 
advanced  in  the  United  States. 

Home  prices  range  from  the  low  40 's 
to  $500,000  plus.  Shopping,  schools, 
churches,  neighborhood  parks  are  all 
here. 

The  magnificent  Woodlands  Coun- 
try Club  is  the  site  of  the  P.G.A.- 
sanctioned  Michelob  Houston  Open. 
The  tennis  facilities  are  equally 
impressive. 

The  Woodlands  offers  all  the  amen- 
ities of  civilization,  without  the  chaos. 

For  more  information,  call  The 
Woodlands  Commercial  Development 
Co.  (713)363-6900.  Or  have  your  sec- 
retary write  to  2201  Timberloch  Place, 
The  Woodlands,  Texas  77380. 

The  Woodlands  community  is  being 
developed  by  The  Woodlands 
Development  Corporation,  a  subsidiary 
of  Mitchell  Energy  &  Development 


Community  Development  Cor- 


poration of  HUD. 


TheWbodlands 

A  real  hometown™ 
for  people  and  companies 


This  skyline  represents  more  than  just  the  fastest-growing 
major  city  in  America.  It  represents  an  attitude.  A  spirit  that 
created  a  giant  city  where  once  there  was  only  wilderness. 
A  spirit  that  can  be  summed  up  in  one  word  "Yes'.' 

At  Bank  of  the  Southwest,  that's 
our  attitude  toward  business.  Seeking 
new  ways  to  serve.  Assigning  a  team  of 
bankers  to  help  solve  problems,  create 
opportunities,  to  help  you  grow. 

The  spirit  of  the  Southwest.  It  made 
Houston  great.  And  it's  the  same  spirit 
our  bankers  bring  to  business.  Call  us  at 
(713)  751-6100.  Bank  of  the  Southwest, 
910  Travis,  Houston.  Yes. 


bariK 
of  the  _ 
Southwest 


enIex 


Entex,  Inc.  is  an  energy  company  based  in  Houston, 
Texas,  providing  natural  gas  service  to  more  than 
1,200,000  customers. 


We're  Big  Chief  Drilling  Company,  Entex 
Petroleum,  Inc.,  Entex  Coal  Company,  Chieftain 
Petroleum,  Inc.,  and  Comet  Drilling  Company. 

Other  wholly  owned  subsidiaries  are  University 
Savings  Association,  Allied  Materials  Corporation, 
Datotek,  Inc.,  ^nd  Autographic  Mapping  Corporation. 

Entex  PO  Box  2628  Houston,  Texas  77001 


LISTED  ON  THE  NEW  YORK  STOCK  EXCHANGE 

The  nation's  largest  on-site 
manufacturer  of  single  family  homes* 


Owning  your  own  home 
is  The  American  Dream. 
And  U.S.  Home  is  committed  to 
making  that  dream  come  true. 

We  are  committed  to  build  the  kind  of  homes  afford- 
able to  ever-increasing  numbers  of  Americans. 

To  seek  innovative  ways  to  finance  homebuying. 

To  keep  the  value  of  U.S.  Home  stock  growing  for  our 
stockholders. 

In  1980,  we  became  the  largest  on-site  manufacturer  of 
single  family  homes  in  Texas.  We  delivered  5,506  new 
homes  in  Texas,  3,984  in  Houston  alone. 

We  are  U.S.  Home. .  .a  company  for  the  1980s  and  beyond. 


U.S.  Home 
currently 
operates  in 
21  states. 

For  more 
information, 
contact: 

America  calk  u>  home 

!  usHome? 

U.S.  Home  Corp. 
1177 

West  Loop  South 
Box  2863 
Houston,  Texas 
77001 

(713)  877-2311 


James  Love,  Louis  Jimenez  and  Ei 
Staley,  to  name  only  a  few. 

An  increasing  number  of  festi 
vals,  blending  the  arts  with  ethnic- 
celebrations,  are  adding  a  new 
dimension  to  Houston's  cultural 
calendar.  The  Hispanic  influence 
that  ripples  throughout  the  com- 
munity comes  into  focus  with  the 
colorful  pageantry  of  two  Mexican 
national  holidays,  Cinco  de  Mayo 
and  Fiesta  Patrias.  And  the  Greek 
festival  is  eagerly  awaited  each  ye; 

Nightlife?  There's  no  need  for 
staying  home  in  Houston  with  sue 
choices  as  Light  opera  at  the  Greal 
Caruso's,  dining  at  Shanghai  Red 
at  the  port's  turning  basin,  dancin 
the  "cotton  eyed  joe"  at  Gilley's 
nightclub,  film-set  for  the  "Urban 
Cowboy,"  a  laser  concert  at  the 
Summit,  and  the  roadshow  of  "Bu 
blin'  Brown  Sugar"  in  the  Music 
Hall. 

A  CENTER  FOR 
NEW  KNOWLEDGE 

For  more  serious  minded  pur 
suits,  the  city  has  numerous  oppo 
tunities  through  its  29  universities 
and  colleges.  The  largest  is  the  Un 
versify  of  Houston  System,  which 


oint  Venture  Partners 

'.adillac  Fairview  and  Texas  Eastern. 


DOWNTOWN  HOUSTON. 
ITS  GOING  TO  BE  A 
WHOLE  NEW  STORY 

Sixteen  new  stories. 
Built  with  brick,  glass  and  innovation. 
Houston  Center  announces  a  unique 
concept  in  office  and  retail  leasing. 

The  Park. 
In  the  heart  of  downtown  Houston. 

A  combination  retail  mall  and 
office  complex  with  a  400  foot  long 

landscaped  interior  park. 
Featuring  fountains,  lush  greenery 
and  topped  with  a  glass  skylight. 

Restaurants  and  retail  shops 
covering  2  full  levels,  161,000 
square  feet.  Twelve  full  levels  of 
office  space,  687,000  square  feet. 

Retail  and  office  leasing 
downtown  will  be  a  different  story. 
Available  Fall,  1982. 

For  lease  now. 
Henry  S.  Miller  (713)  626-8880 
Cadillac  Fairview  Shopping  Centres,  LTD. 
(914)  682-7800 


Houston  Center,  the  multi-block, 
mixed-use  development. 


GEOSOURCE 


A  COMPANY  WITH  A  UNIQUE,  LONG-TERM 
PLAN  FOR  GROWTH. 


The  plan  itself  is  simple.  We  identity  specific  petroleum 
iodostry  segments  that  wili  show  extraordinary  growth.  Theau-Wj^ 
develop  advanced  technological  products  ami  services  which  will 
give  U3  ar.  unchallenged  leadership  position.  In  this,  we  are  meetmg 

the  needs  of  the  fastest  growing  industry  segments. 

For  example,  today,  exploration  is  at  a  peak  level  of  actnity. 
And  we  at  Geosource  are  one  of  the  largest  geophysical  services 

and  equipment  companies  in  the  world. 

The  petroleum  industry's  next  growth  area  will  be  to  develop 
the  prospects  found  through  exploration.  Expenditures  are 
expected  to  treble  during  the  next  five  years.  .And  we  have  the 
equipment  and  services  right  now  to  participate  strongly  in  that 
growth. 

During  the  latter  half  of  the  decade,  the  industry  will 
concentrate  its  efforts  in  processing  and  distribution.  We'll  meet 
those  needs,  too,  with  engineered  systems  —  some  of  which  are  still 
in  the  design  stage  —  for  the  control  and  measurement  of 

hydrocarbon  liquids  and  gases. 

That's  just  part  of  our  worldwide ,  long- 
term  plan.  To  see  how  well  it's  working, 
write  for  a  copy  of  our  annual  report. 

GEOSOURCE  INC.,  2700  Post  Oak  Blvd. 
Suite  2000.  Houston.  TX  77056 

Technical  Innovation  and  Service  Around  the  World 


includes  satellite  campuses,  and  a 
main  campus  population  of  25,000. 

The  university's  law  school,  togethe 
with  the  South  Texas  College  of 
Law,  has  produced  a  number  of 
nationally  prominent  attorneys  and 
politicians. 

The  academically  elite  Rice  Uni- 
versity also  has  yielded  top  talent  in 
virtually  every  discipline. 

Medical  students  flock  to  Hous- 
ton's world  famous  Texas  Medical 
Center,  home  of  30  institutions  in- 
cluding seven  major  hospitals  and  a 
dozen  medical,  dental  and  nursing 
schools.  Baylor  College  of  Medicine 
and  the  University  of  Texas  Health 
Science  Center  are  gaining  reputa- 
tions worldwide  for  collaborative  re 
search  work  and  applied  technology 
with  local  hospitals. 

The  thrust  of  Baylor's  work  is  ini 
cardiovascular  research,  immunolo 
gy  and  genetics.  The  University  of 
Texas  concentrates  primarily  on  re- 
search in  cell  biology  and  cancer 
treatment  through  the  M.D.  Ander- 
son Hospital  &  Tumor  Institute. 

The  immediate  goal  of  the  Texa 
college  system  is  to  lay  a  strong 
foundation  in  research  and  develop- 
ment in  hopes  of  establishing  tech- 
nical braintrusts  on  a  par  with  Cal- 
Tech,  Stanford  or  Southern  Cali- 
fornia. 

The  impetus  to  become  a  center 
for  new  knowledge  is  there  with  the 
presence  of  the  Texas  Medical  Cen- 
ter and  the  Johnson  Space  Center, 
mission  control  for  all  manned 
spaceflight,  not  to  mention  indus- 
trial and  academic  research  and 
development  activities. 

Research  at  the  space  center 
meanwhile  continues  to  unearth 
new  information,  new  potential. 
Buoved  by  the  space  shuttle's  flaw- 
less maiden  voyage,  scientists  and 
engineers  are  studying  the  feasibility 
of  using  space  technology  for  con- 
struction of  a  space  operations  cen- 
ter. Studies  also  will  determine 
whether  to  place  a  satellite  in  space 
that  could  relav  energv  from  the  Sun 
directlv  to  Earth.  It  will  happen  in 
the  future  and  at  the  controls  will  be 
Houston:  The  Citv  of  Tomorrow. 


In  Greenbriar  Southwest 


your  company 
will  be  in  good  company. 


SECTION  ONE  »    «  SECTION  TWO  *A—  SECTION  THREE   *■[—  SECTION  FOUP 


As  the  map  above  shows  —  building  sites  in  Green- 
briar  Southwest  (Sections  1  through  4)  have  been  sell- 
ing fast.  To  some  of  the  leading  corporations  active  in 
this  part  of  the  nation.  But  some  highly  desirable  tracts 
—  ranging  from  one  to  ten  acres  —  still  are  available.  If 
a  location  in  the  dynamic  southwestern  part  of 
Greater  Houston  seems  right  for  your  office,  retail, 
warehouse/distribution,  R  &  D  or  light  industrial  opera- 
tion, look  into  Greenbriar  Southwest,  which  offers: 

•  Ideal  location  —  Southwest  Freeway  (U.S.  59)  and  FM 
1092  (Murphy  Road);  20  minutes  from  downtown; 
near  auality  places  for  people  to  live,  dine,  shop 
and  play;  ready  access  to  executive  and  major- 
carrier  airports 

•  Investment-enhancing  protective  covenants 

•  Professional  development 


_9reenbriar 


SOUTHWEST 


^7 

Individual  Member 


(Sections  1  through  4) 
A  development  of  Greenbriar  Southwest  and  Parkhollow  Corporations 
An  exclusive  offering  of  Glanville-Mabray.  Inc. 
One Greenway  Plaza  Drive   Suite316   Houston,  Texas  77046 
713/622-8155   Telex:  791478  TWX:  910-8812-713 
For  information:  James  H.  Glanville 
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Texas  Commerce  is  number  one 
among  the  nation's  top  25 
banking  organizations: 

 Number  One  

Total  return  to  stock-owning  investors 
over  the  past  10  years. 

Fortune,  July  13,  1981 

 Number  One  

Growth  rate  of  earnings  per  share 
over  the  past  10  years. 

Fortune,  July  13,  1981 

 Number  One  

Return  on  average  assets  in  1980. 

Business  Week,  April  13,  1981 

Number  One 

Asset  growth  rate  over  the  past  10  years 
and  again  in  1980. 

The  New  York  Times,  January  26,  1981 


* 

Texas 

Commerce 

Bancshares 

Working  for  your  success. 

$12  billion  in  assets 


Members  FDI 


Indonesia  is  a  vast  land  full  of  promise 
and  problems  for  foreign  investors.  As  usu- 
al, the  Japanese  have  gotten  there  first. 

A  pint  of  blood? 
Or  $20? 


By  Jean  A.  Briggs 

Y^ou  don't  know  whether  to 
laugh  or  to  cry  about  Indonesia. 
The  potential  is  enormous:  vast 
stores  of  raw  materials;  oil  (Indonesia  is 
OPEC's  seventh-leading  producer); 
147  million  people,  the  world's  fifth 
most  populous  nation;  a  growing  econ- 
omy; 14  years  of  relative  stability. 

The  problems  are  manifold,  though, 
and  constant.  A  British  resident  tells 
about  getting  his  driver's  license  re- 
newed. He  was  informed  by  an  army 
officer — the  army  has  run  almost  ev- 
erything since  it  prevented  a  Commu- 
nist takeover  in  1965 — that  he  would 
have  to  donate  a  pint  of  blood.  Was 
there  no  alternative?  Oh  yes,  but  it 
was  a  delicate  matter.  A  gift  of  $20  to 
the  officer  settled  the  matter.  Such 
stories  are  commonplace.  They  are 
also  true. 
But  there  is  another  side. 
While  President  Suharto's  notion  of 
stability  precludes  such  things  as  vo- 
ciferous political  parties,  his  regime 
has  brought  a  stability  crucial  to  eco- 
nomic development.  His  tough  rule — 
tempered  by  the  nation's  naturally  re- 
laxed character — has  allowed  Indone- 
sia's highly  respected  economic  tech- 
nocrats to  plan  and  to  know  that  their 
plans  will  be  carried  out  dutifully,  if 
not  always  efficiently.  Thus  in  the 
early  years  they  managed  to  get  the 
nation's  debt,  which  had  soared  to 
$2.4  billion,  under  control.  They  were 
able  to  bring  inflation  down  from  over 
600%  to  under  15%  by  balancing  the 
budget  and  controlling  the  money 
supply.  They  have  managed  to  direct 
resources  from  wasteful  prestige  proj- 
ects to  the  production  of  food  and 
clothing  and  to  the  building  of  roads 
and  harbors. 

Bernard  Bell,  who  set  up  the  World 
Bank  office  in  Jakarta  in  1968,  recalls 


how  economic  policy  was  set  in  the 
early  days.  Five  Western-educated 
economists — Widjojo  Nitisastro,  Ah 
Wardano,  Emil  Sahm,  Mohammed 
Sadli  and  Subroto — would  meet  all  day 
on  Wednesdays,  thrashing  out  policy. 


The  technocrats  would  present  their 
recommendations  to  the  President  on 
Thursday.  On  the  following  Monday 
he  would  announce  the  new  policy  to 
the  cabinet.  "In  those  days,  the  Presi- 
dent relied  on  the  economists  100%," 
says  Bell.  "Now  he  relies  on  them 
perhaps  95%." 

The  technocrats  had  luck.  The  luck- 
iest break  of  all  was  oil — only  2.1%  of 
OPEC's  total,  compared  with  43%  of 
its  population,  but  a  bonanza  none- 
theless. The  rising  price  of  that  com- 
modity has  led  to  the  $8  billion  in 
foreign  reserves  the  nation  now 
boasts.  This  despite  the  fact  that  Per- 
tamina,  the  national  oil  company, 
nearly  bankrupted  the  entire  country 
in  1974  by  its  reckless  borrowing. 

Indonesia's  well-intended  and  rela- 
tively benevolent  government  was 
also  able  to  get  billions  in  aid  from  12 
nations  acting  together  as  the  Inter- 
Governmental  Group  on  Indonesia — 
Australia,  Canada,  Belgium,  France, 
Germany,  Italy,  Japan,  the  Nether- 
lands, New  Zealand,  Switzerland,  the 


Indonesia 


A  collection  of  over  13,000  islands  tween  the  Asian  and  Australian 

inhabited  by  147  million  people,  continents.  It  is  little  known  here, 

Indonesia  stretches  between  the  but  its  strategic  location  is  evi- 

Indian  and  Pacific  oceans  and  be-  dent  from  the  map. 
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U.K.  and  the  U.S.  International  fi- 
nancial institutionscamc  through,  too. 

Also  working  for  Indonesia  was  the 
so-called  Green  Revolution.  Because 
of  higher-yielding  strains  of  rice  and 
better  agricultural  techniques,  the 
production  of  rice  is  expected  to  be 
over  20  million  tons  this  year,  double 
what  it  was  in  1967.  The  population 
has  grown  and  per  capita  consump- 
tion has  increased,  so  the  nation  still 
imports  rice,  but  people  are  better  fed. 
As  journalist  Mohammad  Yazid  ex- 
plains: "We  eat  rice  three  times  a  day 
now  instead  of  one." 

Production  of  nonfood  crops  is  also 
up  spectacularly.  Since  1975  exports 
of  rubber  have  increased,  on  average, 
40%  per  year,  coffee  128%,  pepper 
26%,  tobacco  15%,  palm  oil  8%.  Ex- 
ports of  timber  increased,  on  average, 
69%  per  year.  Indonesia  recently  has 
become  an  exporter  of  fertilizer  and 
cement.  The  balance  of  its  manufac- 
turing sector — including  textiles, 
automobile  tires,  paper — is  small  but 
growing. 

Population  growth  is  the  biggest 
problem  in  the  archipelago.  Statistics 
arc  not  reliable  but  family  planning 
has  apparently  reduced  the  population 
growth  rate  from  over  2.4%  to  under 
2%,  despite  the  fact  that  people  are 


Indonesian  LNC  facility 
Providing  energy  for  Japan. 

living  longer.  The  ambitious  program 
to  move  families  from  the  teeming 
island  of  Java  to  less  populated  and 
more  exposed  outer  islands  has  pro- 
duced both  comedy  and  tragedy,  but 
the  government  tries  to  learn  from  its 
mistakes.  The  jungle  homesteading 


has  its  own  particular  hazards.  Some- 
times villages  are  attacked  by  wild 
boars,  for  example,  or  even  by  ele- 
phants. "Elephants  pose  a  special 
problem,"  says  Harun  Zain,  minister 
of  transmigration,  "because  even 
though  they  are  threatening  peasants 
and  their  crops,  by  law  they  must  be 
protected."  Even  here  cnvironmental- 
lsm  creates  problems. 

Say  this  for  Indonesians:  They  are 
pragmatists,  not  dogmatists.  Mostly 
Muslims  by  religion,  they  are  by  cul- 
ture more  Hindu  and  thus  more  toler- 
ant than  most  of  their  coreligionists. 
A  Khomeini  is  inconceivable  here; 
the  late  Communist-leaning  presi- 
dent, Sukarno,  was  flamboyant,  but 
no  fanatic.  Though  the  nation  has 
firmly  and  bloodily  rejected  commu- 
nism, it  does  not  entirely  practice  free 
enterprise.  Private  trade  and  com- 
merce flourish — mostly  in  ethnic  Chi- 
nese hands — but  much  of  industry  is 
in  government — read  army — hands.  A 
World  Bank  report  recently  suggested 
more  reliance  on  the  free  market  and 
less  on  regulation.  The  report  was 
never  released.  Dr.  Johannes  B.  Su- 
marlin,  one  of  the  young  economic 
technocrats,  says  he  asked  the  foreign 
economists  to  tell  how  they  proposed 
implementing  their  grand  strategy  in 


Street  scene  in  Surakculct,  a  c 
Mixing  up  the  old  and  the 


.en/ral  Jara 
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Downtown  Dallas 
to  the  heart  of  Houston, 

75  minutes. 


1 

SIKORSKY  S-76 

BECAUSE  TIME  IS  MONEY 


SIKORSKY 
AIRCRAFT 


When  a  family  can 
J  move  faster  than  its 
S  competition . . . 

It  must  be  USLIFE. 


USLIFE  runs.  It  doesn't  walk.  Consider:  In  our 
14  years  of  existence,  our  life  insurance  in  force  has 
gone  from  $2.7  billion  to  approximately  $45  billion— a 
17-time  increase.  That's  what  we  call  moving  fast. 

Today,  USLIFE  is  a  family  of  nine  life  insurance 
companies  and  other  related  financial  services  com- 
panies. It's  a  family  that  derives  more  than  98%  of  its 
income  from  life  insurance.  And  it's  a  family  whose 
1980  income  from  life  insurance  operations  increased 
by  21%  compared  to  1979's. 

Watch  us  respond. 

USLIFE  has  the  proven  ability  to  respond.  And 
respond  fast.  Our  corporate  structure  was  designed 
that  way.  It  lets  us  respond  to  the  competitive  needs 
of  the  marketplace  sooner.  Innovate  products  faster. 
At  USLIFE,  it  often  takes  only  three  months  to  de- 
velop a  new  product— an  incredibly  short  time  for 
the  insurance  business.  That  helps  keep  our  com- 
petitive edge  sharp. 

The  four-legged  stool,  explained. 

Behind  USLIFE's  success  is  a  unique  marketing 
strategy  symbolized  by  a  four-legged  stool.  One  leg 
stands  for  service.  Another,  our  commitment  to  our 
producers.  Another,  our  competitively  priced  product 
line.  The  last  leg  stands  for  our  marketing  leadership. 
And  our  aggressive  management. 

Why  don't  you  take  a  closer  look  at  USLIFE? 
You'll  see  how  fast  we  keep  moving  ahead.  And  why. 
To  get  a  copy  of  our  annual  report  and  latest  quarterly 
earnings,  just  write  to  Dept.  M,  USLIFE  Corporation, 
125  Maiden  Lane,  New  York,  NY  10038.  If  it's  more 
convenient  for  you,  call  212-709-6226. 


OUR  FAMILY  OF  COMPANIES. 


Life  Insurance 

The  United  States  Life 
Insurance  Company 

USLIFE  Life  Insurance 
Company  of  California 

USLIFE  Credit  Life 

Great  National  Life 

Old  Line  Life  

All  American  Life 

Lincoln  Liberty  Life 

Sooner  Life 

Security  of  America  Life 


Financial  Services 

USLIFE  Advisers,  Inc.  

USLIFE  Credit  Corporation 

USLIFE  Equity  Sales  

USLIFE  Realty  

USLIFE  Real  Estate  Services 

USLIFE  Systems  

USLIFE  Title  Insurance 
Company  of  Dallas 

USLIFE  Title  Insurance 
Company  of  New  York 


IKUFE 

life  is  a  family  affair 

USLIFE  Corporation 

125  Maiden  Lane,  New  York,  NY  10038 


put  muscle 
fit  your 
Heat  Transfer 
applications 

Specify  Young  Heat  Transfer 
Products.  That's  your  assurance 
the  radiator,  oil  cooler  and  other 
cooling  system  components  are 
going  to  stand  up  to  the  vibrations, 
the  jolts,  the  shocks— to  those  tough 
applications  that  test  the  character 
of  each  vital  part.  Call  us  at 
(414)  639-1010. 

jflf  HADIATOR  COMPANY 


y 


2825  Four  Mile  Road 
Racine,  Wisconsin  53404 


WHEN 
DIG 
YOU 
UST. 


Let  us  do  the  spadework 
for  you  We'll  turn  up  the  un- 
varnished facts— discreetly,  confi- 
dentially and  economically— and  give  you 
the  objective  and  essential  information 
about  people  and  companies  you  need 
for  considered  opinion  and  judgment. 

Before  you  recommend  or  take  action 
on  a  joint  venture,  an  acquisition,  a  merg- 
er, an  investment  or  tax  shelter  oppor- 
tunity, an  important  new  executive  or 
other  critical  matters— get  a  "Bishop's 
Report "  Please  call  us  or  send  our  coupon 

BISHOP  S  SERVICE,  INC. 

The  leading  confidential  reporting  service  since  1898 


NEW  YORK  WASHINGTON  LOS  ANGELES.  BRUSSELS 

BISHOP'S  SERVICE.  INC  F-10/12 
41  East  42nd  Street.  New  York.  NY  10017 
212-867-2700 

Yes.  I'd  like  more  information  about  your  service. 


Company 
Address  _ 

City   

Telephone 


a  country  like  Indonesia.  "I  haven't 
heard  from  them  since,"  he  says.  He 
and  his  colleagues  are  clearly  less  in- 
terested in  theory  than  whether  or 
not  it  will  work  in  Indonesia.  By  and 
large  their  policies  do. 

Indonesia  knows  it  needs  foreign 
investment.  The  government  says  it 
is  particularly  eager  to  attract  U.S., 
Canadian  and  European  investors  to 
halance  the  Japanese.  According  to  its 
figures,  the  Japanese  have  invested 
$3.3  billion  in  198  projects  in  Indone- 
sia since  1967.  By  contrast,  Amen 
cans  have  invested  just  $570  million 
in  77  projects.  The  Japanese  seem 
more  willing  and  able  to  negotiate  the 
tricky  waters. 

There's  plenty  here  to  discourage  an 
American.  You  have  to  plan  on  at 
least  an  hour  to  place  a  phone  call  in 
Jakarta.  Your  flight  to  Ujung  Pandang 
or  Medan  is  very  likely  to  be  three 
hours  late — after  you  have  arrived  at 
the  airport  the  required  two  hours  ear- 
ly. Perhaps  it  won't  go  at  all. 

Manv  companies  involved  in  Indo- 
nesia operate  their  own  planes.  But 
the  companies  can  fly  only  where  the 
government  airline  does  not.  Even 
then  the  companies  have  to  renew 
their  permits  to  fly  every  week.  More 
palm-greasing. 

Customs  officials  in  particular  teel 
payments  are  their  due.  Even  the  U.S. 
consulate  in  Medan  had  advised  some 
education-equipment  manufacturers 
against  trying  to  bring  their  products 
to  a  trade  show  because  of  the  prob- 
lem of  getting  them  through  customs. 
"Do  you  mean  payoffs'"  we  asked. 
The  answer:  "Yes."  The  manufactur- 
ers held  a  catalog  show  instead. 

But  this  is  all  minor  stuff.  Big  league 
corruption  involves  the  getting  and 
giving  of  major  contracts.  Nowadays 
U.S.  companies  must  live  with  their 
country's  Foreign  Corrupt  Practices 
Act  and  the  possibility  of  jail  sen- 
tences. There  are  ways  around  it,  of 
course;  there  are  ways  around  every- 
thing in  Indonesia.  "Notice  the  chari- 
table contributions  some  companies 
make,"  says  a  government  lawyer. 
"Of  course  that's  not  illegal,  but  it  is 
interesting  to  note  which  official's 
wife  is  head  of  the  charity." 

The  Indonesian  government  con- 
tinues to  spin  red  tape  even  as  it 
spends  millions  on  trade  missions  and 
public  relations  counsel  trying  to  at- 
tract new  foreign  investment. 

It  wants  foreign  companies  to  in- 
vest in  plantations,  for  example,  but 
says  they  cannot  own,  lease  or  in  any 
way  get  title  to  the  land.  Without 
some  assurance  that  the  company  will 
control  the  land,  at  least  until  its  crop 
matures — rubber,  for  example,  takes 


14  years — banks  won't  lend  it  capital. 
Thus  a  great  deal  of  investment  that 
might  be  made  is  not  being  made. 

There's  also  the  fact  that  foreign 
executives  are  welcome  but  only  until 
they  have  trained  Indonesian  succes- 
sors. A  company  must  have  a  plan  tor 
replacing  expatriates  with  Indone- 
sians and  it  must  stick  with  that  plan 
unless  it  can  prove  extraordinary  cir- 
cumstances have  intervened. 

Since  1980  a  company  also  must 
have  an  Indonesian  partner  who  has  at 
least  a  20%  stake  in  the  business.  Fur- 
thermore, it  must  be  willing  to  sell  an- 


"Send  your  best  negotia- 
tors. Indonesians  have  a 
great  fear  of  being  taken,  as 
they  sometimes  have  been 
in  the  past.  They  have  be- 
come tough  negotiators." 


other  31%  of  the  venture  to  that  part- 
ner or  to  other  Indonesians  ten  years 
after  operations  have  begun.  More  un- 
certainty. More  opportunity  for  graft. 

More  trouble  than  it's  worth?  It 
would  seem  so  except  that  companies 
already  in  Indonesia,  such  as  Richard- 
son-Merrell  and  Goodyear  Tire,  are 
expanding.  Over  the  past  18  months 
several  new  companies  have  decided 
to  lump  in.  U.S.  embassy  figures  for 
1980  show  new  investments  totaled 
$46  million,  expansions  $70  million. 
Despite  the  difficulties,  companies 
can  and  do  make  money  in  Indonesia. 
The  figure  we  heard  was  35%  to  40% 
on  investment  after  tax — and  they 
can  repatriate  all  of  it. 

The  main  reason  for  such  profitabil- 
ity is  Indonesians  don't  allow  much 
competition.  They  open  an  area  for 
investment,  allow  a  certain  number  of 
companies  in  and  close  the  door. 
Banking  is  one  example.  It  was 
opened  in  1967  to  foreign  banks.  Four- 
teen were  allowed  to  set  up  operations 
including  Citibank,  Bank  of  America, 
Chase  Manhattan  and  American  Ex- 
press International  Banking  Corp.; 
then  banking  closed.  No  new  foreign 
banks  can  enter  the  market  except  by 
investments  in  local  banks. 

Not'  everyone  who  has  tried  to  do 
business  in  Indonesia  has  succeeded. 
What's  the  secret-'  First,  according  to 
Citibank's  Don  Browne,  "You  must 
take  a  very  long  view.  Plan  on  every- 
thing taking  three  or  four  times  as 
long  to  accomplish  as  it  would  in  the 
States." 

"Send  your  best  negotiator,"  adds 
an  executive  with  a  consumer  prod- 
ucts company  who  wishes  to  remain 
anonymous  because  of    certain  prob- 
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Middle  South 
Utilities  is  in  the 
right  place  at  the  right 
time.  The  Middle  South 
area — Arkansas,  Louisi- 
ana, Mississippi  and 
southeast  Missouri — 
is  recognized  for  its 
significant  economic 
potential. 

We're  prepared  for 
continued  growth;  in  fact, 


we've  helped  shape  it. 
The  area's  natural  and 
developed  resources, 
combined  with  our  ability 
to  produce  efficient  and 
reliable  electric  power, 
are  assets  which  make  the 
Middle  South  an  area 
whose  time  has  come. 

Symbolic  of  the 
region's  potential  is  the 
Mississippi  River,  our 


nation's  greatest  water 
resource.  Uniquely,  it's 
a  two-way  street,  provid- 
ing the  Middle  South  with 
avenues  of  trade  not  only 
to  and  from  vast  areas  of 
America's  heartland 
through  inland  waterways, 
but  to  and  from  the  world 
as  well  through  the 
nation's  leading  port, 
New  Orleans.  The  river 


is  the  bonding  force  of 
the  area  we  serve. 

With  such  resources, 
and  with  so  much  poten- 
tial still  to  be  developed 
in  our  service  area, 
Middle  South  Utilities 
and  its  nearly  200,000 
investor-owners  are 
looking  to  the  future  with 
great  anticipation. 


MIDDLE  SOUTH. 


MISSOURI 
ARKANSAS  2- 


Floyd  W.  Lewis,  Chairman  and  President,  Middle  South  Utilities,  Inc.,  with  the  area  served  by  the  Middle  South  System. 

THE  AREA  WHOSE 
TIME  HAS  COME. 


[2J]  MIDDLE  SOUTH  UTILITIES 


Arkansas  Power  &  Light  Company    Louisiana  Power  &  Light  Company   Mississippi  Power  &  Light  Company    New  Orleans  Public  Service  Inc. 


lerris"  with  the  government.  "Indone- 
sians have  a  great  fear  of  being  taken 
as  they  sometimes  have  been  in  the 
past,"  he  says.  "Consequently  they 
have  beeome  tough  negotiators." 

Overall  this  hangs  the  political  ques- 
tion. President  Suharto  is  no  civil  liber- 
tarian, but  he  is  no  tyrant,  either.  The 


oppression,  the  brutality,  the  reg- 
imentation that  communist  dictators 
have  inflicted  on  nearby  countries  like 
Vietnam  and  Kampuchea  are  absent 
here;  there  is  authoritarianism  but  not 
mind  control.  Suharto,  who  is  60,  is  a 
shoo-in  for  reelection  in  the  1983  elec- 
tion; the  army,  which  controls  the 


polls,  will  see  to  that.  But  he  won't  be 
around  forever.  After  Suharto,  what?  It 
is  a  question  few  despots,  benevolent  or 
not,  have  been  able  to  solve.  With  an 
aggressive,  Soviet-leaning  Vietnam 
just  to  its  north  and  a  ponderous  Com- 
munist China  beyond  that,  it  is  a  very 
frightening  question.  ■ 


The  view  from  Jakarta 


In  bidding  for  U.S.  support  against 
the  Soviet  Union,  China  has  made 
much  of  a  Soviet  threat — exercised 
through  its  ally  Vietnam — to  the 
Strait  of  Malacca,  through  which 
flows  most  of  Japan's  oil.  But, 
warns  one  of  America's  staunchest 
friends  in  Southeast  Asia,  the  U.S. 
ought  not  on  that  account  be  lured 
into  backing  Chinese  expansion- 
ism in  the  area.  Of  the  Chinese  and 
Russians,  he  says,  in  effect:  a 
plague  on  both  their  houses. 

Forbes  recently  interviewed 
Indonesia's  vice  president,  Adam 
Malik.  An  astute,  worldly  wise 
politician,  a  leading  figure  in  the 
fight  for  independence,  Malik,  64, 
has  since  his  youth  been  promi- 
nent in  the  political  life  of  that 
nation  of  147  million  people.  More 
than  any  other  man,  he  has  fash- 
ioned Indonesia's  foreign  policy,  a 
strongly  anti-Communist,  pro- 
Western  policy. 

"It  is  obvious,"  Malik  said,  "not 
only  from  the  U.S.  decision  to  sell 
arms  to  China  but  also  from  the 
visit  of  China's  Premier  Zhao 
Ziyang  to  the  [Southeast  Asia]  area 
that  the  great  powers  have  inter- 
ests here.  We  feel  acutely  the  in- 
tensified rivalry  between  China 
and  the  U.S.S.R.,  especially  with 
regard  to  Vietnam  and  Kampuchea 
[Cambodia]." 

Thailand,  Malaysia,  Singapore, 
Indonesia  and  the  Philippines, 
workmg  through  the  Association 
of  Southeast  Asian  Nations 
( ASEAN],  have  been  urging  the 
U.S.  to  stop  sharing  China's  hostile 
attitude  toward  Vietnam.  They  say 
we  should  join  ASEAN  in  trying  to 
lure  Vietnam  away  from  the  Soviet 
Union.  Like  China,  the  ASEAN  na- 
tions want  Vietnam  to  get  its 
troops  out  of  Cambodia,  but  not  at 
the  price  of  having  Cambodia  be- 
come a  Chinese  puppet. 

"As  you  know,  we  had  a  U.N.- 
sponsored  conference  on  Kampu- 
chea in  July.  Neither  the  Vietnam- 
ese nor  the  Soviets  participated,  so 
it  was  like  one  hand  clapping.  Nev- 
ertheless, Indonesia  must  keep 
searching  for  a  solution. 


"It  may  be  true  that  the  U.S.S.R. 
intends  to  use  its  relationship  with 
Vietnam  to  widen  its  influence  in 
this  part  of  the  world.  On  the  other 
hand,  we  must  ask  if  the  Vietnam- 
ese are  intent  on  giving  themselves 
up  to  this  foreign  power  after  hav- 
ing fought  so  long  for  indepen- 
dence. Historically  as  well  as  ideo- 
logically it  is  not  possible  to  believe 
they  want  to  be  subjects.  We  must 
believe  that  they  want  to  develop 
according  to  their  own  ideology 
and  culture. 

"We  must  remember  that  right 
after  the  Vietnam  War,  Vietnam 
faced  a  very  difficult  period.  The 
only  country  to  which  it  could  turn 
was  the  U.S.S.R.  Then  [Vietnam's] 
problem  with  China  emerged." 
Here,  of  course,  Malik  is  talking 
about  the  Chinese  attack  on  Viet- 
nam in  retaliation  for  Vietnam's 
invasion  of  Cambodia. 

He  goes  on:  "That  [invasion] 
was,  of  course,  dictated  to  a  large 
extent  by  the  U.S.S.R.  But  now 


Vice  President  Adam  Malik 


Beware  the  Chinese  guests. 


with  U.S. -China  friendship  we  see 
great-power  rivalry  intensifying. 
We  do  not  want  to  get  embroiled  in 
that  and  so  we  must  try  to  find  a 
new  constellation  in  this  part  of 
the  world  whereby  Vietnam  feels 
secure  vis-a-vis  China  and  China 
feels  secure  vis-a-vis  the  U.S.S.R. 
and  the  U.S.S.R.  feels  constrained. 

"Now  the  problem  happens  to 
revolve  around  Kampuchea,  but 
that  is  only  a  small  cog  in  a  big 
wheel.  This  is  a  global  problem;  let 
us  go  to  the  core  of  it. 

"If  we  and  ASEAN  are  allowed  to 
develop  our  efforts  further,  perhaps 
we  could  move  eventually  to  a 
comprehensive  solution  whereby 
the  interests  of  all  the  various  par- 
ties would  be  secure. 

"We  have  established  contacts 
with  China,"  says  Malik,  "and  we 
meet  with  Chinese  delegates  at 
conferences  and  so  forth."  Howev- 
er, Indonesia  does  not  have  formal 
diplomatic  relations  with  China. 
It  has  never  forgiven  the  Chinese 
government  for  backing  the  pro- 
Communist  coup  that  the  army 
put  down  in  1965,  the  coup  that 
enabled  the  army  and  President 
Suharto,  a  former  general,  to  take 
power.  Nor  is  Indonesia  comfort- 
able with  the  fact  that  4  million 
ethnic  Chinese,  most  of  them 
born  in  the  islands,  inhabit  Indo- 
nesia and  control  much  of  its  busi- 
ness. It  is  not  surprising  that  Indo- 
nesia is  no  more  happy  about  the 
prospects  of  Chinese  meddling 
than  it  is  about  the  prospects  of 
Soviet  meddling. 

How  does  he  feel  about  selling 
U.S.  arms  to  China?  Ever  the  diplo- 
mat, Malik  won't  answer  the  ques- 
tion directly  but  his  meaning  is 
clear:  Don't  do  it.  Instead,  we 
should  be  careful  about  thinking  of 
the  world  in  simple  terms  of  U.S. 
versus  Soviet  confrontation  and 
begin  to  recognize  some  of  the  sub- 
tleties. Southeast  Asia,  he's  saying, 
has  enough  troubles  without  being 
made  a  cockpit  for  Soviet-Chinese 
confrontation. 

In  short,  a  plague  on  both  their 
houses. — J.A.B. 
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SPEED 


The  Canon  NP-400F  delivers 
40  crisp,  letter-size  copies  a  minute. 
Making  it  the  fastest  desktop  copier 
in  its  class  And  with  a  first  copy 
speed  of  just  5.5  seconds,  even  your 
first  copy  comes  out  fast1 


Need  a  large  drawing  prought 
down  to  a  more  convenient  filing  size? 
Or  a  computer  printout  reduced 
to  letter  size?  The  Canon  NP-400F 
has  full  reduction  capabilities. 
Two  reduction  modes,  75%  and  64%, 
make  it  extremely  convenient. 


ENLARGE 


In  addition  to  general  office  use, 
it's  a  boon  to  architects,  law  firms, 
even  schools.  Now  you  can  enlarge 
map  sections,  detailed  drawings  or 
make  fine  print  more  readable. 
The  Canon  NP-400F  makes  it  as  simple 
as  copying  an  ordinary  original. 


Canon  makes  it  very  simple  for 
you  with  its  Document  Feeder. 
No  more  raising  the  cover  or  positioning 
the  original.  Just  slip  in  the  original  and 
the  Canon  NP-400F  does  the  rest. 
Speeds  up  the  work  flow. 


COLLATE 


Forget  about  tedious  hand  collating. 
The  NP-400F's  optional  15-bin  sorter 
collates  up  to  30  pages  per  bin  at  the  end 
of  the  copy  run.  Handles  any  size  paper. 
From  statement  up  to  ledger  size. 
A  real  efficiency  booster  for  high  volume 
performance. 


Canon 

PLAIN  PAPER  COPIER 

400F 


A  new  standard  of  performance. 
The  fastest  compact  system  copier. 


Paying  bills  in  foreign  currencies  is  a  big, 
costly  headache  for  a  lot  of  organizations. 
Who  does  it  best?  Would  you  believe  the 
U.S.  Department  of  State? 

A  bureaucracy 
that  works 


By  Martin  Mayer 


ONE  OF  THE  NUISANCE  tasks  of 
doing  business  abroad,  for  any 
company,  is  the  maintenance 
of  local  bank  accounts  in  the  local 
currency  to  pay  the  salaries  of  local 
employees  and  the  normal  running 
expenses  of  any  physical  establish- 
ment. Banks  take  their  own  sweet 
time  about  transferring  money  from 
one  country  and  one  currency  to  an- 
other, and  at  today's  interest  rates  the 
loss  through  the  resulting  float  against 
the  company  is  noticeable  and  annoy- 
ing, especially  when  the  company  is 
used  to  benefiting  by  the  float  (cover- 
ing its  checks  only  after  they  are  writ- 
ten) in  its  domestic  operations.  For- 
eign exchange,  moreover,  is  a  profit 
center  for  the  banks,  and  the  price 
even  a  prime  business  customer  pays 
to  put  its  money  in  foreign  banks  of- 
ten bears  only  a  distant  relationship 


to  the  wholesale  quotes  for  foreign 
currencies  printed  in  the  newspapers. 

The  largest  American  operation 
abroad,  the  U.S.  government,  predict- 
ably had  the  largest  problem  with  the 
mechanics  of  paying  its  foreign  bills. 
But,  oddly  enough,  given  the  govern- 
ment's well-earned  reputation  for  in- 
efficiency, it  has  found  a  solution. 
Even  more  oddly,  the  agency  that  dis- 
covered and  executed  the  solution 
was  the  State  Department,  which  is 
not  normally  regarded  as  a  source  of 
business  acumen.  But  I  have  seen  it, 
and  it  works. 

The  solution  was  found  in  Paris, 
and  called  a  Regional  Finance  Center 
(recently  and  grandly  renamed  a  Re- 
gional Administrative  Management 
Center).  The  RFC  pays  the  bills  for 
State,  the  International  Communica- 
tions Agency,  Peace  Corps  and  dozens 
of  other  U.S.  government  operations 
in  some  89  countries  of  Europe,  Africa 


Michael  Jackson  and  Danielle  Fnedlander  of  the  Regional  Finance  Center  in  Fans 
They  never  sell  currencies.  They  only  buy— $2  billion  worth  a  year. 


and  West  Asia.  Even  the  Defense  De- 
partment uses  the  services  of  this 
State  Department  bureau  for  an  in- 
creasing fraction  of  its  foreign  needs. 
"The  military  with  all  their  sputniks 
and  airplanes,"  said  Leon  Lerchbaum, 
a  former  New  York  department  store 
merchandiser  who  ran  the  foreign  ex- 
change operation  for  18  years,  "they 
still  don't  know  how  to  pay  a  bill  in 
Djibouti." 

At  the  center  of  the  RFC  lies  what 
is  probably  the  largest  nonbank  for- 
eign exchange  spot  purchasing  oper- 
ation in  the  world — $2  billion  a  year. 
Its  home  is  a  pair  of  small  offices 
overlooking  an  ivy-walled  garden  two 
courtyards  in  from  a  nondescript 
19th-century  facade  in  the  Rue  de  la 
Boe'tie  in  the  gray  area  where  fash- 
ionable Paris  meets  commercial  Par- 
is. It  is  run  for  the  U.S.  government 
by  two  rather  shy,  dark-haired 
Frenchwomen,  Chantal  Chantoiseau 
and  Danielle  Friedlander,  under  the 
supervision  of  Lerchbaum's  succes- 
sor, Michael  Jackson,  a  sandy-haired, 
gangling,  earnest  American  foreign 
service  officer  who  has  never  worked 
in  the  private  sector. 

This  is  not  exactly  a  trading  room, 
though  there  are  moments,  as  when 
the  women  are  on  the  phone  simulta- 
neously with  several  banks,  calling 
back  and  forth  to  each  other,  when  a 
visitor  might  think  it  is.  But  this  of- 
fice never  sells  foreign  exchange;  it 
only  buys — and  for  immediate  deliv- 
ery, too.  Congress  has  been  willing  to 
permit  a  lot  of  peculiar  activity  by  the 
CIA,  the  State  Department  and  the 
Defense  Department  (all  of  which  get 
foreign  currencies  through  this  office) 
but  it  draws  the  line  on  speculation  in 
the  forward  exchange  markets  by  an 
agency  of  the  U.S.  government. 

Everything  about  this  operation  is 
very  strange.  The  U.S.  Treasury 
checks  for  that  $2  billion  a  year  are 
made  out  by  Michael  Jackson  to  him- 
self, and  he  endorses  them  to  an  ac- 
count in  his  name  at  Morgan  Guaran- 
ty in  Paris,  which  honors  them  for 
same-day  payment  in  New  York — still 
the  only  place  where  large-dollar 
transactions  can  be  cleared.  The  cur- 
rencies Jackson  purchases  turn  up  two 
days  later  as  deposits  credited  to  the 
State  Department  in  local  banks  over 
half  the  globe.  The  money  is  then 
quickly  removed  from  those  accounts 
by  people  cashing  their  salary  checks 
and  by  local  tradesmen,  craftsmen 
and  vendors.  Their  checks,  in  the  lo- 
cal currency,  are  also  signed  by  Mi- 

Martin  Mayer,  author  of  The  Fate  of  the 
Dollar,  is  now  working  on  a  book  about 
diplomacy. 
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You  may  be  in  a  position  to  justify  an 
airplane  and  not  even  know  it.  i» 


The  Beechcraft  Bonanza  A36TC  can  carry  6  people  at  speeds  up  to  246  mph. 


To  find  out,  take  this 
simple  test. 

1.  Do  you  or  your  people  travel 
several  times  a  month?  Yes  □  No  □ 

2.  Do  you  travel  to,  or  come  home 
to,  destinations  not  well  served  by 
airlines?  Yes  □  No  □ 

3.  Have  you  ever  been  out  of  town 
two  days  and  a  night  for  a  two 
hour  meeting?  Yes  □  No  □ 
4-  Have  you  ever  lost  business 
or  money,  or  both,  because 
your  top  management 
couldn't  be  there,  when 
and  where  they  were 
needed?  Yes  □  No  □ 

5.  Do  you  often  travel 
on  a  moment's  notice? 
Yes  □  No  □ 

6.  Do  your  salesmen 
log  more  time 
on  the  road 
than  in  selling?  Yes  □  No  □ 

If  you  answered  yes  to  any  of 
the  above  questions,  you'll  have  no 
trouble  justifying  a  Beechcraft  com- 
pany airplane,  lb  your  accountants. 
Your  board  of  directors.  Or  your  stock 
holders.  Because  a  Beechcraft 
means  more  efficient,  more  pro- 
ductive travel. 


The  Beechcraft  Baron  E55.  A  6-seat  twin 
that  combines  speed,  fuel-efficiency 
and  comfort.  Up  to  239  mph. 


It  means  one  of  your  most  valu- 
able resources,  good  people,  can  be 
there,  when  and  where  they're 
needed.  And  that's  even  more 
critical  to  small  and  medium 
sized  companies,  with  fewer 
resources,  than  it  is  to  large 
companies. 

Our  free  Management 
Guide  to  Business  Aviation 
shows  that  virtually  any 
size  company  can,  and 
has,  used  a  Beechcraft  to 
increase  profitability  and/or 
productivity.  The  size  of  your 
company  isn't  nearly  as  important  as 
the  size  of  your  ambition.  The  Guide 
lays  it  all  out  in  black  and  white,  net 
dollars  and  capital  recovery.  And  the 
more  you  travel,  the  more  sense  it 
makes. 

Especially  when  your  Beech 
dealer  makes  owning  an  airplane 


so  simple.  He  has  a  unique  plan  for 
managing  many  of  the  details  for 
you.  Maintenance,  scheduling,  up- 
keep, helping  to  find  pilots,  what- 
ever you  need.  So  all  you  get  are 
the  benefits. 

i —  ~ — —  —  _  _  _  . 

Send  for  your  free  1981  kit. 

//  you  answered 
yes  to  any  of  the  quiz 
questions,  write  us  at 
Beech  Aircraft  Corpo- 
ration, Dept.  KB, 
Wichita,  KS  67201.  We'll  send  you  all 
you  need  to  start  thinking.  If  you 
answered  yes  to  all  the  questions,  maybe 
you  should  call  collect.  3  J  6-681 -82] 9. 

Ask  for  Del  Chitwood . 
k —  —   i 

«5  Member  General  Aviation  Manufacturers  Association 


For  free  information  on  learning  to  fly  or  upgrading  your  flying  skills,  plus 
the  location  of  your  nearest  Beech  Aero  Center,  call  1-800-331-1750  in  the  contiguous  U.S. 
(In  Oklahoma  1-800-722-3600).  ASK  FOR  OPERATOR  701. 


AT  LOEWS  HOTELS, 

YOU'RE  WORTH  WAITING  FOR. 


"Loews  1 1  nfaril  Plwa,  Washington.  O.C  " 


With  an  American  Express  Card 
Assured  Reserv  ation,  there's  a  room 
waiting  even  if  yon  arrive  hours  late. 

The  hour's  late.  And  so  are  you. 

But  if  you  made  an  Assured  Reservation 
at  a  Loews  Hotel,  you  can  be  sure  there's  a 
room  waiting  up  for  your  arrival. 

To  ask  for  an  Assured  Reservation  at 
the  Loews  L'Enfant  Plaza  in  Washington, 
D.C.,  or  Loews  Anatole  Dallas,  call  toll- 
free  800-223-0888.  Loews  Park  East  Hotel 
or  The  Regency,  New  York  City,  call 
212-841-1111. 

But  be  sure  you  ask  for  an  Assured 
Reservation.  Then  if  a  room  isn't  available 
when  you  arrive,  Loews  will  pay  for  a  room 

The  American  ExpresssCard.  Dorft  leave  home  without  it. 


at  a  comparable  hotel,  transportation  there 
and  a  phone  call.  If  your  plans  change,  call 
your  hotel  before  6  pm  (their  time)  to  get  a 
cancellation  number  so  you  won't  be  billed. 

Remember,  with  an  American  Express  Card 
Assured  Reservation,  you're  worth  waiting  for" 


Dictaphone 
introduces  a 
very  valuable 
commodity. 


Dictamite  MX.  Dictaphone's  small 
est.  smartest  portable  dictating 
machine  ever.  An  engineering 
triumph. 

vTwo  speeds  mean  two  full 

hni  ire  nf  rppnrHinrt  time 


Fast-forward  control. 
Conference  recording 
capability  and  micro- 
processor-controlled 
electronic  indexing  to 


chad  Jackson  and  also  issued  in  Paris. 
Some  750,000  checks  in  78  different 
currencies,  drawn  on  102  different 
banks,  are  issued  from  this  Paris  of- 
fice in  a  single  year. 

'lies.  Chantoiseau  and  Fnedlander 
bbuy  foreign  exchange  on  the  mar- 
ket because  the  prices  are  lower  when 
they  do  it  than  when  the  government 
simply  asks  a  bank  to  supply  a  foreign 
currency.  Checks  to  employees  and 
suppliers  around  the  world  are  issued 
from  Paris  rather  than  from  the  em- 
bassies because  that  procedure  en- 
ables the  State  Department  to  do 
without  a  hundred-odd  disbursing  of- 
ficers in  the  embassies  and  other 
posts — and  issued  from  Paris  rather 
than  from  Washington  because  Paris 
demonstrably  does  the  job  much  bet- 
ter. At  the  RFC  in  Pans,  every  vouch- 
er that  arrives  before  10:30  in  the 
morning  is  paid  before  the  close  of 
business  that  day  unless  the  computer 
finds  a  reason  to  kick  it  out  of  the 
machine.  A  few  years  ago,  some  peo- 
ple at  the  State  Department  started  a 
half-serious  petition  to  get  the  pay- 
rolls and  expense  vouchers  of  the 
Washington  staff  moved  to  Paris  so 
people  could  get  their  money  faster. 

A  computerized  cash  management 
program  tells  the  RFC  how  much  of 
each  currency  it  has  to  buy  each  day 
to  make  sure  the  U.S.  government's 
checks  in  that  currency  will  not 
bounce.  The  traders  begin  each  day  by 
calling  at  least  three  banks — one  each 
in  France,  Britain  and  Switzerland — 
to  get  opening  quotes  and  views  of 
where  the  market  seems  to  be  going 
in  about  25  currencies,  and  they  keep 
checking  as  the  day  progresses.  Every 
so  often  their  order  is  big  enough  to 
move  the  market  (the  largest  ever  was 
$70  million  of  one  European  currency) 
and  has  to  be  spread  around.  "Basical- 
ly," Jackson  says,  "there  are  two  mo- 
ments of  decision.  The  first  is,  do  we 
go  to  lunch?  The  second  is,  do  we  wait 
for  the  opening  of  the  New  York  mar- 
ket? There's  still  an  hour  of  trading 
here  after  New  York  opens,  and  that 
can  change  the  price." 

RFC  Paris  has  been  an  unusually 
stable  shop,  despite  the  vagaries 
of  the  dollar,  periodic  moments  of 
Sturm  und  Drang  when  State  Depart- 
ment job  analysts  come  by  and  reclas- 
sify (often  downward)  positions  that 
have  no  real  civil  service  equivalent 
back  home.  There's  also  a  degree  of 
exploitation  of  the  staff,  some  of 
whom  are  neither  French  nor  Ameri- 
can citizens  and  are  captive  to  the 
RFC  as  one  of  the  few  places  in  Pans 
where  they  can  be  employed  without 
a  work  permit.  Robert  Gingles,  direc- 
tor of  the  operation,  says  he  was 


FORMS,  ()(.  TOBLR  12.  1 98 1 


searcn  out  and  playback  notes! 

Dictamite  MX.  The  new  "gold 
standard"  in  small  portable 
dictation. 
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Discover  the  new  Dictamite  MX.  Fill  in  the  coupon  and  a  Dictaphone 

representative  will  contact  you.  Or  call  toll-free:  300~431 "  1  708 
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BUSINESS 
MEXICO 

The  American  Chamber  of  Commerce 
of  Mexico  is  pleased  to  announce  the 
1981  edition  of  its  highly  successful 
series,  "Business  Mexico". 

This  350-page  illustrated  volume 
includes  authoritative  analyses  of  the 
current  Mexican  economic,  political  and 
industrial  situation,  written  by  over  50 
recognized  experts  in  their  fields  in 
Mexico. 

Some  areas  highlighted  are: 

•  Economic  political  outlook 

•  Foreign  investment  climate 

•  Labor 

•  Banking  and  finance 

•  Energy 

•  Foreign  trade  policy 

•  Technology  transfer 

•  Taxes 

Please  send  75  dollars  (includes 
airmail  delivery)  to: 

The  American  Chamber  of  Commerce 
of  Mexico,  A.  C. 
Lucerna  No.  78    Mexico  6,  D.  F. 


Big  Savings  On 
The  Biggest  Names 
In  Computers . . . 


commodore 


A 

ATARI 


HEWLETT 
PACKARD 


Now  save  hundreds  of  dollars  by 
purchasing  your  computer  by  mail. 
No  risk  or  deposit  on  CO  D.  orders. 
3%  surcharge  for  credit  card 
orders.  Authorized  dealers  for  all 
the  above  brands. 


CALL  TOLL  FREE 

800-233-8950 

MCE 

Micro  Computer  Distributing 

501  E.  Third  St. 
Williamsport,  PA  17701 

in  PA  (717)  327-9575 
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WHAT  DOES  O 
GREAT  ENTERTAINERS 


*  THE  WORLD'S 

OR  entertainment: 


He  gets  involved  with  a  young  models  torrid  love  affair  in  "Come  Pour  the 
Vine."  He  explores  the  Hollywood  only  the  cops  and  killers  know  in  Joseph 
Vambaugh's  "The  Glitter  Dome."  He  follows  the  progress  of  a  southern  girl's  love 
iffair  with  a  Yankee  in  "Ashes  in  the  Wind." 

In  other  words,  when  Sid  Caesar  wants  to  be  entertained,  he  does  what 
nillions  of  people  do.  He  curls  up  with  a  good  book. 

And  we  at  The  Hearst  Corporation  are  very  happy  about  that. 
Because  we  publish  countless  books.  Best  sellers  in  hard  cover  from  Arbor 

House  and  William  Morrow  &  Company.  Paperbacks 
from  Avon.  And  decorating,  cooking,  boating  and  do-it- 
yourself  books  from  Hearst  Books. 

But  Hearst  is  a  total  communications 
company.  We  also  publish  13  newspapers, 
coast  to  coast.  From  the  San  Francisco 
Examiner  to  Albany's  Times  Union 
and  The  Knickerbocker  News. 

We  publish  20  magazines  like 
Cosmopolitan  and  Good  Housekeeping. 
We're  in  business  publications. 
And  we  distribute  magazines  in  30 
countries,  in  8  languages. 
We  operate  3  television  stations  and  7  radio  stations  in  major 
larkets  like  Baltimore,  Pittsburgh  and  Milwaukee.  We're  even 
launching  cable  TV  networks. 

King  Features,  home  of  "Popeye"  and  "Blondie,"  is  Hearst 
:oo.  And  that's  not  to  mention  other  industries  we're  involved  in. 
,ike  forest  products,  ranching  and  real  estate. 

But  basically,  if  you  can  read  it,  watch  it  or  hear  it,  chances 
*e  Hearst  is  involved  in  it. 

We  inform  you,  entertain  you,  challenge  you. 
We  give  Sid,  and  millions  of  people,  the  chance  to  read 
ibout  everything  from  Julius  Caesar  to  Caesar  Salad. 


Sid  Caesar,  star  of  stage, 
screen  and  television,  entertains 

himself  with  a  good  book. 
Taken  from  one  of  our  current 
TV  commercials. 


THE  HEARST  CORPORATION 

We  talk  to  millions  of  you.  One  at  a  time. 
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1 1981  The  Hearst  Corpaata 


Friedlander  (seated)  and  (left  to  right  )Jackson,  Chantoiseau  and  Gingles 

"They  dont  realize  how  hard  it  is  to  get  money  into  Addis  Ababa  or  Kampala. 


amazed  when  he  returned  last  year  to 
find  that  virtually  everyone  he  knew 
when  he  was  a  junior  officer  on  the 
staff  in  1970-72  was  still  at  the  RFC. 
Claude  Dowling,  chief  of  data  process- 
ing, an  aristocratic  native  Parisian 
whose  father  was  American  and  who 
spent  the  war  years  as  a  teenager  in 
the  U.S.,  has  been  at  the  RFC  from  its 
beginnings  in  October  1959  ("pay  pe- 
riod number  ten,  Paris").  "Most  fun  I 
ever  had.  You  know,  this  is  one  of 
those  rare  jobs  where  you  have  to  like 
it,"  he  says  cheerfully,  "because  you 
can't  do  it  at  all  if  you  don't  like  it." 

In  addition  to  the  personnel  man- 
agement and  the  data  processing  sys- 
tems which  employ  about  a  hundred 
people,  a  lot  of  contractual  arrange- 
ments are  necessary  to  make  this 
thing  work.  Some  corporations  have 
zero-balance  bank  accounts  at  the  big 
international  banks,  but  these  deals 
involve  a  payment  of  fees  and  a  prom- 
ise by  the  corporation  to  wire  in  the 
kinds  to  cover  an  intraday  overdraft 
before  the  bank  settles  accounts  in 
the  clearinghouse.  The  RFC  arrange- 
ment in  Paris  involves  a  paper  check 
that  cannot  be  got  to  New  York,  let 
alone  cleared,  before  Morgan  transfers 
the  money  to  multitudinous  banks  in 
Europe,  Africa  and  Asia. 

The  system  works  because  the 
Treasury  has  authorized  the  Federal 
Reserve  Bank  of  New  York  to  credit 
Morgan  with,  say,  $10  million  on  re- 
ceipt of  a  telex  from  Paris  confirming 
that  the  Morgan  bank  there  received  a 
paper  check  in  that  amount  properly 
signed  by  Michael  Jackson.  Morgan 
instantly  transfers  that  money  to  the 


New  York  accounts  or  correspondents 
of  the  banks  that  sold  the  RFC  the 
foreign  currencies. 

The  banks  in  Amman  and  Budapest 
in  which  RFC  maintains  accounts  are 
now  informed  by  Morgan  as  their  cor- 
respondent that  their  balances  have 
been  credited  with  a  certain  number 
of  units  of  either  their  own  currency 
or  dollars,  for  the  account  of  the  State 
Department.  The  RFC  negotiates  in- 
dividual deals  with  the  local  banks, 
giving  preference  to  branches  of 
American  banks.  If  a  non-American 
bank  can  give  outstanding  service, 
however,  the  RFC  can  override  the 
preference:  First  National  Bank  of 
Boston,  which  is  trying  to  get  started 
in  Cameroon,  will  have  to  make  a  hell 
of  a  case  before  the  RFC  would  dis- 
place the  Banque  Internationale  d'A- 
irique  Occidentale,  which  has  flaw- 
lessly managed  State  Department 
payments  in  French-speaking  Africa 
from  the  start.  Morgan  is  compensat- 
ed by  an  interest-free  Treasury  depos- 
it maintained  year-round. 

This  system  was  originally  devel- 
oped with  Morgan  and  rests  on  that 
bank's  unrivaled  network  of  corre- 
spondents throughout  the  world. 
American  Express  won  the  job  away 
from  Morgan  in  competitive  bidding 
in  1980  and  had  a  little  trouble  with  it, 
especially  in  remote  lands  where 
Amex  had  no  direct  relations  with 
local  banks  and  had  to  work  through 
other  people's  correspondents.  "They 
didn't  realize,"  says  Gingles,  "how 
hard  it  is  to  get  money  into  Addis 
Ababa  or  Kampala."  A  few  weeks  ago, 
to  the  relief  of  a  number  of  RFC  peo- 


ple, American  Express  moved  on  and 
Morgan  took  back  the  job. 

RFC  was  a  reform  of  the  Eisenhow- 
er days,  looking  forward  to  a  time 
when  the  British  and  French  colonies 
would  become  independent  and  the 
number  of  U.S.  embassies  would  mul- 
tiply. Dennis  Collins,  a  foreign  service 
officer,  designed  and  ran  it  until  his 
death,  in  1977.  During  the  Vietnam 
War,  a  parallel  operation  was  set  up  in 
Bangkok  for  28  countries  east  of  Paki- 
stan, and  in  1979  the  decision  was 
made  to  get  the  Latin  American  pay- 
ments centralized  at  an  RFC  in  Mexi- 
co City.  So  far,  the  Mexican  operation 
has  served  mostly  as  a  demonstration 
of  how  hard  it  is  to  staff  these  things 
and  get  them  going — after  two  years, 
it  serves  only  the  local  embassy. 

The  success  of  RFC  Paris  put  some 
people's  noses  out  of  joint  at  Treasury, 
and  over  the  years  there  were  a  couple 
of  attempts  in  congressional  commit- 
tees to  move  control  of  the  operation 
away  from  Foggy  Bottom  and  over  to 
the  Treasury.  More  recently,  though, 
the  trend  has  been  in  the  other  direc- 
tion. Rechartering  the  Board  for  Inter- 
national Broadcasting,  which  runs  Ra- 
dio Free  Europe,  the  Congress  ordered 
it  to  take  care  of  its  foreign  currency 
needs  through  RFC  Paris — and  the 
Treasury  itself  last  year  ordered  the 
Air  Force  to  acquire  the  foreign  cur- 
rency it  needs  for  the  NATO  AWACS 
planes  through  the  State  Department. 
It  was  the  Air  Force  orders  that 
pushed  RFC's  foreign  exchange  pur- 
chases over  $2  billion  a  year.  A  few 
more  like  that,  and  the  State  Depart- 
ment will  have  to  start  a  bank.  ■ 
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29^c  the  highest  return 
on  investment  anywhere 
in  Europe. 


REPUBLIC  OF  IRELAND 

The  most  profitable  industrial  location  in  Europe. 


US  Department  of  Commerce  statistics  for  the  period  '74-79  show  a  29.4%  average  annual  return  on  investment  for  US  manufacturers 
located  in  the  Republic  of  Ireland  -  twice  the  European  average. 

OA  IrGldnd  The  lnsh  90vernment  s  industrial  development  agency  has  offices  in  New  York,  Tel  (212)972-1000 

indus^l'e velopment author*     Chicago,  Houston,  Los  Angeles,  Cleveland,  San  Francisco,  Boston  and  Fort  Lauderdale. 

This  announcement  is  published  by  IDA  Ireland.  200  Park  Avenue,  New  York  10017,  which  is  registered  under  the  Foreign  Agents  Registration  Acts,  as  amended,  as  an  agent  ot  the  Government  ol  Ireland 
This  material  is  filed  with  the  Department  ot  Justice  where  the  required  registration  statement  is  available  for  public  inspection  Registration  does  not  indicate  approval  of  the  contents  by  the  United  States  Gov 


Unwrapping  the 
American  businessman 


Government  is  acting  to  cool  its 
regulatory  fervor,  but  its  obvious  the  going 
is  not  going  to  be  easy. 

Overregulation  of  business  continues 
to  choke  off  opportunities  for  entrepreneurs, 
investors  and  workers  alike,  as  it  sharply 
drives  up  the  cost  of  U.S.  goods  and  services 
here  and  abroad. 

One  official  estimate  is  that  regulations  have 
been  adding  a  whopping  $100  billion  a  year  to  • 
the  cost  of  doing  business  in  this  country. 

At  Ingersoll-Rand  our  concern  is 
productivity.  We  make  thousands  of  high 
quality  machines  and  tools  that  America  needs 
to  revitalize  its  industries.  Everything  from  giant 
coal  mining  equipment  to  needle  bearings  used 
in  front-wheel-drive  cars. 

We  know  that  true  revitalization  also  requires 
an  ongoing  fight  for  regulatory  reform— and  sanity. 
Only  by  continuing  to  unwrap  the  American 
businessman  can  we  regain  the  competitive  edge. 

And  get  our  economy  out  of  its  bind. 


INGERSOLL-RAND 


® 


For  information  about  Ingersoll-Rand  products, 
write  to  us  at  Woodcliff  Lake.  NJ  07675. 
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.    If  you're  the  kind  of  person  who  wants  to  get  extra 
miles  without  spending  extra  money,  change  to  . 
Mobil  Super  10W-40.        .  .  V 

It's  been  reformulated  to  save  gas.  And  it  doesn  t 
cost  any  more  than  Conventional  10W-40  oils. 

What  can  be  more  super  than  that? 

But  if  you  re  the  kind.of  person  who  wants  some- 
thing really  super-duper,,  no  other  leading  oil  comes 


close  to  Mobil  1  *  synthetic  oil .  It's  the  only  leading  oil 
that  can  take  you  25,000  miles  or  one  year  (which- 
ever comes  first)  without  an  oil  change  *  Also  it  saves 
gas  compared  to  conventional  oils. 

And  it  protects  your  engine  up  to  500°  above  and 
helps  get  you  started  even  down  at  35°  below 

And  what  can  be  more  super-duper  than  that? 

From  Mobil.  Two  oils  that  save  you  gas. 
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An  80-year-old  general  has  built  an  odd- 
ball conglomerate  he  calls  "America's 
leading  merchant  bank. " 


An  Iowan's 
dream 


By  William  Baldwin 


In  the  lobby  of  the  12-story 
Olmsted  Building  on  17th  and 
Pennsylvania  in  Washington, 
D.C.  stands  a  bust  of  Major  General 
(retired)  George  Olmsted,  with  the 
simple  inscription  "Soldier,  Patriot, 
Financier."  Upstairs,  in  a  balconied 
office  overlooking  the  White  House, 
the  man  himself  carries  on  the  third 
of  those  occupations  as  chief  execu- 
tive and  largest  shareholder  of  the  In- 
ternational Bank,  which  calls  itself 
"America's  leading  merchant  bank." 

Merchant  banks  are  better  known 
in  Europe,  particularly  London,  where 
such  houses  as  N.M.  Rothschild  and 
Hambros  Bank  not  only  put  together 
financing  for  ventures  or  companies 
but  also  take  an  equity  stake  them- 
selves. Olmsted  decided  26  years  ago 
that  the  U.S.  should  have  such  an 
institution,  so  he  bought  control  of  IB. 

"It  was  founded  by  a  couple  of 
brothers  domiciled  in  Dubuque, 
Iowa,"  says  the  general,  80,  himself  an 
Iowan  who  graduated  from  West 
Point  in  1922  and  served  in  World 
War  II  and  the  Korean  War.  "The  ob- 
jective was  to  create  a  merchant 
bank.  It  evolved  that  Dubuque  wasn't 
an  attractive  spot  for  an  international 
bank."  Neither,  at  first,  was  Washing- 
ton, D.C.,  where  the  bank  opened  in 
1920.  For  the  next  35  years  it  went 
nowhere,  ending  in  1955  with  only 
one  significant  holding:  a  Liberian 
ship-chartering  operation  founded  by 
Edward  R.  Stettinius  Jr.,  Secretary  of 
State  under  Roosevelt. 

Stettinius'  chartering  idea  proved 
sound:  Liberia's  "fleet"  is  the  largest 
in  the  world,  thanks  to  shipowners 
who  find  its  flag  a  convenient  way  to 
duck  local  taxes  and  union  wage  rates. 
Olmsted's  IB  runs  the  Liberian  mari- 
time agency  today,  netting  close  to 


20%  on  its  share  of  the  fees. 

Olmsted,  who  retains  a  stiff  mili- 
tary bearing — his  top  officers  address 
him  as  "sir" — sees  the  holding  in 
more  than  fmancial  terms.  "An 
American  owner  who  comes  to  us  for 
the  right  to  fly  the  Liberian  flag  agrees 
that  in  the  event  of  war  that  ship  will 
be  available  to  the  U.S.,"  he  says, 
quite  ignoring  the  question  of  wheth- 
er the  Defense  Department  in  the 
event  of  hositilities  would  want  some 
container  ship  with  a  Greek  crew. 

Under  General  Olmsted's  com- 
mand, IB  has  picked  up  a  couple  of 
other  winners  among  the  $233  mil- 
lion in  assets  that  last  year  brought  it 
$22.7  million  in  revenues  (in  keeping 
with  its  "bank"  image,  it  counts  only 
operating  net  from  each  division  in  its 


Mti/or  General  Geori>e  Olmsted 
"Soldier,  Patriot,  Financier.' 


own  income  statement).  The  industri- 
al group  includes  Kliklok,  a  manufac- 
turer of  food-packaging  machines 
with  a  15%  net  profit  margin.  Begin- 
ning in  the  early  Sixties,  IB  picked  up 
9.7%  of  Foster  Wheeler,  the  engineer- 
ing and  plant  construction  com- 
pany— an  investment  of  less  than  $5 
million,  now  worth  $50  million. 

But  somehow,  in  trying  to  build  his 
merchant  bank,  Olmsted  has  created 
an  institution  that  resembles  not  so 
much  the  house  of  Rothschild  as  a 
small-bore  Gulf  &  Western — an  off- 
beat conglomeration  of  offshore  bank- 
ing, insurance,  auto  parts  and  packag- 
ing machinery.  And  nothing  seems  to 
be  going  right  these  days. 

Take  the  core  international  bank- 
ing group,  with  $58.5  million  in  1980 
revenues  but  returning  only  2.9%  on 
equity.  IB  officials  tell  one  hard-luck 
story  after  another.  IB's  Hong  Kong 
subsidiary  was  taken  by  a  Chinese 
con  man  for  $1.5  million.  Its  Liberian 
Trust  Co.  had  to  set  up  a  loss  reserve 
of  $600,000  last  year  when  some  of  its 
best  customers  were  executed  in  a 
coup.  A  slick  businessman  sold  IB  his 
two-thirds  interest  in  Mercantile 
Bank  &  Trust  Co.  (Bahamas);  the  loan 
portfolio  turned  out  to  be  largely  "fic- 
titious." Chalk  up  an  $11.2  million 
loss  there.  At  IB's  Beirut  bank,  "un- 
rest" resulted  in  a  $2  million  loss  re- 
serve— a  shell  had  removed  one  side 
of  its  vault. 

In  the  domestic  operations  there 
are  more  sad  tales  to  explain  why  IB's 
earnings  are  disappointing — $13.2 
million,  or  $1.06  a  share  last  year, 
down  from  $18.6  million  in  1979,  and 
$6.6  million  for  the  first  half  of  1981, 
down  from  $7.7  million  in  1980. 
Globe  Industries,  part  of  the  $9.7  mil- 
lion (operating  earnings)  industrial 
group,  makes  construction  materials 
(hurt  by  high  interest  rates)  and 
soundproofing  parts  for  Ford,  GM  and 
Chrysler  (ouch).  Globe's  roofing  sup- 
plies are  selling  poorly.  "We  had  a 
relatively  mild  winter  last  year, "  sighs 
Major  General  (retired)  B.  Frank  Tay- 
lor, 69,  an  army  buddy  of  Olmsted's 
who  runs  the  industrial  group.  Taylor 
laments  the  inventory  problems  he 
has  at  the  Pierce  Co.  subsidiary, 
which  gets  $4  million  in  sales  from 
8,000  styles  of  engine  governors.  He's 
hopeful  about  a  big  new  contract — 
from  International  Harvester. 

Other  small  disasters  have  been 
hurting  earnings  for  years — keeping 
the  average  return  on  equity  down  to 
8.6%  for  the  past  decade.  An  Indiana 
iron  foundry,  bought  for  $1.9  million 
from  a  company  separately  owned  by 
Olmsted  and  some  associates,  got 
into  trouble  soon  afterward  and  had  to 
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UNDOUBTEDLY 
THE  FINEST  TRIBUTE 
A  COMPANY  CAN  PAY  ITS  EXECUTIVES 

A  PORTRAIT  BY  ONE  OF  AMERICA'S 
FOREMOST  PAINTERS  OR  SCULPTORS 


For  generations  leading 
U.S.  Corporations  have 
commissioned  the  artists 
represented  hy  Portraits,  Inc. 
to  honor  executives 
and  their  families. 

Visit  our  exhibition 
gallery  for  a  personal 
consultation  or  send 
$2  for  our  color  brochure 
to  Dept.  F. 

PORTRAITS, 

TXT/^*  PORTRAIT  CENTER 
llNV^.     OF  AMERICA 

41  East  57th  Street 
New  York  10022 
(212)  758-2852 


Oil  on  canvas,  44  x  36  inches 


gM&gA^  GUCCI  ^Safiz/e^m 


The  superb  new,  full  color  Gucci  Catalogue. 
Sixty  beautifully  photographed  pages  in  the 
impeccable  Gucci  manner!  Handbags, 
accessories,  fashions,  luggage,  shoes,  jewelry, 
gifts,  and  fragrance  for  ladies  and  gentlemen- 
all  portray  the  ultimate  in  gift  selections.  With 
purchase  of  Gucci  Catalog  for  $8.00,  you 
receive  an  $8.00  gift  certificate  applicable  to 
purchase  of  $50.00  or  more. 

For  shopping  ease,  use  our  Personal  Shopping  Service, 
by  mail  or  phone.  Toll  free  line  (800)  221-2590  &  within 
New  York  State  (212)  826-2636/7/8. 


Gucci  Shops  Inc. 
685  Fifth  Avenue,  New  York,  N.Y.  10022 


Please  send  me  the  new  Gucci  Catalogue  at  $8  00- (with  $8  gift  certificate  applicable  to 
purchase  to  $50.00  or  more.)  Customers  outside  N.Y.  Metropolitan  area,  please  include 
additional  $1.50  for  handling  and  postage. 


D  I  enclose  $8.00 

CD  Diners  Club 

lH  American  Express: 


D  Check  O  Money  Order  CD  Charge 
LZl  Master  Charge  D  VISA 

Expiration  Date 
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be  shut  down  at  a  pretax  loss  of  $4.3 
million.  IB's  $16.5  million  (deposits) 
Cayman  Islands  bank,  candidly  adver- 
tised as  a  tax-dodge  operation,  ven- 
tured beyond  that  limited  scope  into 
commercial  lending  and  dropped 
$800,000  when  a  midwestern  U.S. 
borrower  became  insolvent.  Bank  and 
finance  subsidiaries  in  the  U.K.,  West 
Germany,  the  Dominican  Republic 
and  Barbados  didn't  work  out  and 
were  sold  or  liquidated. 

Even  winners  sometimes  show  up 
on  IB's  books  in  red  ink.  Olmsted, 
who  started  an  insurance  agency  in 
Des  Moines  at  22  and  built  it  into  a 
small  financial  empire,  brought  with 
him  into  IB  a  controlling  block  of  Fi- 
nancial General  Bankshares.  The 
shares  appreciated  smartly  over  the 
years.  Yet  when  IB  sold  the  stock  in 
1977  it  had  to  take  a  $5.4  million 


EE's  $16.5  million  (deposits) 
Cayman  Islands  bank,  can- 
didly advertised  as  a  tax 
dodge ,  ventured  into  com- 
mercial lending  and  lost 
$800,000  on  one  borrower. 


charge  against  earnings.  Why?  IB  had 
written  up  the  investment  to  more 
than  market  value  and  had  neglected 
to  reserve  for  capital  gains  taxes.  IB 
counts  a  9.7%  share  of  Foster  Wheel- 
er's net  income  as  its  own — boosting 
earnings  by  $4  million.  The  usual 
minimum  holding  for  such  treatment 
is  20% . 

And  yet  IB  with  all  its  faults  is  at- 
tractive to  someone.  Life  Investors 
Inc.,  of  Cedar  Rapids,  Iowa,  has  re- 
cently accumulated  36%  of  IB's 
stock — representing  22%  of  voting 
power.  But  this  doesn't  worry  General 
Olmsted,  who,  in  the  words  of  a  sub- 
ordinate, "will  retire  on  the  day  of  his 
funeral."  A  complex  of  family,  em- 
ployee and  charitable  trusts  should 
keep  his  42%  of  the  voting  power  on 
the  inside  long  after  he's  gone. 

Olmsted  is  carrying  on  by  appoint- 
ing Guy  Martin,  70,  a  lawyer  and  out- 
side director  of  IB  for  29  years,  as 
deputy  chief  executive.  With  Olm- 
sted's acquiescence,  Martin  has  under- 
taken a  promising  cleanup  campaign, 
pruning  away  red-ink  businesses. 

It  was  Martin,  an  Office  of  Strategic 
Services  (OSS)  man  who  met  Olmsted 
in  China  during  World  War  n,  who 
invited  the  general  to  invest  in  IB  26 
years  ago.  Recalling  that  time,  Martin 
says:  "I  had  this  company  that  I  felt 
had  great  possibilities  but  was  just 
floundering  around."  He  could  say  the 
same  thing  today.  ■ 
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When  is  a  small  copier  a  big  mistake? 

Now  don't  misunderstand 

We  have  nothing  against  small  copiers  We  happen 
to  make  some  of  the  oest  in  the  business. 

It's  just  that  small  copiers  are  built  for  small  work 
loads.  Overwork  them  and  you'll  get  gray,  streaked 
copies,  too  many  breakdowns,  and  too  many  visits 
from  the  repairman 

But  there's  a  bigger  small  copier  built  to  answer 
the  demands  of  a  growing  business. 

The  Minolta  EP520. 

It  takes  options  like  a  document-feeder  and 
sorter  to  handle  work  overloads.  Or  you  can  get  a 
counter  to  keep  track  of  the  copies  you've  made. 

Minolta's  exclusive  micro-toning  system  assures 
you  rich  contrasts  and  crisp,  clear  copies.  Edge  to 
edge,  and  corner  to  corner  On  any  kind  of  paper 
up  to  H"'xl7". 

It  even  has  a  special  self-diagnostic  system  that 
tells  you  when  it  needs  service  And  what  kind 
of  service  it  needs. 


So,  if  you've  underestimated  the  capacity  of  your 
copier,  get  the  Minolta  EP520. 

A  big  business  can  afford  to  make  a  few  mistakes. 
A  small  business  can't. 

To  avoid  mistakes,  call  toll-free  800-526-5256. 
In  N.J.,  call  201-797-7808.  For  your  authorized  Minolta 

dealer,  lOOk  for  OUT  ©I981  Minolta  Corporation 

trademark  in 
the  Yellow 
Pages. 

The  EP  520. 
Your  Next 
Copier 
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First  Chicago  mill  custom  fit  the 
best  team  of  minds  to  your  needs 
W^enoomr 'bank in the world 


Barry  F  Sullivan,  Chairman- 
World  Team  Strategy 


Richard  L Thomas,  President- 
First  Team  Banking 


The  difference  between  an  ordinary  bank  and 
a  world  class  bank  is  people.  We've  assembled 
one  of  the  broadest  ranges  of  banking  talent 
anywhere  in  the  world. The  First  Team  — 
a  team  of  financial  professionals  dedicated  to 
serving  your  expanding  worldwide  needs— 
a  team  determined  to  make  one  of  the  great 
banks  in  the  world  even  better. 


We've  committed  ourselves  to  total  service. 
That  means  organizing  all  the  Bank's 
resources  to  meet  the  needs  of  each  and  every 
customer.  Your  Relationship  Manager  puts 
the  entire  First  Team  to  work  for  you. 
promptly  and  effectively. 


George  L  Davis.  Head— U.S.  Bankingl 

Your  First  Team  Relationship  Manager  com 
to  you  with  extensive  knowledge  of  your  r 
business  and  industry  By  anticipating  youjl 
demands  and  working  together  we  can  s)| 
most  any  requirement— large  or  small. 
Reliably  Constructively.  Competitively. 

James  A.  Cassia  Head— Worldwide  Banll 

Our  customers  do  business  throughout  tn| 
world.  So  you'll  find  well-staffed  First  Chid 
facilities  in  55  of  the  world's  important 
business  centers.  From  Abu  Dhabi  to  Zuri 
The  First  Team  can  meet  your  diversified 
global  objectives. 


ence  C.  Russell.  Head— Service  Products 


Chicago  customers  will  receive  innovative 
nique  cash  management  and  other 
redit  products  and  services  on  a  global 
Swift  accurate,  high  quality  service  is 
j  our  strategic  plan. 


Clark  Burrus— Government, 
Health  8  Services  Group 


Alan  F  Delp— Multinational  Division 


trade  finance  to  foreign  exchange  to 
rational  cash  management  our  seasoned 
rational  bankers  draw  upon  broad 
eas  and  domestic  networks  to  serve 
r  U.S.-based  multinational  corporations. 


First  Chicago  built  teams  of  specialists  to  cut 
through  complicated  tax-exempt  and  taxable 
financings.  We  deliver  comprehensive  financial 
packages  that  use  fresh,  imaginative  products 
and  services.  This  is  our  competitive  edge. 

James  S.  Brannen— Midwest  Banking 

Helping  Midwest  business  grow  and  prosper 
has  been  a  First  Chicago  tradition  for  over 
100  years.  Today  more  than 


lliam  S.  Lear— Worldwide  Energy  & 
Minerals  Group 


Chicago  stations  energy  special- 
hroughout  the  world.  Working  in 
s  to  make  sure  your  energy- 
financial  decisions  are  backed  by 
rtise  of  a  bank  which  has  been  a 
major  factor  in  the  energy 


ever  your  First  Team  Relationship  Manager 
utilizes  all  the  Bank's  resources  to  continue 
building  strong,  long-term  partnerships. 

Access  to  55  key  business  centers  worldwide 

Atlai  .ta  -  Baltimore  -  Boston  -  Chicago  -  Cleveland  -  Dallas  - 
Houston -Los  Angeles— Miami -New  York— San  Francisco- 
Washington  DC  -  Abu  Dhabi -Athens— Beijing -Beirut -Brussels — 
Buenos  Aires  -  Cairo  -  Calgary  -  Caracas  -  Cardiff — Cayman  Islands 
— Dubai  —  Dublin  —  Dusseldorf  -  Edinburgh  -  Frankfurt — Geneva — 
Guernsey  -  Hong  Kong — Jakarta  —  Kingston  —  Lagos  -  London  - 
Madrid  —  Manila  —  Mexico  City  -  Milan  -  Munich  —  Nairobi  —  Panama 
City  -  Fans-  Fwt-au-Pnnce  -  Rome  -  Rotterdam  -  Sao  Paulo  - 
Seoul — Sharjah  -  Singapore— Stockholm  -  Sydney  -Tokyo  -Toronto 
-Warsaw— Zurich 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


©1981  The  First  National  Bank  of  Chicago  Member  FD.I  C 


Like  its  chairman,  Jack  Tankersley,  Con- 
solidated Natural  Gas  is  doing  things  that 
might  surprise  you. 

"I  like  being 
charged  by 
water  buffalo" 


By  Maurice  Barnfather 

Y1  OU  WOULD  NEVER  SUSpeCt 
George  Jackson  (Jack)  Tankers- 
ley  of  being  a  big  game  hunter. 
White-haired,  bespectacled  and  60 
years  old,  he's  more  like  a  favorite 
uncle,  just  the  sort  of  man  to  be  chair- 
man of  Consolidated  Natural  Gas,  the 
$2.5  billion  (revenues)  Pittsburgh- 
based  utility  that  serves  the  venerable 
industrial  regions  of  Ohio,  Pennsylva- 
nia and  West  Virginia. 

But  appearances  can  be  deceiving. 
Once  every  two  years  Tankersley 
dons  his  khakis  and  heads  for  the 


African  bush  clutching  a  Weatherby 
375  gun.  "I'm  the  kind  of  guy  who 
likes  being  charged  by  water  buffalo," 
he  says,  smiling  sweetly  at  the  fero- 
cious wildlife  bearing  down  from  all 
four  walls  of  his  office. 

You  could  be  wrong  about  Consoli- 
dated Natural  Gas,  too.  True  enough, 
its  earnings  in  1980  seemed  tired, 
slipping  9%,  to  $5.73  a  share,  only 
slightly  above  the  levels  of  1977.  Its 
11.7%  return  on  equity  reflects  the 
75%  of  income  derived  from  regulated 
businesses — CNG  is  a  gas  pipeliner 
and  wholesaler  as  well  as  the  owner  of 
local  distribution  companies. 


But  it  is  also  increasingly  a  gas  pro- 
ducer, and  that  is  one  reason  CNG's 
earnings  could  leap  to  roughly  $7  a 
share  this  year.  Helped  by  a  74-cents- 
a-share  infusion  from  sales  of  Canadi- 
an oil  and  gas  properties,  earnings  hit 
$5.46  for  the  first  six  months.  Over 
one-third  of  1981  earnings  will  come 
from  gas  production — where  the  re- 
turn on  equity  is  better  than  20%, 
compared  with  14%  in  the  utility 
business.  In  1980,  25%  came  from 
there.  "We've  always  wanted  our  own 
gas  supply,"  says  Tankersley,  who 
joined  CNG  in  1949  and  was  elected 
to  its  board  in  1968,  the  year  it 
stepped  up  exploration. 

Of  course,  many  other  gas  pipeline 
and  distribution  companies  have 
wanted  the  same  thing  since  the  gas 
crunch  of  the  early  1970s  threatened 
the  whole  pipeline  and  gas  utility 
business.  But  CNG  saw  that  crunch 
coming  and  was  actively  exploring  in 
the  Appalachians  in  1968.  "We  were 
finding  that  pipelines  weren't  ready, 
or  capable,  of  delivering  us  more  gas," 
Tankersley  explains.  "That's  when 
we  began  to  be  concerned  about  a 
future  gas  shortage." 

CNG  took  action.  As  a  result,  the 
value  of  its  proven  domestic  gas  re- 
serves at  the  end  of  1980  stood  at 
$940  million,  or  about  $48  a  share — a 
total  topped  among  traditional  pipe- 
liners  only  by  Texas  Eastern  and  Ten- 
neco,  both  of  which  have,  unlike 


Consolidated  Natural  Gas  Chairman  Jack  Tankersley 
The  biggest  game  was  finding  its  own  gas. 
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CNG,  some  foreign  reserves.  Small 
wonder  Tankersley  can  be  sanguine 
about  the  shutdown  (caused  by  a  con- 
tract dispute)  of  liquid  natural  gas  sup- 
plies from  Algeria.  "We're  not  losing 
money  because  of  this,  but  we're  not 
making  any  either,"  says  Tankersley, 
lamenting  the  loss  of  the  68  cents  a 
share  CNG  was  making  on  that  gas 
before  the  shutdown.  But,  he  says, 
"We've  now  asked  former  Under  Sec- 
retary of  State  Warren  Christopher  to 
be  our  negotiator,  and  the  atmosphere 
is  friendly." 

The  big  reason  Tankersley  isn't 
worried  by  the  loss  of  Algerian  LNG  is 
that  his  company  has  its  act  together 
in  the  Gulf  of  Mexico,  where  the  po- 
tential has  been  largely  hidden  until 
now.  "We  just  couldn't  get  the  drilling 
rigs,"  he  says.  "We've  cured  that  now 
and  hope  to  drill  between  20  and  23 
new  wildcats  this  year." 

Based  on  CNG's  past  record,  that 
drilling  rate  means  real  promise  for 
the  future.  Of  the  123  leases  the  com- 
pany has  bought  in  the  Gulf  of  Mexi- 
co, its  wildcat  success  rate  has  been 
25%,  compared  with  an  industry  av- 
erage nearer  17%.  Including  Appala- 
chia,  CNG's  success  rate  on  all  ex- 
ploratory wells  is  63%.  "We  have  an 
interesting  philosophy,"  explains 
Tankersley.  "We  go  for  the  more  sub- 
tle geographical  prospects."  And,  like 


a  hunter  stalking  dangerous  prey, 
CNG  goes  alone.  Of  the  123  blocks 
CNG  has  won,  it  was  the  only  bidder 
or  had  one  competitor  on  82.  "We  do 
a  lot  of  studying.  We  stay  away  from 
the  megabuck  leases.  The  most  we 
have  ever  bid  on  our  own  is  $10  mil- 
lion for  a  lease." 

It's  not  that  CNG  is  short  of  money. 
Its  exploration  budget  will  probably 
rise  20%,  to  $200  million  next  year, 
but  its  cash  flow  is  approaching  $400 
million.  Tankersley  has  plenty  of 
powder  dry  should  he  covet  someone 
else's  energy  reserves.  "In  some  areas, 
the  quickest  and  most  viable  way  to 
get  in  is  to  buy,"  he  says,  but  refuses 
to  be  more  specific  about  potential 
acquisitions. 

Tankersley  pauses  in  his  discussion 
of  the  exciting  gas  production  busi- 
ness, ponders,  then  leans  forward. 
"We're  not  disenchanted  with  the  util- 
ity business,"  he  says.  "Sure,  some 
cash  comes  from  the  utilities  to  sup- 
port part  of  our  production,  but  gas 
comes  from  production  to  feed  our 
utilities."  It's  a  point  Tankersley 
makes  to  regulators  who  might  be 
tempted  to  use  CNG's  success  in  pro- 
duction as  an  excuse  to  hold  back  rate 
rises  in  the  utility  business.  Nor  does 
Tankersley  wish  to  spin  off  the  highly 
profitable  production  business  either 
to  appease  regulators  or  to  please  share- 


holders, as  Peoples  Energy  and  Ameri- 
can Natural  Resources  are  doing. 

As  Tankersley  sees  it,  the  business 
is  an  integrated  whole,  with  control 
over  its  own  gas  supplies  helping 
CNG  to  provide  a  highly  efficient  util- 
ity service.  "We're  extremely  proud 
that  of  the  25  largest  cities  in  Amer- 
ica, we  serve  gas  in  Akron  and  Cleve- 
land less  expensively  than  24  of 
them."  How?  "Our  administration 
and  general  costs  are  low,"  says  Tan- 
kersley. In  East  Ohio,  he  points  out, 
CNG  has  800  fewer  employees  than  it 
had  15  years  ago.  "We  expect  manage- 
ment to  manage  as  if  in  competition 
with  other  companies,  not  as  a  utility. 
And  I  see  nothing,"  he  adds  with  em- 
phasis on  each  word,  "to  prevent  us 
from  continuing  on  our  present 
course." 

The  future  looks  bright.  Gas  pro- 
duction in  the  Gulf  of  Mexico  should 
help  the  unregulated  business  increase 
its  contribution  to  CNG's  earnings  in 
the  coming  years. 

Modestly,  Tankersley  disclaims 
credit.  He  became  chief  executive  only 
in  1979,  he  says,  after  five  years  as 
CNG's  president.  But  the  audacious 
confidence  of  the  big  game  hunter  can- 
not be  long  suppressed.  "I  guess  I  have 
more  entrepreneurial  flare  than  some 
of  my  predecessors,"  says  deceptively 
mild-mannered  Jack  Tankersley.  ■ 


BOLLA 


"HOW  MANY  OTHER  GIFTS 
CAN  BE  OPENED  FOUR  TIMES?" 

—  Franco  Bolla 


"Deciding  which  delicious 
Bolla  wine  to  give  as  a  gift 
should  never  present  a  problem 
to  you. 

"Just  give  the  Bolla  Gift 
Selection,  with  its  two  red 
wines  and  two  white  wines. 
Each  with  its  own  distinctive 
taste.  Full-flavored  Valpolicella. 
Mellow  Bardolino.  Crisp, 

refreshing  Soave.  And  light,  dry  Trebbiano.  Al!  encased  in 
this  handsome  wooden  giftbox. 

"It's  a  gift  that  truly  shows  your  good  taste.  And  your 
generosity. 

"After  all,  how  many  gifts  can  they  open  four  times?" 
YOU  CAN  ALWAYS  TRUST  THE  TASTE  OF  A  BOLLA. 

To  send  the  Bolla  Gift  Selection  anywhere  in  the 
country  call  toll  free  800-528-6148. 

IMPORTED  BY  THEJOS  GARNEAU  CO..  NY..  N  Y. 


The  Up-And-Comers 


Med  General  Inc.  s  astounding  five-year 
sales  growth  rate  of  80%  looked  too  good 
to  be  true.  And  it  was. 


Why  Big  Max  wept 


By  Harrison  Moore 


ed  General  Inc.,  one  of  the 
country's  hottest  medical 
electronics  firms  through 
the  Seventies,  no  longer  exists.  The 
company  went  bankrupt  last  year  and 
is  now  in  liquidation.  With  luck, 
bondholders  may  receive  10  cents  on 
the  dollar,  depending  on  collection  of 
receivables  and  sales  of  inventory. 


Yet,  two  years  ago  at  the  company's 
annual  meeting  in  May,  everyone 
thought  the  sky  was  the  limit  for  Med 
General.  It  was  a  tumultuous  occasion 
with  more  than  350  stockholders  and 
analysts  packed  into  the  ballroom  of 
the  Rodeway  Inn  in  Bloomington, 
Minn.  Robert  Ersek,  the  company's 
founder  and  20%  owner,  proudly  in- 
troduced "the  greatest  executive  in 
the  world  today,"  Jerald  H.  Maxwell, 


the  man  responsible  for  Med  Gener- 
al's amazing  growth.  Maxwell  an- 
nounced that  1978  sales  had  jumped 
by  70%  and  earnings  were  up  50% 
over  the  previous  year.  He  predicted 
an  even  brighter  coming  year.  At  least 
20  times  during  his  short  speech,  de- 
lighted stockholders  interrupted  Max- 
well with  outbursts  of  applause.  "It 
was  just  like  a  revival  session,"  an 
analyst  recalls. 

Four  months  later,  visitors  to  Max- 
well's office  found  him  depressed  and 
demoralized.  His  company  was  col- 
lapsing. And  almost  everyone  connect- 
ed with  the  company  pointed  the  finger 
of  guilt  at  Jerry  Maxwell.  "What  de- 
stroyed Med  General,"  says  a  former 
executive,  "was  |erry  Maxwell's  ego." 

Back  in  1970  Maxwell  had  a  reputa- 
tion from  his  management  consulting 
days  as  a  man  with  the  right  answers. 
Bob  Ersek,  a  32-year-old  doctor,  had 
hired  him  to  exploit  the  commercial 
potential  of  a  couple  of  Ersek's  medi- 
cal inventions,  such  as  his  Vesseloops 
device  to  locate  and  occlude  blood 
vessels  during  surgery.  Sales  hit 
$700,000  by  1974,  but  the  company 
couldn't  turn  a  profit.  Maxwell  argued 
that  Ersek's  inventions  appealed  only 
to  a  narrow  market  and  that  the  com- 


Dr.  Robert  Ersek',  Med  General's  founder 

"The  greatest  executive  in  the  world,"  Jerald  H.  Maxwell,  the  man  responsible  for  Med  General's  amazing  growth. 
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Arrow-huss  Inc.  makes  it  possible  with  a 
movie  showing  its  Orient  Express  roller 
coaster  in  breathtaking  action. 
The  5-minute,  16  mm  film  has  been  an 
effective  tool  in  the  sales  of  similar  Arrow-Muss 
rides  and  helped  the  company  become  the  world's 
largest  producer  of  steel  roller  coasters. 

Business  films  like  this  can  pay  their  way  on 
every  level  of  business.  Sales.  Personnel.  Manufac- 
turing. Training.  Public  relations. 

Find  out  what  film  can  do  for  you.  flow  it  can 
solve  communication  problems  with  economy  and 
impact.  Use  the  coupon  to  receive  two  free  book- 
lets and  information  on  our  Communication 

©  Eastman  Kodak  Company,  1981 


Seminar  for  Management,  where  you  can  learn  to 
identify  your  communication  needs  and 
take  effective  action. 

Him.  Imagine  what  it  can  do  for  you. 

Eastman  Kodak  Company,  Dept.  A8035,  Rochester,  NY  14650 
□  Please  send  me  your  free  booklets:  Business  Films  Make  Business 
Sense  (V3-315)  and  Film  Does  You  Proud  (V3-406) 
and  Information  on  the  Communication  Seminar  for  Management. 


ORGANIZATION 


Call  toll-free  800-828-6270,  ext  35. 
(MY  only)  800-462-6843,  ext  35. 


Georgia  unties 
industry's  hands 

Whether  you're  expanding  or       tailored  to  your  needs— at  no  cost 


relocating  in  Georgia,  your  com- 
pany can  expect  a  helping  hand 
to  untie  the  red  tape. 

Georgia  offers  you  government 
cooperation.  Stable  and  equitable 
tax  structure.  A  right-to-work  law. 
One-stop  environmental  permit- 
ting. A  proven  work  force.  And 
technical  training 
programs 


to  you. 

To  find  out  how  Georgia  can  give 
you  a  helping  hand,  contact: 
Milt  Folds,  Commissioner;  Georgia 
Department  of  Industry  and  Trade; 
RO.  Box  1776,  Dept.  FB-21; 
Atlanta,  Georgia  30301 . 
(404)  656-3556. 


The  Up-And-Comers 

pany  needed  a  hot  new  product  line. 

That  new  product  suddenly  ap- 
peared late  in  1974.  Jud  Carlson,  a 
salesman  from  a  large  medical  elec- 
tronics firm,  suggested  that  Med  Gen- 
eral manufacture  a  new  device  for 
treating  chronic  pain.  Called  TENS,  for 
"transcutaneous  electronic  nerve 
stimulation,"  the  device,  about  the 
size  of  a  hand,  used  a  mild  electric 
current  to  trick  the  nerves  into  not 
registering  pain.  Maxwell  tried  it  on 
his  nagging  backache.  The  pain  van- 
ished. Med  General  had  a  new  product. 

Revenues  for  1975  leapt  by  81%,  to 
$1,250,000— and  76%  of  the  increase 
came  from  TENS.  And  as  Maxwell 
had  promised,  Med  General  made  a 
profit.  The  momentum  continued  in 
1976,  with  sales  nearly  doubling  to 
$2,400,000. 

For  Christmas  of  1976  Ersek  reward- 
ed Maxwell  with  a  new  white  Cadillac 
with  a  large  red  ribbon  on  top.  "At  the 
dealership,  I'd  selected  a  blue  El  Dor- 
ado," Ersek  recalls.  "The  salesman 
asked  me  who  it  was  for.  When  I  told 
him  Jerry  Maxwell,  he  said,  'Oh,  that 
guy's  already  been  in  here.  He  has  his 
heart  set  on  the  white  Seville  over 
there.'  A  Christmas  present  never 
made  anyone  so  happy." 

To  maintain  the  growth  rate,  Max- 
well saw  that  he  had  to  create  a  great- 
er demand  for  TENS  than  medical- 
supply  dealers  could  generate.  He 
hired  old  friend  Larry  Rasmusson  to 
organize  Pain  Control  Centers,  Inc. 
(PCCI)  to  promote  Med  General's 
TENS  at  the  grass-roots  level. 

Rasmusson  opened  eight  PCCI  cen- 
ters by  early  1977,  but  they  didn't  do 
much  business.  At  a  Saturday  morning 
meeting  in  May  1977,  Med  General's 
directors  debated  the  fate  of  PCCI. 
Ersek  favored  turning  PCCI  into  a 
wholly  owned  Med  General  subsidiary 
and  offering  majority  ownership  of  lo- 
cal franchises  to  doctors  as  an  incen- 
tive for  referrals.  But  Maxwell  insisted 
that  PCCI  should  be  an  independent 
company,  sell  its  stock  publicly  to  fi- 
nance expansion  and  maintain  major- 
ity control  of  franchises. 

The  board  was  not  persuaded  by 
Maxwell's  plans,  according  to  Ersek, 
so  Maxwell  reluctantly  agreed  to  post- 
pone a  decision.  By  August  PCCI  had 
lost  a  total  of  $130,000,  but  Maxwell 
was  well  on  the  way  to  lining  up  a 
stock  offering  to  keep  the  company 
alive  without  support  from  Med  Gen- 
eral. PCCI  went  public  in  November, 
raising  $750,000,  with  shares  selling 
at  5  times  what  initial  investors  had 
paid  a  year  earlier. 


Again  for  1977  Maxwell  achieved 
his  promised  results.  Sales  had  grown 
by  105%  with  earnings  keeping  pace. 
TENS  accounted  for  71%  of  the  total 
business.  And  PCCI  was  no  longer  a 
drain  either. 

At  a  director's  meeting  just  before 
Christmas,  Ersek  showed  up  wearing 
a  new  multifunctional  Rolex  Presi- 
dent watch,  "ferry  noticed  it,"  says 
Ersek.  "He  was  consumed  with  envy. 
I  let  him  see  it,  and  he  examined  it 
closely.  On  the  inside  was  written: 
'Big  Max:  for  a  job  well  begun.'  The 
man  was  ecstatic." 

To  shore  up  the  financial  manage- 
ment in  the  wake  of  Med  General's 
explosive  growth,  Maxwell  hired  John 
Dao  from  a  Minneapolis  leasing  firm. 
After  four  months,  Dao  handed  Max- 
well a  report  recommending  tighter 
credit  and  collection  policies. 


"I'd  selected  a  blue  El  Dor- 
ado. The  salesman  asked 
me  who  it  was  for.  When  I 
told  him  Jerry  Maxwell,  he 
said,  'Oh,  that  guy's  al- 
ready been  in  here.  He  has 
his  heart  set  on  the  white 
Seville  over  there.'  A  Christ- 
mas present  never  made 
anyone  so  happy." 


For  a  couple  of  months,  Dao  could 
see  signs  of  progress.  Then  came  the 
end  of  the  quarter,  in  late  June,  when 
sales  quotas  had  to  be  met.  Suddenly 
Dao's  credit  policies  fell  by  the  way- 
side. The  whole  Med  General  sales 
force  got  on  the  phones  to  make  deals. 
"Products  were  shipped  to  absolutely 
anyone  who  would  order — without 
any  credit  check,"  says  Dao.  By  mid- 
1978,  Med  General  had  stuffed  its 
dealers  with  an  average  inventory  of 
six  months'  worth  of  products. 

The  situation  at  PCCI  was  equally 
desperate.  "As  soon  as  they  raised  the 
money,  they  ran  around  the  country 
wildly  opening  centers,"  says  Dr.  Nor- 
man Shealy,  a  medical  consultant 
Maxwell  hired  to  provide  PCCI  with 
respectability.  "And  it  was  done  with 
absolutely  no  market  research  PCCI 
was  never  anything  but  a  front  to  sell 
Med  General  equipment,  and  the) 
couldn't  even  do  that." 

The  TENS  units  dumped  on  PCCI 
weren't  even  solely  Med  General's. 
Some  were  manufactured  by  competi- 
tors. Some  were  new,  others  were 
used.  This  was  the  result  of  Med  Gen- 
eral's strategy  to  tie  in  dealers  on  an 
exclusive  basis. 

Says  one  former  salesman,  "We'd 
offer  to  swap  dealers  a  top-line  Med 


Man  at  work 

Captain  of  all 
captains. 

4*  •t 

John  Christensen  of 
Chicago's  Whitehall 
Hotel  finds  satisfaction 
and  accomplishment 
in  what  many  see  as  a 
thankless  job. 

•fr  4*  4* 

A  pride  not  known  to 
peacocks. 

Not  many  youngsters  aspire  to  be  a 
doorman  when  they  grow  up.  It's  not  a 
field  that  guidance  counselors  recom- 
mend. Yet  few  bank  presidents  or  sur- 
geons attack  their  work  with  half  the 
relish  that  John  Christensen  displays 
when  he  whistles  up  your  taxi  in  the 
morning. 

He  considers  his  job  one  of  the  most 
fascinating  in 
Chicago,  and  so 
he  does  it  with 
grace. 

There  is 
nothing  either 
high-hat  or  ser- 
vile about  John 
Christensen  or  JOHN 
the  other  people  who  work  at  this  hotel. 
Christensen  knows  how  to  greet  a  sing- 
ing group  or  a  British  Lord— the  same 
way.  Service  at  the  Whitehall  isn't  put 
on;  it  comes  naturally. 

Pride  for  the  Whitehall  Is  not  limited 
to  the  staff.  Recently,  readers  of  the 
Chicago  Tribune  voted  it  the  best  small 
hotel  in  Chicago. 
Not  because  it 
is  grand  and 
showy,  but  be- 
cause it  is  amia- 
ble and  comfort- 
able.   And  not 
because  it  has  a 
HIS  WHISTLE     staff  of  thou. 

sands,  but  because  it  has  individuals 
like  John  Christensen  who  are  proud  to 
serve  individuals. 

Very  important  to  John  Christensen, 
indeed  to  all  the  staff  at  the  Whitehall,  is 
greeting  each  guest  by  name  and 
knowing  what  makes  each  one  of  them 
feel  at  home. 


The  Whitehall 

105  East  Delaware  Place,  Chicago 
(800)  621-8133  or  (312)  944-6300 

The  Tremont,  Chicago 
The  Fairfax,  Washington,  D.C 
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Swissair  passengers  can  fly  to  2  cities 
in  Switzerland.  And  19  in  Africa. 

Swissair  has  never  been  a  strictly 
Swiss  airline.  But  the  service  has  never 
been  anything  else. 

Ask  Swissair  passengers  who  fly  to 
Africa.  Many  of  them  regard  Swissair 
as  an  African  airline.  Because  we've 
been  doing  business  there  for  years. 
Immersing  ourselves  in  the  culture. 
Learning  the  customs.  Understanding 
the  society's  structure. 

Then  making  it  all  work  for  Swissair 
passengers.  Of  course,  the  food  is  a 
continental  success,  on  any  continent. 
The  comfort  assured.  And  those  who 
fly  with  us  here  get  the  same  personal 
attention  they  expect  anywhere  else 
from  Swissair. 

But  more  than  that,  they  have  the 
convenience  of  48  different  flights  each 
week  to  19  cities  throughout  the 
continent.  On  schedule. 

To  places  like  Casablanca,  Abidjan, 
Douala  and  Nairobi,  which  become  as 
familiar  to  our  passengers  as  being  in 
Paris,  London  or  New  York. 

Wherever  they  want  to  go,  they 
know  Swissair  is  a  natural  part  of  the 
landscape. 

Swissair  departs  worldwide  from 
New  York,  Boston,  Chicago,  Toronto 
and  Montreal. 

Call  Swissair  or  your  travel  agent. 

Swissair jjf 


The  Up-And-Comers 

General  unit  for  a  lower-quality  or 
used  unit  of  a  competitor.  Then  we 
would  ship  the  swapped  units  back  to 
the  company." 

Med  General  sold  these  units  to 
PCCI,  but  PCCI  didn't  have  the  cash 
to  pay.  By  the  end  of  1978  receivables 
from  PCCI  stood  at  $328,000,  aging 
up  to  16  months. 

Yet  Maxwell's  reputation  continued 
to  buy  him  time.  In  early  1978  Max- 
well proposed  a  $2.5  million  debt  of- 
fering to  the  board  of  directors.  After 
all,  fast-growing  companies  must  bor- 
row to  support  growing  inventory  lev- 
els and  receivables.  The  investment 
community  was  enthusiastic.  In  [une 
1978  Offerman  &  Co.,  a  local  under- 
writer, successfully  placed  the  $2.5 
million  offering. 

The  infusion  was  only  a  temporary 
fix.  If  the  company  had  tightened  fi- 
nances and  accepted  a  few  slack  quar- 
ters, it  might  have  survived.  But  Max- 
well was  hooked  on  growth. 

At  a  Minneapolis  sales  meeting  in 
October  1978,  Maxwell  announced  a 


Jerald  11  (Big  Max)  Maxwell 


'If  you  cant  do,  you  cant  stay. 


$16  million  sales  goal  for  1979.  "We 
struggled  to  make  the  numbers  for  the 
second  and  third  quarters  of  1978," 
says  Jud  Carlson.  "I  told  Jerry  we 
couldn't  make  $16  million — at  most 
$12  million." 

Maxwell  soon  reduced  Carlson's  re- 
sponsibility, asserting  that  he  antago- 
nized the  dealers.  Maxwell's  com- 
ment to  Ersek:  "There  are  two 
can'ts:  If  you  can't  do,  then  you  can't 
stay." 

With  another  stock  offering  in  the 
planning  stages,  Med  General  began 
1979  with  even  greater  pressure  to 


reach  record  sales  quotas.  Receivables 
mounted  to  an  alltime  high  of  $7.3 
million  during  the  first  quarter.  Ras- 
musson continued  to  assure  the  board 
that  there  was  nothing  to  fear:  Med 
General  had  suffered  only  $44,000  in 
bad  debts  in  its  history. 

But  Med  General's  auditors,  Lurie, 
Eiger,  Besikof  &  Co.,  a  small  Minne- 
apolis firm,  were  reaching  a  far  differ- 
ent conclusion.  After  randomly 
checking  the  company's  receivables, 
the  young  accountant  in  charge  of  the 
1978  audit  suggested  to  Dao  that  Med 
General  should  take  a  $500,000  write- 
off for  bad  debts.  Dao  agreed. 

A  writeoff  of  that  magnitude  would 
slash  Med  General's  earnings  by  al- 
most half.  Maxwell  and  Rasmusson 
excluded  Dao  from  the  post-audit 
meeting  with  the  auditors. 

Dao  was  astonished  to  see  the  fig- 
ures the  accountants  finally  certified. 
"The  10-K  was  not  what  the  auditor 
and  I  had  discussed,"  he  says.  "There 
was  no  significant  allowance  for  bad 
debts." 

Shortly  afterward  Dao  handed  in 
his  resignation.  But  Maxwell  re- 
mained calm.  He  was  in  good  spirits. 
He  had  another  project  in  the  works: 
a  lavish,  new  Med  General  headquar- 
ters. The  70,000-square-foot  structure- 
would  house  all  of  Med  General's  of- 
fices, manufacturing  plant  and  ware- 
house space,  plus  such  amenities  as 
an  indoor  track,  a  health  club,  a  day- 
care center  and  a  steam  room.  Indus- 
trial revenue  bonds  issued  by  the  city 
of  Bloomington  would  provide  all  the 
financing. 

By  early  May,  Maxwell  had  the 
sales  figures  he  wanted  and  a  certified 
financial  statement  to  demonstrate 
the  company's  soundness.  He  flew  to 
New  York,  where  he  collected  Ersek, 
and  then  proceeded  to  a  meeting  with 
Lehman  Brothers  Kuhn  Loeb  to  dis- 
cuss a  $6.5  million  stock  offering. 

"The  Lehman  meeting  went  well," 
Ersek  recalls.  "They  told  us,  'There's 
no  way  we  won't  do  this  deal.'  " 

Yet  even  as  the  videotape  cameras 
were  recording  Maxwell's  glowing 
words  for  prosperity  at  the  annual 
meeting  a  few  weeks  later,  the  Med 
General  house  of  cards  was  beginning 
to  collapse. 

What  triggered  the  fall  was  an  anon- 
ymous letter  from  a  Med  General 
salesman  to  Lehman  Brothers,  accus- 
ing Med  General  of  pumping  dealers 
full  of  unordered  product.  Lehman  in- 
vestigated the  accusations,  and  then 
in  July  sent  their  own  accountants  to 
audit  Med  General's  books.  The  Leh- 
man Brothers  investigation  quickly 
confirmed  the  truth  of  the  letter:  Med 
General's  phenomenal  sales  were  of- 


ten sheer  fabrications. 

The  most  experienced  salesmen  be- 
gan quitting  in  the  spring  of  1979.  "I 
remember  in  June,"  says  one  sales- 
man, "we  were  up  in  Minneapolis, 
and  all  the  guys  were  muttering  that 
sales  were  tough.  Then  Rasmusson 
said,  'Let's  ship  this  guy  Henningsen 
2,000  units.'  "  Although  on  credit 


Larry  Rasmusson  a/  PC  <  / 


Experienced  salesmen  quit. 


hold  at  the  time,  Henningsen  Asso- 
ciates in  Portland,  Ore.  received  an 
unordered  $750,000  shipment  soon 
afterwards.  That  one  shipment  ac- 
counted for  roughly  25%  of  Med  Gen- 
eral's quarterly  sales. 

On  Aug.  1,  Lehman  Brothers  ad- 
vised Maxwell  that  it  was  pulling  out 
of  its  underwriting  deal  with  Med 
General.  Creditors  were  pressing  for 
payment  of  long-overdue  accounts. 
Maxwell  reassured  the  board  that  an- 
other Wall  Street  firm  would  do  the 
underwriting. 

Tension  increased  at  Med  General 
throughout  the  month  of  August. 
Maxwell  tried  to  get  another  under- 
writer, the  Wall  Street  firm  of  Laden- 
burg  &  Thalmus,  but  it  too  lost  enthu- 
siasm with  the  discovery  that  a 
$600,000  writeoff  of  receivables  was 
in  order.  Joe  Offerman,  the  local 
broker  who  had  done  Med  General's 
debt  offering  a  year  earlier,  also  reject- 
ed the  deal.  There  was  nowhere  else 
for  Maxwell  to  go. 

By  mid-September,  Med  General 
executives  were  repeatedly  on  the 
phone  to  Ersek  and  other  directors 
with  word  that  Maxwell  was  acting 
funny.  His  usually  high  spirits  seemed 
burned  out.  He  no  longer  yelled  or 
joked.  He  no  longer  ran  office  checks 
at  8  a.m.  Maxwell  simply  walked  into 
his  office  every  morning,  closed  the 
door  and  did  nothing.  Occasionally 
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LANIER'S  NEW 
TYl^EMASTER 


CAN  MASTER 
THE  WORK  OF 


NO  PROBLEM* 
TYPING  IN  THE  SPACE 

OF  AN  ORDINARY 
ELECTRIC  TYPEWRITER 


3  ORDINARY 
ELECTRICS 


Now  you  can  have  the  ease  and  efficiency  of  No  Problem 
typing  all  in  one  unit  with  Lanier's  new  TypeMaster  The 
printer  is  built  right  into  the  top.  Typing  is  done  on  a  standard 
keyboard  that  attaches  easily  at  the  front.  The  page  first  appears 
on  a  TV-like  screen,  so  errors  can  be  corrected  before  printing. 
And  up  to  40  pages  can  be  stored  on  a  single  memory  disc. 

NO  PROBLEM  FOR  TIGHT  DEADLINES, 
 OR  SMALL  BUDGETS  

Your  typing  comes  back  faster  looking  better  and  right  the 
first  time.  At  the  rate  of  one  letter-quality  page  every  forty 
seconds.  And  while  one  document  is  printing  out,  your  secretary 
can  be  typing  another  on  the  screen.  That's  why  we  estimate 
a  Lanier  TypeMaster  can  pay  for  itself  in  one  year. . .  or  less. 

NUMBER  ONE  IN  SERVICE  AND  SUPPORT 

Lanier  was  rated  best  by  users  for  service  and  support  in  a  1 980 
survey  by  Quantum  Science  Corporation,  an  independent 


research  firm.  That's 
because  we  help  your 
people  become  more 
productive  from  day  one. 
Send  us  this  coupon  to  set  up  an  immediate  demonstration. 
Or  call  (800)  241-1706.  Except  in  Alaska  or  Hawaii.  In  Georgia, 
call  collect'  (404)321-1244  ©-98]  Lanier  Business  Products.  Inc 

I  1 

Send  to.  Lanier  Business  Products,  Inc. 

1 700  Chantilly  Dr  N  E,  Atlanta.  GA  30324 
Show  me  how  TypeMaster  beats  the  electrics. 


Phone 


Title 


Best  Time  to  Call 


City 


County 


State 


Z'P 


We  make  your  good  people  even  better. 


Oct  12.  81  Forbes  4  42  B  J1 


Makers  of  the  rypeM.ister."No  Problem*  typewriter,  No  Problem  Shared  System!* drxl  EZ  I™  Work  Processor 


How  an  industrial  product 
from  Coit  Industries 
helps  put  today's  catch 
on  tomorrow's  tables.- 


m 


4 


When  fishing  fleets  return  to  port,  fisheries  move  fast  to  get  the  day's 
catch  to  market.  Many  fisheries,  and  processors  of  red  meat  and  poul- 
try, rely  on  the  Fairbanks®  Series  7  electronic  weighing  system  from 
our  Fairbanks  Weighing  Division.  With  it,  they  get  the  speed,  accuracy, 
and  control  they  need  on  the  production  line.  Our  most  sophisticated 
Series  7  system,  featuring  the  Fairbanks  Dataprinter  equipped  with  a 
microprocessor,  automatically  prints  non-smear  net  weight  labels  and 
remembers  the  weight  of  each  transaction.  The  system  also  accumu- 
lates the  data  necessary  for  tight  production  and  inventory  control. 

The  nation's  oldest  manufacturer  of  industrial  scales,  Fairbanks  is 
another  of  the  well-known  product  names  that  help  make  us  what  we 
are  today.  A  $2  billion  company  with  a  broad  earnings  base  in  five 
industry  segments.  And  a  leading  supplier  to  the  industrial  sector  of  the 
U.S.  economy.  For  our  latest  financial  reports,  write  Colt  Industries  Inc, 
Dept.  42,  430  Park  Avenue,  New  York,  N.Y.  10022. 

Fairbanks  Morse  diesel  engines  •  Fairbanks  scales  •  Pratt  &  Whitney  and  Elox  production  equipment 
Qulncy  compressors  •  Central  Moloney  transformers  •Trent  welded  stainless  steel  pipe  and  tubing 
Crucible  perjmanenl  magnets  and  coil  springs*  Colt  firearms  O  Holtey  carburetors •  Chandler  Evans  fuel 
controls  •  Fairbanks  Morse  pumps  □  Crucible  Specialty  steels  DGariock  industrial  seals  •  Stemco  truck 
products  •France  compressor  products*  Famam  gaskets  □  Menasco  shock  mitigation  systems 


Colt  Industries  i 


The  Up-And-Comers 

visitors  found  him  crying.  Then  the 
ax  fell.  On  Oct.  3,  1979,  a  lengthy 
article  in  the  Minneapolis  Star  re- 
vealed Med  General's  financial  prob- 
lems. Shortly  thereafter  Med  Gener- 
al's bankers  demanded  action.  The 
board  met  with  them  one  afternoon 
in  October  and  for  IVi  hours  debated 
firing  Maxwell  and  Rasmusson.  Rep- 
resentatives from  Citibank  and 
American  National  Bank  in  Minne- 
apolis insisted  on  their  ouster.  The 
board  sided  with  the  bankers. 

Maxwell  and  Rasmusson  offered  to 
resign  if  the  board  would  extend  their 
salaries,  benefits  and  use  of  company 
cars  for  the  next  12  months.  The 
board  quickly  agreed. 

Ersek,  reinstated  as  chairman, 
brought  in  Coopers  &.  Lybrand  for  an 


At  a  director's  meeting,  Er- 
sek showed  up  wearing  a 
new  multifunctional  Rolex 
President  watch.  "Jerry  no- 
ticed it,"  says  Ersek.  "He 
was  consumed  with  envy. 
He  examined  it  closely.  On 
the  inside  was  written:  'Big 
Max:  for  a  job  well  begun.' 
The  man  was  ecstatic." 


audit.  The  accountants  knocked 
$1,400,000  off  the  $8,295,000  report- 
ed for  sales  in  1978,  leaving  a  net  loss 
of  $247,000  instead  of  a  profit  of 
$885,000.  When  they  looked  at  1979 
figures,  the  cuts  went  deeper.  A  true 
sales  figure,  the  accountants  said, 
would  be  about  $4,400,000,  and  losses 
for  the  year  were  $7,200,000.  When 
the  figures  were  announced,  the  board 
canceled  its  deal  with  Maxwell  and 
Rasmusson. 

George  Wettstaedt,  now  the  finan- 
cial officer  of  the  shattered  company, 
personally  went  to  repossess  the  two 
company  cars — Rasmusson's  Lincoln 
Continental  and  Maxwell's  Cadillac 
Seville.  "Larry  didn't  give  me  any 
trouble  when  I  showed  up  at  his 
home,"  says  Wettstaedt.  "But  Max- 
well refused  to  budge.  Then  one  morn- 
ing last  March,  a  secretary  said  that 
on  the  way  to  work  she  had  seen  the 
car  in  a  shopping  center  parking  lot. 
We  dashed  over  there  with  the  extra 
set  of  keys,  and  I  jumped  in." 

Moments  later,  a  luxurious  Caddy 
with  big  max  plates  spun  out  of  the 
parking  lot  and  headed  east  down  Old 
Shakopee  Road.  ■ 

Harrison  Moore  is  a  free-lance  writer 
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That's  the  reaction  that's  made 
Puerto  Rican  Gold  Rum  one  of  the 
most  popular  and  fastest  growing 
liquors  in  America  today. 

Any  way  you  try  it,  Gold  Rum  is 
a  smooth  alternative  to  bourbons, 
blends,  Canadians— even  Scotch. 

Enjoy  it  on  the  rocks,  or  with  a 
dash  of  soda  or  your  favorite  mixer. 
The  first  sip  will  amaze  you.  The 
second  will  convert  you. 

For  free  Rums  of  Puerto  Rico 
Dept  fb-2,  1290  Avenue  of  the  Americas.  N 


Make  sure  the  rum  is  Puerto 
Rican.  The  people  of  Puerto  Rico 
have  been  making  rum  for  almost 
five  centuries.  Their  specialized  skills 
and  dedication  result  in  a  rum  of 
exceptional  taste  and  purity. 

No  wonder  over  85%  of 
the  rum  sold  in  this  country 
comes  from  Puerto  Rico. 

pucrto  Ricnn  Rums 

Aged  for  smoothness  and  taste. 

recipes,  write  Puerto  Rican  Rums, 
Y,  N  Y  10102  ©  1980 Government  of  Puerto  Rico 
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Enter 

the  informatior 

age. 

OB  From  the  beginning,  knowledge  has  shaped  the  future. 

Now,  America  is  entering  a  new  age,  the  Information  Age.  Bell  scientists  have 
used  their  knowledge  to  invent  the  tools  for  managing  information  in  this  new  age: 
the  transistor,  magnetic  bubbles  and  other  breakthroughs  shown  above  in  blue.  We  appb 
this  knowledge  to  advanced  systems  for  business  by  drawing  on  our  knowledge  of 
>rmation  networks  and  of  each  industry's  specific  information  management  needs. 
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This  knowledge  can  be  applied  to  your  business  with  the  help  of  your  local  Bell 
ccount  Executive,  an  industry  specialist,  to  produce  a  single,  integrated  system.  This 
lique  system  can  add  to  your  profits  by  increasing  productivity,  saving  energy,  improving 
aality  of  life  for  your  employees. 

A  typical  example  is  our  Dimension®  PBX  system  for  managing  information  in 
Dspitals.  In  addition  to  updating  voice  communications,  it  distributes  timely  information 
i  patient  bills,  medical  records,  prescribed  diets.  It  reports  bed  status,  staff  availability, 
apartment  inventories.  A  special  feature  transmits  energy-saving  information  to  heating, 
>oling  and  lighting  units,  reducing  energy  costs  as  much  as  20  percent. 

The  system  we  design  for  you  will  be  part  of  our  nationwide  network,  the 
rgest  and  most  advanced  system  in  the  world  for  managing  information.  You  can  make 
)ur  own  changes  as  your  business  changes  and  grows.  Your  system  will  be  flexible,  to 
commodate  further  advances  in  technology;  it  will  be  backed  by  and  integrated  with  the 
dl  System. 

The  knowledge  business  can  help  you  move  into  the  Information  Age. 


The  knowledge  business 


Does  Dome  Petroleum's  Jack  Gallagher 
really  intend  to  spend  billions  building 
icebreakers?  Don't  bet  on  it. 

A  plan  or 
a  ploy? 


By  Michael  Kolbenschlag 

Only  Jack  Gallagher  knows 
what  his  real  intentions  are," 
says  an  oil  analyst  respectfully 
of  the  wiry,  65-year-old  chairman  of 
Dome  Petroleum  Ltd.  Analysts  of 
Canadian  oil  have  been  watching  Gal- 
lagher for  some  30  years  now,  ever 
since  he  brought  in  Dome's  first  wild- 
cat well  in  1950.  He  has  since  built 
Dome  into  a  $1  billion-plus  (revenues) 
giant — Canada's  second-largest  oil 
company.  But  his  latest  move  is  mak- 
ing even  Gallagher  fans  wonder. 

Last  spring,  Gallagher  announced 
that  Dome  was  getting  into  shipbuild- 
ing with  a  fervor  that  could  make  it 
the  biggest  oil  tanker  builder  in  Can- 
ada. Shortly  after  that  he  spent  $32.2 
million  to  acquire  Quebec's  Davie 
Shipbuilding  Ltd.,  and  now  he  says  he 
intends  to  build  new  shipyards  that, 
along  with  Davie,  will  be  capable  of 
turning  out  70  ships  by  1990. 

The  ships  will  be  needed,  he  ex- 
plains, to  transport  oil  and  gas  out  of 
the  Canadian  sections  of  the  Beaufort 
Sea,  high  above  the  Arctic  Circle. 
They  would  include  25  icebreaking 
200,000-ton  tankers,  4  Class  10  ice- 
breakers that  would  dwarf  the  largest 
ships  now  built  by  the  Russians  and 
some  icebreaking  LNG  carriers. 

"I  talked  to  Canadian,  Japanese 
and  Korean  builders,  but  they 
couldn't  give  me  what  I  wanted," 
says  Gallagher.  "So  we  decided  to 
build  them  ourselves.  We've  got  the 
expertise  and  technology'  for  the 
Arctic,"  he  says,  seemingly  obliv- 
ious to  the  world's  oversupply  of 
tankers  or  to  the  cost  of  his  pro- 
posed shipbuilding  venture:  $300 
million  for  the  yards,  $200  million 
for  each  icebreaking  tanker. 

The  prospect  has  brought  a  pause  in 
the  enthusiasm  for  Dome  on  the 


Dome  s  Jack  Gallagher 
Only  he  knows  for  sure. 


American  Stock  Exchange.  From  a 
high  of  21  in  June,  the  stock  has 
dropped  to  around  12.  More  than  ice- 
breakers is  involved. 

There  is  growing  skepticism  about 
the  promise  of  the  vast  reserves  in  the 
Beaufort  Sea  that  Gallagher  has  trum- 
peted, using  the  Canadian  govern- 
ment's Geological  Survey  statistics. 
Estimates  that  Beaufort  contains  36 
billion  barrels  of  oil  and  339  trillion 
cubic  feet  of  gas — more  than  4  times 
the  proven  reserves  of  Alaska's  North 
Slope — look  ambitious  on  the  evi- 
dence of  Dome's  test  drillings  to  date. 

Then  there  are  further  worries  that 
Gallagher  has  allowed  Dome's  debt  to 
swell  out  of  control.  His  exploration 
plans,  which  call  for  Dome  and  sever- 
al smaller  partners  to  spend  some  $40 
billion  in  the  Beaufort  Sea  by  1990, 
and  his  recent  53%  acquisition  of 


Hudson's  Bay  Oil  &.  Gas  Co.  from 
Conoco  have  increased  the  debt  to 
$5.3  billion.  The  company  has  only  $  1 
billion  of  equity.  Analysts  say  the  rea- 
son Gallagher  is  going  after  the  re- 
maining 47%  of  Hudson's  Bay  at  this 
time  is  to  get  its  $400  million  cash 
hoard  into  Dome's  hands.  Mean- 
while, interest  charges  are  $148  mil- 
lion for  the  first  half  of  this  year  and 
earnings  are  $1 14.4  million. 

Things  would  look  problematic 
enough  without  Gallagher's  plunging 
the  company  into  shipbuilding,  a  field 
in  which  almost  nobody  in  the  world 
is  making  money.  But  is  that  what 
Gallagher  is  doing?  Or  is  he  crazy  like 
a  fox? 

First,  on  the  financial  problem, 
Denny  Mote,  the  Toronto-based  ana- 
lyst for  Bache  Halsey  Stuart  Canada 
Ltd.,  takes  the  long  view.  "They're 
getting  pinched  by  high  interest 
rates,"  says  Mote.  "But  their  cash 
flow  will  be  growing  from  $550  mil- 
lion this  year  to  around  $3.5  billion  by 
1985.  They're  just  having  a  hiccup." 

And  the  tankers,  thinks  Alvin  D. 
Silber  of  Dean  Witter  Reynolds,  might 
be  a  clever  feint.  What  Gallagher 
might  prefer,  explains  Silber,  is  a  pipe- 
line to  carry  Dome's  Beaufort  Sea 
riches  to  market.  Recently  the  Cana- 
dian government  approved  the  con- 
struction of  an  18-inch  line  for  Impe- 
rial Oil  Ltd.  and  Petro-Canada  that 
will  run  up  the  Mackenzie  River  two- 
thirds  of  the  way  to  the  Beaufort.  En- 
vironmentalists, to  date,  have  sty- 
mied any  plans  to  expand  or  extend 
that  pipeline  farther  north.  "But  faced 
with  the  alternative  of  having  Jack 
Gallagher  operating  his  tankers  in  the 
Arctic  or  extending  an  existing  pipe- 
line, which  would  you  choose?"  asks 
Silber.  He  concludes  "it  may  be  a  long 
time  before  you  see  Dome  operating 
icebreaking  tankers." 

Gallagher  declines  comment  on 
such  suggestions,  but  they  do  meet 
the  test  of  common  sense.  A  pipeline 
would  allow  Dome  to  commercialize 
its  operations  in  the  southern  Beau- 
fort Sea,  where  the  water  is  shallow 
and  the  exploration  and  development 
costs  are  justified  by  Canada's  as- 
signed $38-a-barrel  oil  price.  This 
pipeline  option  would  reduce  the 
need  to  spend  that  entire  $40  billion 
in  only  ten  years  and  go  a  long  way 
toward  building  income  and  dimin- 
ishing debt. 

As  for  the  oil  in  the  deep-water 
northern  sections  of  the  Beaufort,  it 
can  wait — not  only  for  much  higher 
oil  prices,  but  also  for  Jack  Gallagher 
to  come  up  with  a  better  transporta- 
tion scheme  than  a  flotilla  of  ice- 
breaking tankers.  ■ 
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This  announcement  is  not  an  offer  of  securities  for  sale  or  a  solicitation  of  an  offer  to  buy  securities. 
New  Issues  September  11, 1981 

$150,000,000 

Texas  Eastern  Transmission  Corporation 

$75,000,000  lV/2%  Debentures  due  September  1,  2001 

Price  97.25% 

plus  accrued  interest,  if  any,  from  September  17.  1981 

$75,000,000  17%  Notes  due  September  1,  1991 

Price  98.20% 

plus  accrued  interest,  if  any,  from  September  17,  1981 


Copies  of  the  prospectus  may  br  obtained  from  such  of  the  undersigned  ( who  are  among 
the  underwriters  named  in  the  prospectus )  as  may  legally  offer 
these  securities  under  applicable  securities  larvs. 


Dillon,  Read  &  Co.  Inc. 


The  First  Boston  Corporation 
Lehman  Brothers  Kuhn  Loeb 

Incorporated 

Bache  Halsey  Stuart  Shields 

Incorporated 

Donaldson,  Luf kin  &  Jenrette 

Securities  Corporation 

Kidder,  Peabody  &  Co. 

Incorporated] 

Shearson /American  Express  Inc. 
Warburg  Paribas  Becker 


Goldman,  Sachs  &  Co. 

Merrill  Lynch  White  Weld  Capital  Markets  Group        Salomon  Brothers 


Mm  ill  Lrncb.  Pierce,  Fenner  A.  Smith  Incorporated 


A  C.  Becker 


Bear,  Stearns  &  Co. 
Drexel  Burnham  Lambert 

Incorporated 

Lazard  Freres  &  Co. 

Wertheim  &  Co.,  Inc. 


Blyth  Eastman  Paine  Webber 

Incorporated 

E.  F.  Hutton  &  Company  Inc. 
L.  F.  Rothschild,  Unter  berg,  Towbin 
Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Dean  Witter  Reynolds  Inc. 


Perhaps  you  have  seen  them  on  M*A*S*H  or  heard  them  puttering 
above  a  crowded  highway,  but  have  you  ever  ridden  in  one? 


Here  come  the 
helicopters 


A  Sikorsky  S-76  sails  past  the  World  Trade  Center 

The  workaday  helicopter  upgraded  for  a  quieter,  more  luxurious  ride. 


By  Kathleen  K.  Wiegner 
and  Ellen  Paris 

To  shuttle  employees  and  vis- 
iting salesmen  among  its  15 
plants  dotted  within  a  30-mile 
radius  of  its  Maynard,  Mass.  head- 
quarters, Digital  Equipment  Corp. 
uses  nine  four-passenger  Bell  JetRang- 
er  helicopters  that  fly  up  to  200  times 
a  day  on  a  scheduled  basis. 

When  Union  Carbide  relocated  cor- 
porate headquarters  from  New  York 
City  to  Danbury,  Conn.,  it  bought 
two  S-76  helicopters  at  a  cost  of  about 
$2  million  apiece  to  allow  employees 
to  get  back  and  forth,  reducing  an 
hour's  trip  by  automobile  to  a  20-min- 
ute  flight. 

Almost  from  the  beginning  of  off- 
shore drilling,  the  oil  companies  have 
used  helicopters  to  shuttle  crews  from 
shore  to  drilling  platforms.  Now,  with 
the  upsurge  in  exploration,  they  are 
using  more  of  them.  The  rotorcraft 
are  also  used  to  ferry  personnel  from 
base  camps  to  drill  sites  in  the  tough 
terrain  of  the  Rocky  Mountains  and 
the  Alaskan  North  Slope. 

The  civilian  helicopter  market  is 
coming  into  its  own.  This  year  U.S. 
builders  will  deliver  an  estimated 
$700  million  worth  of  the  rotorcraft 
for  civilian  use,  more  than  double  the 
shipments  in  1975.  And  the  expecta- 
tion is  that  shipments  will  grow  over 
10%  for  the  next  several  years.  Ac- 
cording to  major  U.S.  manufactur- 
ers—the Bell  Helicopter  division  of 
Textron,  the  Sikorsky  division  of 
United  Technologies,  and  Hughes  He- 
licopters, an  arm  of  the  privately  held 
Summa  Corp. — civilian  sales  in  the 
U.S.  have  already  surpassed  sales  to 
the  military. 

August  Busch  III,  the  chairman  of 
Anheuser-Busch  Co.,  flies  in  a  Bell 
from  his  home  to  his  office  in  down- 
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Introducing  600  Series  Systems  Seating  from  All-Steel 


Styled  for  today's  elec-  {    C%tY\  TC)Vt 

tronic  office  environ-  ...  ^^VJV*.  <llV>rL  I* 

ment,  600  Series  V£m  y      /^ci  rY't^ 

offers  a  new  dimension  |J  y  ClG^iwll 

in  ergonomic  design.  ' 
Personalized  comfort,  made  possible  by  a 


^j^'/reystem-  of  posture  controls,  adapt  each  chair 
r  V»«f  jf3/tbe  individim|  worker's  requirements. 


* Y  600  Series  offers  a  comprehensive 
*~   line  of  executive  and  operator 
1^  models,  each  possessing  a  level  of 
[X  comfort  that  invites  comparison. 

Let  your  own  comfort  require- 
ments be  the  judge.  Contact  Wayne 
Wilkins  to  arrange  a  showroom 
demonstration  near  you.  New  color 
brochure  upon  request/ 


2600  /ILL- STEEL 
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How  the  Queen's  captain  can  see  more  than  the  Queen's  radar. 


Of  course,  the  radar  on  the  Queen  Elizabeth  2 
"sees'  everything  a  radar  is  supposed  to  see. 

And  when  it  sees  another  ship  it  shows  a 
bright  spot  on  its  scope. 

But,  alone,  that's  all  a  radar  can  do. 

With  the  RAYCAS  system,  the  Queen's 
captain  can  actually  see  much  more. 

RAYCAS  (Raytheon  Collision  Avoidance 
System)  combines  radar  with  a  microcomputer, 
and  the  results  are  akin  to  magic. 

For  instance,  the  Queen  s  captain  can  have 


the  computer  track  up  to  20  ships  on  the  radar 
scope  at  the  same  time— automatically.  And 
draw  vectors  from  each  ship  to  show  its  course 
even  how  fast  it's  going. 

The  captain  can  also  have  the  system 
pinpoint  exactly  where  and  when  each  ship  wil 
come  closest  to  the  Queen. 

And  if  one  of  these  ships  should  endanger 
the  Queen?  The  system  will  automatically 
sound  an  alarm  and  show  on  the  radar  scope 
which  one  it  is. 


loth 


Then,  to  avoid  the  ship,  the  captain  can 
simulate  trial  maneuvers— again,  right  on  the 
scope— to  see  which  maneuver  would  work  best. 

The  captain  can  even  draw  a  "fairway"  on 
the  scope  for  the  Queen  to  follow. 

It  might  sound  like  magic.  But  it's  really 
RAYCAS— the  collision  avoidance  system. 

Fit  for  a  Queen. 

RAYCAS— part  of  a  broad  line  of  elec- 
tronic components,  equipment,  and  systems  for 
both  commercial  and  government  use. 


From  Raytheon... a  $5  billion  company  in 
electronics,  aviation,  appliances,  energy,  con- 
struction, and  publishing. 

If  you'd  like  our  latest  financial  reports, 
please  write  Raytheon  Company,  Public  Rela- 
tions, 141  Spring  Street,  Lexington,  MA  02173. 


town  St.  Louis.  Ikisch  knows  the 
trip  is  faster  than  in  rush-hour  traf- 
fic. He  can  also  worry  less  about 
kidnappers,  an  idea  that  has  oc- 
curred to  a  large  number  of  other 
business  executives,  according  to 
Steve  White,  marketing  director  at 
Southwest  Vert-all,  a  company  that 
customizes  helicopters. 

Helicopter  airlines  are  springing  up 
to  fly  passengers  from  major  airports 
to  points  nearer  their  homes  or  busi- 
nesses. Island  Helicopter  Corp., 
which  has  grown  since  I  968  into  a  52- 
chopper  company  offering  charter,  air 
courier,  ambulance,  sightseeing  and 
filmmaking  services,  started  New 
York  Helicopter  nine  months  ago. 
NYH  flies  French  Aerospatiale  Dau- 
phins from  Kennedy  Airport  to  La- 
Cuardia  and  Newark — the  city's  two 
other  major  airports — and  to  a  heli- 
port on  Manhattan's  East  Side.  At  $1 1 
from  |FK  to  34th  Street  for  passengers 
holding  coach  or  economy  airline 
tickets  ($40  for  first-class),  the  heli- 
copter is  competitive  with  a  taxicab 
and  considerably  faster. 


In  Houston  entrepreneur  George 
Ballas — who  made  a  fortune  on  his 
invention  of  the  grass-trimming 
Weedeater — and  his  two  sons  have 
started  Armadillo  Airways,  flying 
Bell's  helicopters  26  times  daily 
over  the  37-mile  route  from  Inter- 
continental Airport  to  the  West- 
chase  Hilton,  which  is  hard  by  the 
city's  growing  westside  residential 
and  business  section.  The  trip  by 
Armadillo:  12  minutes;  the  trip  by 
Houston's  clogged  freeways  at  rush 
hour:  2  hours.  In  California,  John 
Gallagher  hopes  next  year  to  start 
Airspur,  Inc.,  flying  from  Los  Ange- 
les International  Airport  to  Burbank, 
Newport  Beach,  Anaheim  and  Pasa- 
dena. Gallagher  will  be  able  to  offer 
rates  that  are  less  than  the  taxi 
fares  for  comparable  distances. 
WWTisine,  up  .it  long  hist  to  the  point- 
wwto-point  advantage  of  their  prod- 
ucts, U.S.  manufacturers  have  recent- 
ly brought  out  a  new  generation  of 
choppers  that  are  quieter,  faster,  more 
fuel-efficient  and  designed  specifically 
to  lure  corporate  executives  out  of 


their  cars  and  airplanes. 

Bell  Helicopter,  which  contributes 
$894  million  to  $3.4  billion  (sales) 
Textron,  offers  six  commercial  mod- 
els. Two  years  ago  it  introduced  its 
$1.2  million  222  model,  which  is  a 
twin-engine  helicopter  that  is  adver- 
tised as  an  alternative  to  the  corporate 
jet.  Bell  claims  that  the  222,  with  five- 
different  seating  arrangements  (leath- 
er upholstery  optional),  telephone, 
foldout  desk  and  bar,  can  carry  up  to 
seven  people  faster  and  with  less  fuel 
than  a  Learjet  or  Rockwell  Interna- 
tional's Sabreliner  on  hops  of  200  to 
300  miles. 

Faster?  At  a  top  speed  of  170  miles 
per  hour  the  222  does  not  fly  faster 
than  a  jet.  But  Bell's  sales  pitch  stress- 
es the  helicopter's  ability  to  eliminate 
long  rush-hour  drives  to  airports.  In 
two  years  Bell  has  delivered  around  60 
of  the  222  models.  Sony  Corp.  uses  a 
222  to  fly  between  offices  in  New 
York  and  New  Jersey,  and  IBM,  Sperry 
Corp.  and  Warner  Communications 
are  also  222  owners. 

Sikorsky — estimated  sales  $1  bil- 








A  Hughes  500D  flies  over  Marina  Del  Rey  near  the  company's  California  plant 
"We  are  looking  at  customers  who  dont  know  they  need  a  helicopter  yet. 
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Bob  Rathert 

your  brewery's  ready/' 


Capacity  doubled,  on  time  and 
under  budget. 

Bob  Rathert,  Plant  Manager  of 
Anheuser-Busch's  Williamsburg,  Va., 
brewery  got  his  expansion  as  quickly 
and  economically  as  he  did  because 
two  men  formed  an  unusual  partner- 
ship. This  is  the  story  of  that 
partnership. 

Ask  the  folks  at  The  H.K.  Ferguson 
Company  (the  Morrison-Knudsen 
subsidiary  that  designed  and  built  the 
expansion),  and  they'll  tell  you  Len 
Mooradian's  favorite  word  is  "why." 
They  swear  he's  the  "toughest 
questioner  in  the  business!' 

Ask  Len  Mooradian,  the  Anheuser- 
Busch  Group  Project  Manager 
responsible  for  the  Williamsburg 
expansion,  and  he'll  tell  you  his  favorite 
word  is  "anticipate!'  Asking  why  is 
his  means  to  that  end. 

As  M-K/ 
HKF's  Williams- 
burg Project 
Director  Bob 
Mulryan  says, 
"When  Len 
okays  an  idea, 
you  know  it's  a 
good  one. 
He's  a  brilliant 
editor." 

If  Mooradian 
was  the  project's 
editor,  Mulryan  was  its  author.  He 
began  planning  the  day  engineering 
was  authorized,  and  immediately 
encountered  two  problems. 


Len  Mooradian 


The  first  was  time.  Construction 
had  to  start  within  six  months  and  end 
within  32.  The  second  was  space. 
The  expansion  had  to  be  built  around 
the  existing  brewery  without  inter- 
fering with  operations. 

Mulryan  dealt  with  the  first  by 
projecting  critical  paths  for  every 
aspect  of  the  job.  His  solution  for  the 
space  problem -conceived  by  jug- 
gling styrofoam  models  of  new  and 
existing  components -was  to  start 
simultaneously  in  three  places. 

His  partner  endorsed  this  idea 
enthusiastically-after  a  hundred  or 
so  questions. 


The  project's  scope-over  3,000 
engineering  drawings,  10,000  instru- 
ments, 3,000  control  valves,  16 
programmable  logic  controllers,  10 
twenty-ton  storage  silos  and  1 4  month 
procurement  lead  times- required 
tenacious  management  for  Len  and 
Bob  and  blunt  communications 
between  them. 

"Often  with  the  door  closed," 
recalls  Bob. 
"What  was  felt  got  said,"  grins  Len. 
It  paid  off.  Anheuser-Busch  gained 
needed  new  capacity  fast.  M-K/HKF 
showed  again  why  it's  known  as  "The 
Repeat  Builder."  And  Bob  and  Len 
proved  anew 
that  two  heads 
are  better 
than  one. 

If  you're 
planning  an 
industrial  proj- 
ect that  you 
need  on  time 
and  budget, 
call  Morrison- 
Knudson's 


I  i  ^  -  in  i  if  i 

Bob  Mulryan 

CEO,  Bill  McMurren,  at  (208) 
386-6700.  He'll  get  the  right  people  to 
your  office  PDQ. 

They'll  tell  you  how  we  can  shave 
dollars  and  days  off  your  project,  and 
they'll  take  no  more  than  a  half  hour. 

RS.  If  you  have  a  yen  for  a  really 
challenging  job,  mail  your  resume  to 
Tom  Snediker,  our  Personnel  Director. 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise,  Idaho  83729 


Engineers,  Builders,  Developers.  Managers,  Equal  Opportunity  Employers 


If  you've  ever  had  a  leaky  roof, 
consider  this  challenging  problem. 


The  TWA  terminal  at  New  York's 
Kennedy  Airport  was  being  ravaged  by 
the  elements.  And  keeping  this  inno- 
vative shape  in  shape  became  a  serious 
problem. 

Fortunately  3M  was  ready  with  "Scotch- 
Clad  brand  Deck  Coating  and  Foam 
Roof  Coating.  They  formed  a  protective 
membrane  against  water  penetration 
and  surface  wear,  while  conforming  to 
the  shape  of  the  original  structure. 


By  listening  to  people's  needs,  we've 
pioneered  over  700  products  to  serve 
the  needs  of  the  construction  and 
maintenance  industry.  Everything  from 
insulation  film  for  windows  to  floor 
maintenance  systems. 
All  because  at  3M,  we're  in  the  business 
of  hearing.  So  let  us  hear  from  you. 


3M  hears  you. 


For  your  free  3M  Construction 
and  Maintenance  Brochure  write: 
Department  100210/3M,  PO.  Box  4039, 
St.  Paul,  MN  55104. 

Name  

Add  ress  

City  


State  &  Zip. 


Or  call  toll-free:  1-800-323-1718, 
Operator  360.  (Illinois  residents  call 
1-800-942-8881.) 


3M 


lion — has  long  been  a  leader  in  mili- 
tary helicopters  with  the  Army  Black 
Hawk  and  Navy  Seahawk.  But  in  1978 
it  seriously  entered  the  commercial 
market  with  delivery  of  the  S-76.  As 
with  the  Bell  222,  the  S-76  can  be 
configured  into  an  "office  in  the  sky" 
with  swivel  chairs,  plush  upholstery,  a 
bar  and  even  a  projection  screen.  That 
deluxe-model  S-76  costs  $2  million;  a 
stripped-down  S-76  for  offshore  oil 
costs  around  $1.8  million.  Sikorsky 
expects  to  deliver  $140  million  worth 
of  the  craft  this  year. 

Hughes  Helicopters,  which  runs 
second  to  industry-leader  Bell  in  out- 
put, has  bet  its  money  on  the  smaller, 
cheaper  single-engine  500D,  which 
carries  only  four  passengers.  At 
$308,000  per  copter,  Hughes  has  a  dif- 
ferent corporate  customer  in  mind. 
"We  are  looking  at  a  new  group  of 
customers  who  don't  yet  know  they 
need  a  helicopter,"  says  Hughes  Ex- 
ecutive Vice  President  Carl  Perry. 
"These  are  companies  with  sales  be- 
tween $5  million  and  $50  million, 
with  multiple  plant  sites  within  a 
200-to-300-mile  radius." 

Perry  describes  the  500D  as  the 
sports  car  of  helicopters,  the  ma- 
chine for  companies  or  individuals 
who  want  something  better  than  the 
automobile  to  move  around  in. 
Hughes  is  spending  $100  million  to 


triple  plant  capacity  for  the  500D 
and  the  smaller  300C. 

News  that  the  helicopter  is  finding 
a  growing  commercial  market  may 
come  as  a  surprise.  Tne  machine 
seems  to  have  been  around  forever, 
although  it  was  developed  for  practi- 
cal use  in  1939  by  Igor  Sikorsky,  the 
aircraft-pioneering,  Russian  immi- 
grant founder  of  Sikorsky  Aircraft — 


The  machine  seems  to  have 
been  around  forever,  al- 
though it  was  developed  for 
practical  use  in  1939  by 
Igor  Sikorsky ,  the  aircraft- 
pioneering  Russian  immi- 
grant who  designed  the  Pan 
Am  Flying  Boats.  The  first 
commercial  helicopter  went 
into  operation  in  1946. 


one  of  the  early  components  of  Unit- 
ed Aircraft — who  had  also  designed 
the  famous  Pan  Am  Flying  Clippers. 

The  first  commercial  helicopter 
went  into  operation  in  1946,  but  it 
was  only  in  the  mid-Seventies,  at 
the  end  of  the  Vietnam  War,  that 
manufacturers,  seeing  their  military 
business  declining,  examined  com- 
mercial possibilities.  What  they  saw 
was  not  encouraging.  Earlier  models 


emphasized  landing  ease  at  the  ex- 
pense of  everything  else:  speed,  com- 
fort, even  reliability.  The  piston- 
driven,  single-engine  eggbeaters — of- 
ten spruced-up  military  models — 
were  noisy,  rough  riding  and  tem- 
peramental, requiring  six  hours  of 
maintenance  for  every  hour  in  the 
air.  As  small  airplanes  grew  into  a 
market  of  around  $3  billion,  the  heli- 
copter remained  a  tool  of  the  mili- 
tary, the  police  or  of  local  radio  sta- 
tions eager  to  give  listeners  up-to- 
the-minute  reports  on  traffic  condi- 
tions. The  helicopter  manufacturers 
were  slow  to  perceive  that  those 
worsening  traffic  conditions  present- 
ed a  market  for  their  product.  "The 
industry  got  into  thinking  ruts  and 
could  only  see  certain  roles  for  the 
helicopter,"  says  Norman  Jacobson, 
North  American  sales  manager  of 
Hughes  Helicopter. 

Foreign  competitors  have  not  been 
slow  in  leaping  into  developing  new 
markets.  Aerospatiale,  the  giant 
French  aerospace  manufacturer,  al- 
ready accounts  for  20%  of  the  light 
turbine  commercial  helicopters  sold 
in  North  America.  North  American 
1980  sales  topped  $85  million  and 
Aerospatiale  has  orders  for  over  600 
helicopters.  It  recently  completed  a 
$15  million  facility  near  Dallas,  Tex., 
right  in  Bell's  backyard,  to  assemble 


The  instrument  panel  on  Hughes  500D 
No  more  seat  of  the  pants. 


Checking  out  a  new  helicopter  at  Bells  Ft.  Worth  factory 

So  complex  that  it  will  never  be  cheaper  than  an  airplane. 
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Guess  who  couldn't  punch  his  wa\ 
out  of  a  St.  Regis  paper  bag? 


We  put  former  heavyweight  cham- 
pion, Smokin'  Joe  Frazier  in  a  bag  made 
with  our  shipping  sack  paper  and  he 
couldn't  get  through  it. 

No  wonder. 

This  is  the  kind  of  perform- 
ance you  can  expect 
from  a  new  kind  of  Kraft 
paper  soon  to  be  avail- 
able in  volume  from 
St.  Regis.  New  Stress 
Kraft1  M  paper  will  ab- 
sorb 18%  more  energy 
than  other  Kraft  papers 
of  equivalent  weight.  And 
since  Stress  Kraft  paper 
will  be  so  tough,  we'll  be  able 
to  give  you  shipping  sacks  with 
two  plies  that  perform  as  well  as 
shipping  sacks  made  with  three  plies 
of  regular  Kraft. 

What  makes  Stress  Kraft  paper  so 
tough?  It's  easy  to  describe  but  not 


easy  to  achieve.  Traditionally,  Kraft 
paper  is  dried  over  a  series  of  rollers 
that  pull  the  paper  taut. 
Research  showed 
however,  that  if  the 
paper  could  be  dried 
in  a  tension  free  way, 
it  would  have  consid- 
erably more  stretch, 
and,  hence,  more  ability 
to  absorb  energy. 
So  we  will  dry  new  Stress 
Kraft  paper  on  a  special 
machine  that  does  just  thai. 
St.  Regis  will  be  the  only 
W  U.S.  company  to  have  Stress 
J  Kraft  paper.  And  this  is  another 
example  of  why  St.  Regis  is  a 
leader  in  packaging  technology. 
All  this  reflects  the  marketing 
stance  of  St.  Regis  toward  all  our 
packaging,  paper  and  construction 
products.  To  use  the  full  weight  of 


our  technology  and  marketing  in 
serving  our  customers  and  in  renew- 
ing the  forest  resource  our  products 
come  from. 

St.  Regis— serving  Man  and  Nature 
to  the  benefit  of  both. 
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When  you're 
close  to  your 
transportation 
problems  it's 
hard  to  see 
the  forest  for 
the  trees. 


Moving  freight  is  a  tangled  and 
confusing  business  these  days. 

Day-to-day  details  alone  can  make  it 
difficult  to  see  the  right  way  to  go. 

But  with  inflation  and  recession 
squeezing  profits,  these  thorny  questions 
simply  must  be  answered. 

Should  you  use  your  own  trucks,  or 
somebody  else's?  Should  you  rent,  lease  o 
buy?  Who'll  maintain  them,  fuel  them,  anc 
provide  all  the  other  support  services 
they've  got  to  have?  Where  do  you  get 
good  drivers?  Who  will  dispatch  them? 
What  about  warehousing  goods  en  route? 

To  find  the  best  answers  —  step  back 
and  take  a  good  look  at  the  forest  instead 
of  the  trees. 


That's  where  Leaseway  Transportation 
In  help. 

With  50  years  of  transportation  oper- 
ling  experience,  we  know  which  answers 
•>rk  best,  and  how  to  design  systems 
iiich  best  balance  cost  and  service 
ude-offs. 

As  a  full  service  physical  distribution 
Impany,  we  provide  trucks,  tractors, 
iiilers  and  cars  under  lease,  with  or  with- 
it  maintenance.  Warehousing.  Drivers 
id  mechanics.  Plus  complete  trucking 
aerations.  All  tailored  to  your  needs, 
nd  supported  by  programs 
r  safety,  road  break- 
i>wns,  and  fuel,  tire 
id  parts  purchasing 


that  really  work  to  save  you  money. 

But  we  also  offer  something  extra:  the 
stand  back  perspective  to  design  your 
overall  physical  distribution  system. 

We'll  show  you  the  best  way  out  of 
the  woods. 

Call  or  write  Tom  Devine,  Dept.  12, 
Leaseway  Transportation  Corp.,  3700 
Park  East  Drive,  Cleveland,  Ohio  44122. 
Telephone  (216)  464-3300. 

LEASEWAY  TRANSPORTATION: 

A  NATIONWIDE  $1  BILLION  PHYSICAL  DISTRIBUTION  COMPANY, 
TRADED  ON  THE  NYSE  WITH  OVER  16,000  EMPLOYEES,  82,000 
VEHICLES  AND  400  GARAGES,  TERMINALS  AND  WAREHOUSES. 


Leaseway  Transportation 

You  need  our  company. 


An  RCA  Solid  State  Laser  that 
fits  through  the  eye  of  a  needle 
can  transmit  500  million  bits  of  information 
per  second  through  a  thread  of  glass.  . 


The  entire  contents  of  a  24-volume  encyclopedia  in 
3  minutes.  2500  phone  conversations  or  20  TV 
programs  at  the  same  time.  Staggering  amounts 
of  information  -  all  made  to  pass  through  a  tiny  ■ 
thread  of  glass  by  a  solid  state  laser  that 
radiates  light  from  an  area  one-hundredth  the 
size  of  the  period  at  the  end  of  this  sentence. 
This  laser,  developed  by  RCA  scientists, 
emits  a  narrow,  intense  beam  of  light 
that  can  be  efficiently  coupled  into  the 
microscopic  fibers  that  carry  the  information.  W 
Because  of  its  incredible  stability  and  small  ■ 
size,  RCA's  solid  state  "double  dovetail"  ■ 
laser  represents  a  significant  step  toward  ■ 
faster,  smaller,  more  efficient  fiber-optic  1 
communications  systems.  1 
This  Solid  State  Laser  is  a  product  of  ' 
RCA  research  -  the  kind  of  dedicated 
research  that  has  been  a  tradition  at  RCA 
for  over  sixty  years.  Today,  many  years 
after  Nipper  started  listening  to  "His 
Master's  Voice','  research  and  develop- 
ment of  electronic  products  are  funded 
at  the  highest  level  in  our  company's 
history.  Our  commitment  is,  as  it  has 
always  been,  to  the  advancement 
of  technology  -  to  the  creation  of 
products  that  expand  the  human 
horizon,  whether  through  a  wave 
of  sound  or  a  thread  of  light. 

1980  RCA  Corporation 


TWi 


A  tradition  on  the  move 


its  popular  Dauphins,  AStars  and 
TwinStars. 

The  Italian  company  Agusta,  with 
a  5-to-7-passenger  model,  and  Ger- 
many's Messerschmitt-Bolkow- 
Blohm,  with  an  8-to-l  1 -passenger 
model  produced  jointly  with  Japan's 
Kawasaki  Heavy  Industries,  have 
U.S.  subsidiaries  pushing  sales.  From 
Britain,  Westland  Helicopters  Ltd.  is 
making  a  move  in  the  U.S.  with  a 
20-passenger  model. 

But  the  Americans,  all  of  them 
spending  heavily — Sikorsky  recently 
completed  a  $135  million  capacity 
buildup;  Bell,  which  has  been  spend- 
ing right  along,  is  pouring  $12  million 
more  into  expansion — are  not  stand- 
ing still.  Bell  will  introduce  an  18- 
place  helicopter  next  year.  Hughes  is 
looking  at  a  25-to-30-passenger  mod- 
el. Boeing's  Vertol  division  has  adapt- 


As  small  airplanes  grew  to 
a  $3  billion  market,  the  he- 
licopter remained  a  tool  of 
the  military,  the  police  or 
local  radio  stations  giving 
traffic  reports.  Helicopter 
manufacturers  were  slow  to 
perceive  that  worsening 
traffic  conditions  presented 
a  market. 


ed  its  giant,  44-passenger  Chinook,  a 
familiar  helicopter  troopship  in  Viet- 
nam, to  commercial  use. 

Should  Beech  and  Cessna  and  other 
makers  of  small  planes  worry?  Not 
necessarily.  Because  they  are  more 
mechanically  complex,  helicopters 
will  never  be  quite  as  cheap  as  similar 
fixed-wing  planes.  Most  corporations 
still  use  fixed-wing  planes  and  a  few 
helicopters.  And  while  airports  are  in- 
creasingly overcrowded,  the  helicop- 
ter's problem  is  finding  a  place  to  land 
in  the  center  of  town — preserving  its 
point-to-point  advantage. 

Municipal  officials  worry  about  ac- 
cidents in  crowded  city  centers  like 
the  1977  helicopter  disaster  atop  New 
York's  Pan  Am  Building,  which  killed 
five  people  and  rained  debris  on  city 
streets  59  stories  below.  Still,  New 
York  has  three  public  heliports,  while 
Washington,  D.C.,  Chicago  and  Los 
Angeles  have  none.  Users  must  rely 
on  privately  owned  helipads  to  arrive 
in  style. 

Style  is  one  thing  the  helicopter  has 
going  for  it:  Every  time  the  President 
of  the  U.S.  lands  or  takes  off  from  the 
White  House  lawn  in  the  Sikorsky 
VH-3,  that's  priceless  advertising  for  a 
form  of  transportation  few  American 
people  have  ever  used.  ■ 


Can  one  build  a  business  empire  today 
from  scratch?  Ask  Chicago's  Larry  Levy. 

Pile  on  the 
corned  beef,  add 
to  the  price 
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By  Larry  Marion 


T|  HINGS  STILL  HAPPEN  fast  in 
America.  Today  there  are  D.B. 
Kaplan  delicatessens  in  Chicago, 
Atlanta  and  Minneapolis  and  a  D.B. 
Levy's  deli  in  Los  Angeles.  A  chain  of 
stylish  saloons  named  Hillary's — 
quiche  and  omelettes  along  with  the 
drinks — is  spreading  from  Chicago  to 
Denver  to  a  Bloomingdale's  shopping 
mall  in  Hackensack,  N.J.  There  is  a 
Chestnut  Street  Grill  seafood  restau- 
rant in  Chicago,  a  Dos  Hermanos 
Mexican  restaurant,  a  cafeteria 
named  Eaternity  and  two  clothing 
store  chains — Robert  Vance  for  men, 
Stanley  Korshak  for  women — along 
with  three  real  estate  developments 


and  a  supermarket  named  Hillman's. 

All  that  has  been  created  or  given 
new  life  since  1976  by  37-year-old 
Lawrence  F.  Levy  who  built  a  net 
worth  Forbes  estimates  at  more  than 
$25  million  on  what  he  calls  his  abili- 
ty to  "understand  the  upper-income 
consumer  better  than  others."  His 
$105  million  (sales),  family-owned 
Levy  Organization  just  made  a  joint- 
venture  deal  with  New  York's  Restau- 
rant Associates  Industries,  Inc.  to 
open  more  Hillary's  and  more  Chest- 
nut Streets  in  major  cities. 

A  dozen  years  ago  Levy  was  selling 
lamps  from  a  derailed  freight  train  and 
low-cost  flights  to  Europe  to  earn  the 
tuition  for  Northwestern  University, 
where  he  took  an  MBA  in  marketing. 


'  a     It  '' 


Levy  and  Ins  brother  Mark 

A  little  eavesdropping,  a  little  advice  from  Eadie. 
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And  five  years  ago  he  had  come  a 
cropper  in  the  real  estate  crunch  of 
1974-76.  He  was  president  of  a  real 
estate  development  partnership  that 
so  cannily  predicted  economic  condi- 
tions that  "we  thought  a  long-term 
lease  was  a  good  deal." 

"We  had  a  long-term,  fixed-rate 
lease  to  build  American  Hospital  Sup- 
ply Corp.  an  18-story  headquarters  in 
Evanston,"  explains  Levy,  snaking  his 
head.  "But  25  years  at  a  flat  $12  per 
square  foot  just  didn't  protect  us  from 
inflation." 

He  wasn't  unhappy  to  leave  the 
business.  He  wanted  a  consumer  busi- 
ness, anyway.  "With  retail,  you  know 
if  you  have  a  winner  in  one  day,"  says 
Levy.  "It  is  instant  gratification  or 
instant  death." 

So  because  "I  couldn't  get  a  good 
corned  beef  sandwich  in  the  neighbor- 
hood," Levy  opened  a  delicatessen  in 
Water  Tower  Place,  a  posh  shopping 
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mall  near  his  Michigan  Avenue  con- 
dominium. At  first  it  faltered,  but 
Larry  and  his  brother  Mark  bought 
out  the  managing  partner  to  run  it 
themselves.  They  had  eavesdropped 
on  their  customers,  a  practice  they 
follow  in  all  their  restaurants.  And 
after  hearing  the  customers'  com- 
ments, says  Mark  Levy,  34,  a  former 
insurance  company  executive,  "I 
called  my  mother  for  her  chicken 
soup  and  gelatin  recipes." 

Eadie  Levy,  60,  first  gave  telephone 
advice  from  her  home  in  St.  Louis  and 
then  joined  her  sons  at  D.B.  Kaplan's 
in  Chicago.  Now  more  than  a  dozen 
relatives  are  sprinkled  throughout  the 
Levy  Organization,  watching  the  cash 
register  and  the  service:  Aunt  Rosie, 
in  her  mid-70s,  checks  coats  and  hats, 
and  also  listens  to  the  customers' 


after-dinner  comments.  In-laws  or 
close  family  friends  help  operate  the 
Atlanta  and  Los  Angeles  delis,  too. 
The  Chicago  deli  now  attracts 
750,000  customers  spending  more 
than  $3.5  million  a  year. 

Because  a  chain  of  restaurants  of- 
fers economies  of  scale  in  buying  food 
and  supplies,  the  brothers  branched 
out,  first  into  the  Hillary's  bars — 
named  after  Mark's  daughter — then 
into  fast  food,  seafood  and  Mexican 
specialties.  The  most  popular  Kaplan 
sandwiches  are  served  at  Hillary's. 
The  most  popular  grilled  fish  items 
are  available  at  other  restaurants.  A 
few  months  ago  Levy  acquired  Hill- 
man's  Inc.,  a  supermarket  and  cater- 
ing chain,  to  further  integrate  his 
business. 

Levy,  a  youthful  and  athletic  man, 
takes  a  zesty  delight  in  his  business — 
and  watches  details.  He  and  his  broth- 
er Mark  cautioned  the  chef  at  Dos 
Hermanos  to  add  cheese  to  the  stuffed 
peppers  after  overhearing  customers 
talk  about  them.  He  knows  his  deli 
customers  like  their  sandwiches  over- 
stuffed. The  D.B.  Kaplan  corned  beef 
sandwich  has  5.5  ounces  of  meat, 
costs  $3.95.  A  deli  down  the  street 
charges  $2.85  for  4  ounces.  That's 
37.5%  more  meat  at  Levy's  delicates- 
sen, for  a  38.6%  higher  price. 

Levy  says  appealing  to  upper  in- 
come consumers  means  "fulfilling 
their  need  for  quality."  His  new  $100 
million  condo  and  office  tower  on 
Michigan  Avenue  will  have  solid 
wood  doors  with  metal  levers  instead 
of  door  knobs.  Each  living  room  is  in 
the  shape  of  a  pentagon.  "Rectangular 
rooms  are  not  exciting  or  unique," 
says  Levy. 

A  $250-million  suburban  Chicago 
office  complex  includes  an  enclosed 
driveway  entrance  for  each  building 
and  a  marble  foyer.  "The  entrance 
tells  visitors,  'You  have  just  entered  a 
quality  building,'  "  he  says.  In  1978 
the  site  was  a  mosquito-plagued 
dump.  "The  land  was  a  bargain;  the 
cost  was  70%  less  than  other  property 
in  the  area,"  explains  Levy.  He  spent 
an  extra  $2  million  for  landscaping, 
but  the  swamp  became  a  lake  with 
two  tennis  courts,  a  sculpture  garden 
and  a. jogging  path.  The  rent  is  about 
the  highest  in  the  Chicago  suburbs, 
the  vacancy  rate  among  the  lowest. 
"Other  commercial  real  estate  people 
sell  square  feet,"  says  Levy  grandly. 
"We  sell  a  package  of  amenities  [a 
health  club  and  restaurant  are  on  the 
premises]  as  an  incentive  that  will 
boost  employee  productivity." 

For  all  their  current  success — Levy 
Organization  restaurants  earn  15% 
pretax  compared  with  a  4%  national 


Fjitrepreneur  Lany  Levy 

It  all  began  with  a  corned  beef  sandwich. 
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How  did  a  London-based 
multinational  find 
the  financial  resources  to  help 
America  develop  more  energy? 


Marine  Midland  put  them  on  s 


Recently,  a  London-based  corporation  concentrating 
in  the  energy  field  wanted  to  enter  into  a  joint  venture 
with  a  U.S.  oil  company.  They  needed  financing  to 
purchase  a  substantial  interest  in  gas  and  oil  properties 
in  the  eastern  United  States.  And  they  needed  it  fast. 

So  they  came  to  us,  Marine  Midland  Bank.  They 
thought  that  the  Marine's  proven  expertise  in  energy 
financing  and  international  banking  would  help 
provide  the  solution.  They  were  right;  they  struck  oil. 


Working  in  close  cooperation,  our  New  York  and 
London  offices  quickly  set  the  financing  in  motion.  The 
engineering,  credit  analysis,  and  legal  staffs  of  both 
offices  bored  through  hundreds  of  individual  properties, 
leases,  and  titles.  The  results?  The  deal  was  completed. 
And  completed  on  time.  In  fact,  the  properties  are 
currently  producing  gas  and  oil  for  domestic  consumption. 

When  they  told  it  to  the  Marine,  we  listened  to  what 
they  said.  Then  we  turned  on  the  gas. 


MARINE  MIDLAND  BANK.n.a 

New  York  City,  Buffalo,  Miami,  Bogota,  Buenos  Aires,  Caracas,  Frankfurt,  Hong  Kong,  Jakarta.  London,  Madrid,  Manila,  Mexico  City, 
Nassau,  Panama,  Paris,  Rio  de  Janeiro,  Rome,  Seoul,  Singapore,  Sydney,  Tokyo. 


Planning  is  simply  the  process  of  shaping  future  events. 
Yet  it  is  anything  but  simple,  particularly  in  the  80's.The  essence 
of  planning  is  a  determination  to  manage  change,  not  merely 
react  to  it.  And  the  process  entails  meticulous  plotting  of  goals 
in  relation  to  resources  and  returns.  Above  all,  it  requires  of  a 
company  total  introspection  to  determine  where  it  is  going-and 
how  it  intends  to  get  there. 


Strategic  planning  is  something  we  take  very  serioush 
Greyhound,  and  we're  prepared  for  the  80s.  We're  doing  tr 
kind  of  forward  thinking  that  helps  make  the  unexpected  tr 
expected,  and  the  future  predictable  We  are  a  company  tha 
knows  where  it  is  going,  and  we  have  what  it  takes  to  get  the 

The  Greyhound  Corporation  operates  in  vital  areas  of  tt- 
marketplace.  Our  companies  put  food  on  the  table  and  bust 
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etting  through  the  80's  will  be  a  complicated 
lurney.  At  Greyhound,  the  course  is  charted." 


Ralph  C.  Batastini 

President,  The  Greyhound  Corporation 


Jp 


highway.  We  finance  equipment,  insure  mortgages  and 
e  money.  We  bring  to  the  decade  the  things  it  will  require. 
There  is  no  easy  way  through  the  80's.  But  for  the  company 
knows  where  it's  going,  these  years  are  exciting.That  com- 
y  is  The  Greyhound  Corporation.  A  Company  for  the  80's. 


The  Greyhound  Corporation 

A  Company  for  the  Eighties. 
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average  for  the  business — the  Levys 
learned  the  business  as  their  empire 
grew.  In  the  early  days  they  didn't  put 
locks  on  the  liquor  cabinets.  Manage- 
ment controls  were  nonexistent;  only 
recently  did  they  coordinate  vacation 
schedules  for  the  1,000  restaurant 
workers.  Last  year  they  hired  the 
Continental  Bank  as  a  management 
consultant. 

Levy's  father,  Paul  Levy,  was  a  rec- 
ord distributor  operating  out  of  a  poor 
and  racially  mixed  neighborhood  in 
St.  Louis  who  hit  it  big  when  soul 
music  became  popular  with  suburban 
teenagers.  But  the  elder  Levy  became 
ill  in  the  mid-Sixties  and  lost  his  for- 
tune in  the  stock  market.  The  sons 
don't  intend  to  risk  theirs. 

Larry  Levy  bought  the  Hillman's 
chain — ten  supermarkets,  a  catering 
service  and  other  food  interests  that 
were  marginally  profitable  on  $70  mil- 
lion sales — for  less  than  $5  million  in 
a  leveraged  buyout.  "By  using  Hill- 
man's  produce  wholesaler  for  the  res- 
taurants, we'll  get  a  40%  return  on  our 
investment  for  the  whole  company," 
he  says,  and  then  points  to  the  chain's 
dilapidated  headquarters  in  the  mid- 
dle of  a  downtown  Chicago  section 
slated  for  redevelopment.  "We  got  the 
land  for  less  than  free,"  he  says  with  a 
smile.  Foreign  developers  like  Cadil- 
lac Fairview  are  reported  to  be  bidding 
about  $850  a  square  foot  for  properties 
in  the  same  neighborhood. 

In  the  Hackensack  shopping  mall, 
the  Levys  persuaded  Federated  De- 
partment Stores  to  contribute  interior 
decoration  worth  $150,000  and  the 
liquor  license,  worth  $200,000,  for  the 
new  Hillary's.  "In  the  restaurant  busi- 
ness today,"  says  Mark  Levy,  "suc- 
cess is  made  in  the  front  end.  Without 
some  sort  of  deal,  it's  too  hard  to 
make  a  10% -to- 15%  return." 

Limiting  the  risk  is  a  key  to  their 
new  venture  with  Restaurant  Asso- 
ciates, the  New  York  operator  of  the 
Brasserie  and  Mamma  Leone's.  RA's 
president,  Max  Pine,  offered  merger, 
but  Levy  refused  and  countered  with  a 
proposal  for  a  joint  venture.  Pine,  a 
20-year  veteran  of  the  business, 
agreed.  "They  have  very  good  con- 
cepts," says  Pine.  "Hillary's  would 
work  well  in  almost  all  big  cities." 

Levy — who  says,  "We  are  not  as 
good  operating  restaurants  out  of 
town  as  we  are  in  Chicago" — will  get 
a  percentage  of  the  profits  as  a  fee 
without  the  headache  of  provisioning 
restaurants  far  from  his  base.  "They 
are  very  good  business  people,"  adds 
Pine — unnecessarily.  ■ 
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The  yield  gap  between  taxable  and  tax-exempt  bonds  has  almost 
vanished;  for  individual  investors  the  tax-free  revenue  bonds 
could  well  be  the  best  investment  today. 


An  irresistible 
investment? 


By  Ben  Weberman 


I can't  believe  the  complacency. 
When  I  raise  the  alarm  they  just 
tell  me,  'Everything  will  be 
okay — once  interest  rates  come 
down.'  "  The  speaker  is  one  of  Ameri- 
ca's top  financiers,  a  man  whose  com- 
pany has  a  multibillion-dollar 
portfolio  of  tax  exempts.  He  re- 
peats, scornfully,  "When  interest 
rates  come  down." 

The  point  he's  making  is  that 
more  than  high  interest  rates 
are  afflicting  the  market  for  tax- 
exempt  bonds.  He  refers  to  a 
chart  rather  similar  to  the  one 
on  the  cover  of  this  issue  of 
Forbes.  The  chart  shows  the 
dwindling,  indeed  almost  van- 
ishing, spread  of  interest  rates 
between  tax-exempt  and  tax- 
able bonds.  As  recently  as  1980, 
Aaa-rated  tax-exempt  bonds 
paid  only  59%  of  what  equiv- 
alent taxable  bonds  paid;  the 
choice,  say,  was  between  tax- 
able bonds  at  10%  and  tax-frees 
at  5.9%.  By  the  end  of  last  year 
the  tax-frees  were  paying  79% 
of  what  equivalent  taxable 
bonds  paid.  By  last  month  the 
ratio  was  88%. Thus,  while  tax- 
able-bond yields  have  increased 
by  23%  since  the  end  of  1980, 
tax-free  yields  have  soared  37%. 
They  have  soared  to  a  point  mm 
where  long-term  borrowing  is  almost 
as  expensive  for  a  well-run  city  as  for  a 
well-run  company. 

Our  financier  continues:  "It  doesn't 
make  any  difference  whether  interest 
rates  rise  or  fall.  If  the  spread,  the 
difference  between  the  yield  on  tax- 
frees  and  the  yield  on  taxables,  re- 
mains  extraordinarily   narrow,  the 


time  has  come  to  decide  whether  tax 
exemption  is  worthwhile." 

That  the  exemption  is  worthwhile 
for  well-to-do  individuals  is  beyond 
dispute:  You  can't  beat  tax-free  yields 
of  13%  or  14%  anywhere  if  you  are  in 
a  50%  tax  bracket.  But  how  does  it 
serve  public  policy  to  grant  such  a 


The  yield  gap  between  tax-exempt  and 
taxable  Treasury  bonds  is  narrowing 
toward  the  vanishing  point.  The 
cause:  rapid  expansion  of  supply  and 
shrinkage  of  traditional  demand. 


privilege  to  private  investors  when 
there  is  little  financial  advantage  left 
in  it  for  the  states  and  localities  that 
do  the  borrowing? 

So,  not  surprisingly,  voices  are  be- 
ginning to  be  raised  once  more  that 
tax  exemption  should  be  replaced 
with  a  direct  federal  interest  subsidy 
from  the  U.S.  Treasury  to  the  states 


and  local  borrowers.  Under  the  most 
common  proposal,  the  taxable  bond 
option,  states  and  localities  would  be 
given  the  option  to  issue  taxable 
bonds  if  they  wish.  The  federal  gov- 
ernment would  pay  a  specified  inter- 
est subsidy  of  30%  or  40%  to  the 
issuing  government  to  make  up  for 
the  higher  interest  that  has  to 
be  paid  on  taxable  bonds.  Such  a 
move  could  restore  the  advan- 
tage to  the  borrower  of  lower 
net  interest  rates.  Not  everyone 
agrees,  but  what  the  Treasury 
would  lose  in  subsidy  it  might 
recover  in  taxable  income  from 
new  bonds  issued. 

Termination  of  tax-free  inter- 
est or  even  adoption  of  the  vol- 
untary taxable  bond  option  for 
new  financings  would  return  the 
market  yields  on  outstanding 
tax-exempt  bonds  to  a  margin 
closer  to  the  60%  range  of  a  few 
years  ago.  Outstanding  tax-free 
bonds,  in  other  words,  would 
turn  in  a  better  price  perfor- 
mance than  taxable  bonds  as  the 
supply  of  tax-frees  shrinks. 

What  ever  happened  to  the 
gap,  the  interest  cost  savings 
that  tax-exempt  bonds  once  en- 
joyed? Essentially  it  has  been 
smothered  under  the  weight  of 
private  borrowing,  which  has 
found  ways  to  slip  into  tax- 
mwm  exempt  status  for  things  like  in- 
dustrial development,  pollution  con- 
trol and  environmental  improvement, 
for  privately  owned  hospitals,  and  for 
utilities  that  supply  and  compete  with 
investor-owned  companies. 

These  bonds,  backed  not  by  tax  rev- 
enues but  by  revenues  from  the  proj- 
ects financed,  are  crowding  out  the 
bonds  that  governments  would  sell  to 
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The  interest  savings  tax- 
exempt  s  once  enjoyed  has 
been  smothered  under  pri- 
vate borrowing,  which  has 
found  ways  to  slip  into  tax- 
exempt  status  for  industrial 
development,  pollution  con- 
trol, utilities.  .  .  . 


raise  funds  for  streets,  lights,  schools 
and  a  long  list  of  other  government 
services.  Who  would  buy  a  Detroit 
municipal  bond  when  the  market  is 
flooded  with  tax-exempt  credits  of 
Ford  Motor,  General  Motors,  Dow 
Chemical  and  dozens  of  other  blue- 
chip  corporations  pledging  their  own 
top-notch  credit  to  leases  with  local 
government  industrial  development 
authorities' 

In  essence,  Dow's  or  GM's  or  the 
utility  customer's  gain  is  the  local 
government's  loss. 

Why  have  the  governments  lent 
their  credit  so  liberally  to  private  cor- 
porations? Partly  to  attract  private 
business  to  their  areas.  In  the  case  of 
utilities,  to  help  hold  down  utility 
rates  with  less-expensive  borrowing. 
Partly  to  bring  home  ownership  to 
more  people. 

The  Public  Securities  Association,  a 
trade  group  representing  underwriters 
and  dealers  in  government  securities, 
is  ambivalent  about  the  situation: 
Many  of  its  members  are  getting  rich 
off  the  flood  of  underwriting.  Peter  C. 
Trent,  the  association's  chairman  and 
an  executive  vice  president  of  Shear- 
son/American  Express,  is  nevertheless 
alarmed.  While  insisting  that  his 
opinion  is  his  own  and  not  his  associ- 
ation's, he  warns  that  the  market  can 
no  longer  handle  all  the  demands  put 
upon  it. 

"It  will  take  political  courage  and  a 
willingness  to  exercise  prudence  and 
restraint  to  deal  effectively  with  this 


difficult  question,"  he  tells  state  offi- 
cials. Prompting  them  to  action,  he 
warns  that  "unless  the  states  do  move 
with  dispatch,  Congress  is  very  likely 
to  move  on  its  own  to  set  limits  that 
may  well  be  inappropriate  and  overly 
restrictive." 

At  a  meeting  of  the  National  Gover- 
nors' Association  in  August  the 
toughest  position  taken  on  industrial 
development  borrowing  was  a  resolu- 
tion asking  the  federal  government 
"to  provide  broad  guidelines  so  that 
states  can  make  targeted  use"  of  the 
financing  tool.  A  strong  position?  No. 
It  is  one  that  asks,  in  effect,  how 
much  can  we  get  away  with?  The 
answer,  though  few  will  face  it,  is:  not 
much  more. 

The  markets  will  not  wait  on  politi- 
cos.  They  are  at  a  crucial  juncture 
because  the  supply  of  tax-exempt  se- 
curities has  virtually  exploded,  while 
the  demand  for  these  securities  has 
diminished  sharply. 

Long-term  municipal  financing  has 
expanded  from  $18.1  billion  in  1970 
to  $55  billion  last  year.  A  single  issue 
this  summer,  Washington  Public 
Power  Supply  System,  totaled  $750 
million.  Among  other  huge  issues 
were  North  Carolina  Municipal  Power 
Agency  Number  l's  $300  million  and 
Intermountain  Power  Agency's  $300 
million. 

Meanwhile,  demand  has  shrunk  be- 
cause of  reductions  in  tax  rates  and 
because  legislation  has  created  attrac- 
tive alternatives  for  tax-free  income. 

The  rate  on  unearned  income  will 
be  reduced  from  70%  to  50%— of 


74  V'80y  '81*  74     '80  '81 

•Forbes  estimate.  Source:  Public  Securities  Association 
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Tax  exempt  bonds: 
use  &  abuse 


Time  was  when  tax-exempt  bonds  chiefly  financed  ba- 
sic government  services  like  schools,  water  facilities, 
sewers,  highways,  bridges  and  tunnels.  But  this  kind  of 
traditional  tax-exempt  financing  has  been  relatively  flat 
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great  importance  to  wealthy  investors 
who  buy  most  of  the  tax-frees — and 
capital  gains  rates  will  drop  to  a  maxi- 
mum 20%,  increasing  the  appeal  of 
stock  investment.  Tax  shelters  will 
get  a  marketing  assist  from  acceler- 
ated depreciation.  Substantial  in- 
creases in  the  ceilings  on  annual  tax 
deductible  contributions  to  Keogh  and 
IRA  retirement  plans  will  lessen  the 
need  for  tax-free  interest.  Individuals 
will  no  longer  be  dependent  on  mu- 
nicipal bonds  as  the  basic  uncompli- 
cated tax  shelter. 

The  new  tax  laws  are  just  part  of  the 
problem.  Commercial  banks  and  fire 
and  casualty  companies  have  all  but 
withdrawn  from  the  market.  The  two 
industries,  which  would  ordinarily  ac- 
quire about  $20  billion  of  tax-frees  in 
1982,  may  account  for  no  more  than 
$2  to  $3  billion  of  purchases  this  year. 

Finally  there  is  the  Administra- 
tion's first  plan  to  cut  back  on  federal 
aid  to  states  by  $12  billion  annually, 
leaving  federal  aid  at  only  $88  billion 
of  grants  instead  of  the  $100  billion 
originally  proposed  by  the  Carter  Ad- 
ministration. Another  $7  billion  of 
cuts  is  being  sought.  The  curtailed  aid 
will  hurt  the  quality  of  credit  of  many 
local  governments.  Coverage  of  the 
debt  service  will  be  trimmed.  This, 
in  turn,  makes  it  more  expensive 
to  borrow  the  next  time  around. 

All  this  raises  a  dangerous  spec- 
ter: Corporate  and  private  borrow- 
ing in  the  tax-exempt  sector  may 
soon  crowd  out  government  bor- 
rowing for  traditional  services — 
schools,  roads  and  the  like.  To  a 
degree  this  will  create  a  healthy 
pressure  on  government  spending; 


but  there  is  a  limit  to  how  far  such 
cuts  should  go.  There  are  legitimate 
reasons  for  local  governments  to  bor- 
row. How  can  they  borrow  in  compe- 
tition with  a  private  business  that 
does  not  depend  on  taxes  to  service 
the  debt?  As  the  prominent  financier 
had  said  at  the  beginning  of  this  arti- 
cle: Lower  interest  rates  alone  will 
not  cure  the  problem;  they  will  not 
necessarily  restore  the  gap  that  made 
legitimate  state  and  local  borrowing 
relatively  easy. 

Nothing  illustrates  the  problem 
more  dramatically  than  the  rash  of 
Washington  Public  Power  Supply  Sys- 
tem bonds.  The  project  being  fi- 
nanced consists  of  five  nuclear- 
powered  generating  plants,  of  which 
projects  1,  2  and  3  are  rated  Aaa  due  to 
an  arrangement  with  the  federal 
Bonneville  Power  Administration, 
which  has  agreed  to  pay  for  enough 
power  to  cover  all  debt  service  and 
other  expenses,  whether  or  not  the 
power  is  used  or  project  completed. 
By  contrast,  projects  4  and  5  carry  a 
medium-level  Baa-1  quality  tag  be- 
cause they  have  only  local  arrange- 
ments and  no  federal  assurances  of 
power  sales. 

Original  cost  estimates  for  all 
five  projects  increased  from 
$6.67  billion  in  1977  to  $16  bil- 
lion in  1980  and  rose  further  to 


Corporate  and  private  tax- 
exempt  borrowing  may  soon 
crowd  out  government  bor- 
rowing for  traditional  ser- 
vices. This  will  create  a 
healthy  pressure  on  govern- 
ment spending;  but  there  is 
a  limit  to  such  cuts. 


in  recent  years.  The  big  increase  in  the  market  has 
been  from  financing  through  revenue  bonds  on  behalf 
of  quasi-public  users:  hospitals,  electric  power  projects, 
pollution  control   improvement  projects  and  various 


kinds  of  industrial  development.  Housing  projects  also 
were  big  users  but,  after  gaining  sharply,  dropped  this 
year  because  restrictive  legislation  against  obvious 
abuses  was  passed  in  several  states. 
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$24  billion  currently;  less  than  $7  bil- 
lion has  been  raised  so  far.  The  utility 
will  be  in  the  market  with  closely 
spaced  issues  for  years  to  come  as  it 
faces  up  to  the  reality  of  generating 
another  $17  billion  of  capital.  Why 
shouldn't  the  market  groan  under  the 
weight  of  so  much  financing? 

The  WPPSS  situation  is  typical  of 
many  others  in  the  market.  Publicly 
owned  electric  utilities  have  been  cre- 
ated all  over  the  country:  The  objec- 
tive is  to  sell  power  to  residents  or  to 
privately  owned  utilities  at  low  rates, 
reflecting  the  hoped-for  interest  cost 
savings  of  tax-free  financing.  Inter- 
mountain  Power  Agency,  Utah,  will 
have  to  raise  $8  billion  in  several 
years.  North  Carolina  Municipal  Pow- 
er Agency  needs  almost  $5  billion. 
Add  in  the  South  Carolina  Public  Ser- 
vice Authority  and  a  dozen  or  more 
other  publicly  sponsored  utilities,  and 
it  becomes  evident  that  this  will  be 
one  of  the  fastest-growing  segments 
of  the  municipal  bond  business.  In 
early  September  they  were  all  pre- 
pared to  pay  15%. 

But  how  much  money  do  you  really 
save  consumers  by  borrowing  at  15% 
rather  than,  say,  at  17%;  Probably 
much  less  than  what  the  tax  exemp- 
tion costs  the  Treasury.  Hence  the 
renewed  pressure  for  an  end  to  tax 
exemption. 

But  where  governments  are  going 
to  be  badly  damaged  by  all  this,  for 
investors  it  presents  a  remarkable  op- 


'Forbes  estimat 


Up,  up  and  away 


Borrowers  have  crowded  into  the  tax- 
exempt  money  market  at  an  acceler- 
ating rate — borrowing  was  up  158% 
from  1974  to  1980,  and  is  down  only 
slightly  this  year  in  spite  of  tight 
money.  Little  wonder  tax-exempt 
bond  yields  are  climbing  closer  to 
those  of  ordinary  taxable  bonds. 


portunity,  an  opportunity  that  arises 
out  of  the  bond  market's  present  dis- 
array. It's  the  old  story:  One  man's 
meat.  .  .  . 

It  had  been  axiomatic  in  the  mu- 
nicipal bond  market  that  general  obli- 
gations of  state  and  local  govern- 
ments— that  is,  bonds  secured  by  the 
full  faith  and  taxing  power  of  the  issu- 
ing government — are  a  better  risk 
than  revenue  bonds,  which  have  the 
pledge  of  a  specific  flow  of  cash. 

The  general  obligations  had  appeal 
to  investors  seeking  safe,  secure  hold- 
ings because,  it  was  reasoned,  if  any 
credit  problem  were  to  emerge  it 
would  only  be  a  matter  of  raising 
taxes  a  little  bit  further  to  increase 
debt  service  coverage. 

New  York's  credit  problems  of  1975 
and  California's  1978  approval  of 
Proposition  13  ceilings  on  taxes  ended 
that  belief  in  the  soundness  of  general 
obligations.  Soundly  conceived  rev- 
enue bonds  have  been  growing  in  in- 
vestor preference.  After  all,  who  will 
refuse  to  pay  the  sewer  tax?  Would 
you  want  to  do  without  sewers? 

But  investor  perceptions  are  chang- 
ing. Municipal  bond  analysts  have 
learned  to  prefer  revenue  bonds  to  the 
GOs  because  they  can  analyze  the 
credit  quality  of  a  revenue  bond.  Ex- 
amine the  project  covered,  look  at  the 
size  of  the  debt,  get  a  fix  on  operating 
expenses  and  it  is  possible  to  come  up 
with  a  good  judgment  about  the  ease 
with  which  carrying  charges  can  be 
covered.  It  isn't  possible  to  do  as  thor- 
ough a  job  with  general  obligations. 
How  do  you  really  measure  a  commu- 
nity's willingness  to  pay  taxes?  Obvi- 
ously the  power  to  tax  is  no  longer  a 
guarantee  of  the  quality  of  municipal 
credit.  Voter  resistance  to  tax  in- 
creases suggests  borrowing  as  a  way 
out.  But  increased  borrowing  and  in- 
creased per  capita  debt  is  bound  to 
hurt  the  quality  of  general  obligations 
outstanding. 

Thus  a  reversal  of  values  is  in 
progress.  Where  once  the  GOs  were 
the  preferred  risk,  now  the  revenue 
bonds  are  becoming  so.  But  revenue 
bonds  still  tend  to  carry  higher  yields; 
prices  have  yet  to  catch  up  with 
changed  perceptions.  That  lag,  com- 
bined with  the  current  oversupply  of 
revenue  bonds  and  the  generally  high 
interest  rates,  constitutes  a  rare  con- 
junction of  events.  This  conjunction 
has  created  spectacular  values  in  tax- 
exempt  revenue  bonds.  George  D. 
Friedlander,  vice  president  municipal 
research  at  Smith  Barney,  Harris 
Upham,  suggests  that  this  is  the  time 
to   buy   tax-exempt  electric-utility 
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Many  of  the  nation's  largest 
companies  have  decided  to  buy  or 
lease  their  telephone  systems  instead 
of  continuing  vyith  the  recurring  rental 
alternative.  The  right  combination  of 
size,  features  and  capacity  was  a 
primary  concern  for  them.  General 
Dynamics  Communications  Company 
identified  and  analyzed  their 
communications  requirements  —  and 
can  do  the  same  for  you.  Weak  points 
in  your  system  wiJI  be  eliminated; 
cost-cutting  opportunities  and 
efficiencies  will  be  designed  in.  Our 
program  will  provide  savings 
recommendations  to  your  present 
rental  alternative. 

Our  FOCUS  ®systems  — 
Executive  and  Senator  —  are  proving 
to  be  the  solution  for  a  variety  of 
businesses.  These  economical  and 
compact  systems  offer  the  flexibility  of 
stored  program  control  and  advanced 
capabilities.  They  include  cost-saving 
features  like  Uniform  Call  Distribution, 
Automatic  Route  Selection  and 
Message  Accounting  packages 
tailored  to  your  specific  business  needs. 

Contact  General  Dynamics 
Communications  Company.  We'll  help 
you  focus  on  the  most  efficient.  r. 
solution  for  your  business 
communications. 

Call  toll  free:  800-821-7700  Ext.  337 

(In  Missouri  call  800-892-7655  Ext.  337) 

Or  write  our  headquarters: 

12101  Woodcrest  Executive  Drive 

St.  Louis,  Missouri  63141 

GENERAL  DYNAMICS 

Communications  Company 

Well  make  your 
business  telephones 
pay  dividends. 


*      FOCUS  is  a  registered  trademark 
•  "    "    \     of  American  Telecom,  Inc. 
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ITS  8500  PEOPLE  ACROSS  THE 
COUNTRY  WHO  THINK  "NO" 
IS  A  NEGATIVE  WORD. 


It's  so  easy  to  say  no. 

Especially  when  someone  wants  to  borrow  millions  of 
dollars  to  back  an  idea  that  seems  a  bit  unconventional. 

But  no  leads  nowhere.  Nothing  gets  done. 

At  General  Electric  Credit  Corporation,  we've  learned 
how  much  more  enterprise  it  takes  not  to  say  no. 

It  takes  understanding  an  industry's  every  facet.  So 
that  we  can  structure  even  the  most  complex  lease  or  loan 
with  a  real  grasp  of  the  subtleties. 

It  takes  having  the  imagination  and  perseverance  to 
try  to  find  a  way  when  there  seems  to  be  no  way. 

No  is  a  word  we  struggle  not  to  say.  But  it's  a  struggle 
that  gets  things  clone. 

And  that's  exactly  what  we've  helped  thousands  of 
aggressive  companies  (including  many  of  the  FORTUNE 
500)  do  over  the  last  50  years. 

This  kind  of  positive  thinking  has  helped  make  us  a 
leader  in  commercial  and  industrial  leasing,  as  well  as  real- 
estate  and  consumer  financing. 

This  year,  well  have  over  9  billion  dollars  in  earning 
assets  backed  by  over  8500  enterprising  people. 

People  who  know  just  how  much  is  possible  if  you 
can  get  rid  of  the  word  no. 

For  more  information  call  us  at  203-357-6666. 


General 
Electric 
Credit 


CORPORATION 


m  BRING  GOOD  THINGS  TO  LIFE. 


bonds.  He  docs  not  like  hospital 
bonds  as  a  group,  but  feels  larger  ones 
not  heavily  dependent  on  federal 
medical-care  reimbursements  are 
quite  secure. 

This  is  also  that  unusual  kind  of 
market  where  it  is  often  cheaper  to 
buy  bonds  on  original  offering  than  in 
the  after-market.  Why?  Because  offer- 
ings are  so  huge  that  the  pricing  has  to 
be  instantly  attractive,  as  a  conces- 
sion to  the  present  gloomy  market. 
The  pattern  is  for  most  utility  issues 
to  come  to  market  priced  "cheaply" 
to  attract  a  large  volume  of  orders. 
Once  the  sale  has  been  completed  and 
the  bonds  settle  down  in  investment 
portfolios,  the  price  starts  to  rise.  No- 
where has  this  been  seen  more  dra- 
matically than  in  the  recent  sale  of 


This  is  also  that  unusual 
kind  of  market  where  it  is 
often  cheaper  to  buy  bonds 
on  original  offering  than  in 
the  after-market  .  .  .  the  pric- 
ing has  to  be  instantly  at- 
tractive to  the  present 
gloomy  market. 

Project  1,  2  and  3  bonds  of  Washing- 
ton Public  Power  Supply  System. 
When  the  September  offering  was 
iirst  conceived,  pricing  was  expected 
to  establish  a  12%  coupon  on  the  36- 
year  maturity.  Investor  resistance  and 
a  sagging  bond  market  forced  the  bor- 
rower to  set  a  15%  coupon  on  these 
securities.  The  change  set  off  one  of 
the  wilder  bond  market  stampedes. 
Before  the  selling  effort  was  complet- 


ed, the  amount  was  increased  to  $750 
million.  In  secoiidary  market  trading 
after  the  syndicate  was  terminated, 
the  price  rose  from  100  to  110. 

Even  for  a  l<>wl/  investor  in  the 
30%  tax  bracket,  a,  14%  tax-exempt 
return  is  clearlyy'^benor  to  17%  on 
taxable  bonds  an^supenor  even  to 
common  stocks  witfl  a  total  (but  tax- 
able) return — dividends  plus  capital 
gains — of  15%  per  annum,  a  return 
that  optnm'  ts  think  likely  during  this 
decade.  T21'  larger  issues,  political  and 
social,  remain,  but  the  other  side  of 
the  coin  is  what  may  well  be  a  once- 
in-a-lifetime  opportunity  in  tax-free 
revenue  bonds  for  investors  who  want 
to  lock  in  aftertax  interest  rates  that 
probably  far  exceed  any  foreseeable 
rate  of  inflation.  ■ 


It  has  never  been  tested 


Chief  Justice  John  Marshall 
Does  it  work  the  other  way? 


It  was  inUcCitllocb  v. Maryland  (1819) 
that  the  U.S.  Supreme  Court  decided, 
as  any  high  school  senior  used  to  be 
able  to  tell  you,  that  no  state  could 
place  a  tax  on  an  operation  sanc- 
tioned by  the  federal  government. 
"The  power  to  tax,"  wrote  Chief 
Justice  John  Marshall  for  the  major- 
ity, "is  the  power  to  destroy." 

A  surprising  number  of  people   

who  should  know  better  blithely  assume  that  it  works 
the  other  way,  too — that  the  federal  government  is 
somehow  constitutionally  enjoined  from  taxing  the 
creatures  of  state  and  local  governments.  Nothing  of 
the  kind.  In  162  years  of  endless  tax  litigation  since 
McCulloch  v.  Maryland,  there  has  never  been  a  clear 
test  of  the  issue.  All  that  prevents  Congress  from  at 
least  trying  to  impose,  say,  an  income  tax  on  munici- 
pal bond  interest  is  custom,  or  inertia,  or  fear  of  the 
considerable  political  fuss  that  would  surely  be  made. 

Before  1913,  of  course,  when  the  Sixteenth  Amend- 
ment was  passed,  making  a  federal  income  tax  legal, 
the  question  was  rarely  ot  more  than  academic  inter- 
est. But  the  fact  that  state  and  local  bond  interest  has 
escaped  federal  taxation  since  then  owes  to  a  curious 
turn  of  events  after  the  Sixteenth  Amendment  was 
passed.  In  the  tax  legislation  that  immediately  fol- 
lowed, a  generous  Congress  specifically  exempted  from 
federal  income  taxes  both  income  from  state  and  local 
bonds  and  the  salaric  s  aid  to  state  and  local  officials. 
In  1939,  after  two  d.  zi  des  of  thought,  Congress  rem- 
inded the  tax  break  on  salaries.  But  Congress  did 


nothing  about  the  exemption  on  bond 
interest,  and  so  it  has  remained. 
In  1938  a  special  study  done  by 
the  Department  of  Justice  conclud- 
ed that  nothing  stood  in  the  way  of 
taxing  municipal  bond  interest.  A 
group  of  state  attorneys  general 
prepared  an  answer,  seeking  to 
raise  doubts  about  the  constitu- 

  tionality  of  such  a  tax.  It  was  a 

standoff,  and  nothing  came  of  the  Justice  study. 

Even  then,  the  issue  could  hardly  have  been  of  more 
than  academic  interest.  True,  the  top  income  tax  bite 
was  75%,  but  it  was  irrelevant;  not  even  interest  on 
most  Treasury  securities  was  subject  to  income  taxes 
in  those  days. 

But  in  1941,  with  Europe  in  flames  and  the  U.S. 
bracing  for  the  day  when  it,  too,  would  become  in- 
volved, a  remarkable  thing  occurred — the  federal  gov- 
ernment rescinded  the  income  tax  exemption  from  its 
own  securities.  Said  the  economist  Roland  I.  Robin- 
son admiringly  in  a  study  of  the  postwar  bond  market: 
"In  retrospect,  it  is  hard  to  picture  the  courage  as  well 
as  foresight  that  this  action  required."  It  was  then, 
with  income  tax  rates  themselves  about  to  get  steep- 
er— to  help  pay  for  rearmament  and,  soon  enough,  the 
war — that  the  tax-exempt  sector  of  the  bond  market 
began  to  take  on  its  special  character.  By  1946,  yields 
on  tax-exempt  "munis"  had  fallen  to  about  40%  of  the 
yields  on  high-rated  taxable  corporate  bonds.  That 
year  a  top-rated  state  like  Illinois  was  able  to  borrow 
in  the  long-term  market  at  less  than  1%. 
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TO  THE  46th  STATE  OF  OUR  UNION  IN  1907 

We  Also  Celebrate  The  Lowest  Combined  State  And  Local  Tax  Rate  In  the  Entire 
United  States.  This  Favorable  Business  Climate  Has  Given  Oklahoma  The  Third 
Largest  Increase  In  Manufacturing  Employment  Of  All  50  States. 

For  full  details  about  Oklahoma's  low  taxes  and  industrial  opportunities,  write  in  confi- 
dence to:  Director,  Industrial  Division,  Oklahoma  Department  of  Economic  Development, 
Suite 209 ,  P.  O.  Box  53424,  State  Capitol  Station,  Oklahoma  City,  OK  73152 

(Phone  405-521-2401 ) 


The  All  Savers  certificate  is  supposed  to  be  a 
cheap  way  to  help  savings  and  loans.  But 
the  numbers  tell  a  different  story. 

The  case  of 
the  curious 
statistic 


By  Allan  Sloan 
with  Laura  Rohmann 


T|  here  are  three  kinds  of  lies: 
lies,  damned  lies  and  statis- 
tics," runs  the  bromide.  The 
congressmen  who  voted  to  approve 
our  newest  financial  boondoggle,  the 
All  Savers  certificate,  would  have 
done  well  to  ponder  that  saying  before 
they  threw  billions  of  tax  dollars  at 
the  savings  and  loan  industry's  prob- 
lem without  understanding  what  they 
were  buying  with  our  money. 

On  the  surface,  the  All  Savers  certif- 
icates, which  went  into  effect  Oct.  1, 
seem  harmless  enough.  They  give  sav- 
ers tax-exempt  interest  at  70%  of  the 
yield  of  one-year  Treasury  bills. 
They're  supposed  to  encourage  sav- 
ing, which  is  all  the  rage  these  days. 
The  rationale  tor  creating  yet  another 
tax-exempt  security  (see  cover  story,  /> 
151)  is  that  All  Savers  would,  at  rela- 
tively modest  cost,  channel  hundreds 
of  billions  of  cheap  dollars  into  S&Ls 
and  thus  stimulate  the  stricken  hous- 
ing industry. 

Rut  if  hundreds  of  billions  of  dollars 
flow  into  All  Savers  certificates — 
which  won't  happen  unless  the  law  is 
changed — the  tax  loss  will  be  fargreater 
than  Congress  thought.  If  a  relatively 
small  amount  of  money  flows  into  the 
accounts,  it  won't  help  S&Ls  much.  In 
any  event,  it  will  cost  the  government 
about  $4  in  lost  tax  revenues  for  each 
dollar  of  benefits  for  the  S&Ls. 

Our  talc  begins  with  three  financial 
projections  made  last  summer.  Each 
was  the  product  of  brainy  people  from 
prestigious  outfits  and  each  forecast 
roughly  equal  tax  losses  from  the  All 
Savers  program:  $3.3  billion  by  the 
staff  of  Congress'  Joint  Committee  on 
Taxation,  $4.1  billion  by  Wharton 
Econometric  Forecasting  Associates 
(hired  by  the  U.S.  League  of  Savings 


Associations)  and  $5.2  billion  by  the 
Treasury.  That  all  looked  reasonable 
compared  with  the  roughly  $2  billion 
that  could  be  saved  by  reducing  the 
$200  single  return/$400  joint  return 
interest  and  dividend  exclusion  to 
$100/$200  for  dividends  only.  The  ex- 
clusion was  cut,  and  All  Savers  roared 
through. 

All  Savers  permit  S&Ls,  banks,  sav- 
ings banks  and  credit  unions  to  issue 
one-year  certificates  from  Oct.  1 
through  the  end  of  1982.  Up  to  $1,000 
of  All  Savers  interest  ($2,000  for  a 


sury  and  Wharton  Econometric  all 
produced  roughly  the  same  tax-loss 
numbers,  everyone  was  pretty  happy 
with  them. 

They  shouldn't  have  been.  The 
Wharton  study's  assumptions  differed 
greatly  from  those  in  the  other  two. 
The  Joint  Committee  on  Taxation  as- 
sumed $65  billion  would  be  put  into 
All  Savers,  the  Treasury  assumed 
$120  billion  and  Wharton  an  astonish- 
ing $238  billion.  The  Wharton  num- 
ber, which  the  S&L  lobbyists  now 
round  up  to  $250  billion,  somehow 
managed  to  produce  a  tax  loss  smaller 
than  the  Treasury's. 

Wharton  assumes  that  the  $238  bil- 
lion of  All  Savers  money  would  be 
earning  11%  interest  were  it  not  in 
tax-exempt  certificates.  That  11%,  a 
low  number,  would  have  produced 
taxable  interest  revenues  of  $26.2  bil- 
lion. Since  another  Wharton  assump- 
tion was  that  the  people  holding  All 
Savers  are  in  a  marginal  tax  bracket 
averaging  40%,  that  would  mean  a  tax 
loss  of  $10.5  billion.  That's  quite  a  bit 
different  from  $4.1  billion.  Nariman 
Behravesh,  the  Wharton  econometri- 
cian  in  charge  of  this  study,  passes  the 
buck.  "We  only  did  computations," 
he  says.  "All  those  assumptions  and 
the  $4  billion  came  from  Jim  Chris- 
tian, (head  economist  at  the  U.S. 
League  of  Savings  Associations]." 


What's  a  few  billion  among  friends? 


These  are  estimates  of  how  much  money  will  flow  into  All  Savers 
accounts  over  the  next  15  months,  along  with  the  tax  loss  to  the 
Treasury  generated  by  switching  taxable  interest  income  into  tax- 
exempt  deposits.  Notice  the  variation — and  the  fact  that  the  League  of 
Savings  Associations  somehow  manages  to  project  twice  as  much  in 
deposits  as  the  Treasury  does,  while  anticipating  a  smaller  tax  loss. 


Amount 

Rate  earned 

Tax  loss 

(billion) 

pre-All  Savers 

(billion) 

Treasury 

$120 

1 1 .4% 

$  5.2 

Joint  Taxation  Committee 

65 

12 

3.3 

Data  Resources  Inc 

237 

12.5 

14.0 

US  League  of  Savings  Assns 

238 

11 

4.1 

married  couple  filing  a  joint  return)  is 
tax-exempt.  The  Treasury  takes  a 
beating  on  the  deal  because  All  Savers 
move  money  from  accounts  that  pro- 
duce taxable  income.  Switching 
$5,000  from  a  15%  bank  money  mar- 
ket certificate  into  an  All  Savers  certi- 
ficate would  take  $750  from  taxable 
revenue.  If  the  taxpayer  is  in  the  43% 
bracket,  that  means  $322.50  of  lost 
revenue. 

The  size  of  the  revenue  loss  de- 
pends on  how  much  money  goes  into 
All  Savers,  how  much  taxable  interest 
it  was  earning  where  it  was  and  the 
tax  bracket  of  the  investors  buying 
the  certificates.  Because  the  Joint 
Committee  on  Taxation,  the  Trea- 


Christian  referred  our  multiplica- 
tion question  to  Jim  Kaden,  the  man 
who  prepared  the  league's  computa- 
tions. Kaden  conceded  that  the  $4.1 
billion  tax  loss  was  for  only  one  year. 
But  All  Savers,  some  of  which  will 
mature  as  late  as  1983,  obviously  in- 
volve three  years  of  lost  taxes:  1981, 
1982  and  1983. 

Another  study,  by  Data  Resources, 
a  private  econometric  firm,  never  sur- 
faced during  the  congressional  debate. 
It  estimates  that  $237  billion — just  $1 
billion  less  than  Wharton's  number — 
will  go  into  All  Savers.  But  it  pegs  the 
tax  loss  at  $14  billion,  more  than  tri- 
ple Wharton's  number. 

Why  quibble  over  a  difference  of  a 
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THIRTY  YEARS  AGO, 
WE  TOOK  A  CALCULATED  RISK. 

Today's  shipments  make  Wang  a  billion  dollar  company.  In  the 
last  four  years  alone,  sales  have  increased  430%. 

As  their  agent  bank,  Bank  of  Boston  has  helped  them  handle  this 
tremendous  growth. 

We  put  together  a  $170  million  combination 
revolving  credit  and  term  loan  to 

insure  Wang  had  enough 
working  capital  to  increase 
their  payroll  almost  60%. 

Additional  financing 
enabled  Wang  to  enlarge 
their  worldwide  manufac- 
turing facilities  to  nearly  two 
million  square  feet. 

Internationally  we  pro- 
vided Wang  credit  to  expand 
business  to  78  countries.  Then 
helped  them  set  up  an  aggressive 
vendor  leasing  program. 

Now  we  also  manage  their 
cash  flow  worldwide  and  provide 
Wang  with  a  full  range  of  corporate 
services.  Including  pay  roll,  shareholder 
and  investment  services. 

In  1951,  we  believed  in  a  man  who 
said  he  could  revolutionize  the  small 
computer  industry. 

That  s  what  we  did  for  ^Tj^x 
Dr.  Wang.  Now  what  can  C^^K^ 

J     £  O  THE  FIRST  NATIONAL  BANK  OF  BOSTO 

we  do  for  you?  BANK  OF  BOSTON 

WE'VE  DONE  IT  WE  CAN  DO  IT  FOR  YOU. 


Mercedes-Benz  unleashes  two  more 
high-performance  Turbodiesels. 


The  300  D  Sedan  and  300  CD  Coupe  now  generate  45  percent  more  power- a  smooth,  hushed, 
turbinelike  flow  of  power-but  generate  no  extra  thirst  for  fuel.  And  the  only  diesels 
that  rival  their  performance  are  the  two  other  Turbodiesels  from  Mercedes-Benz. 


f 


r. 


The  17-pound  object  in 
this  man's  hand  adds  no 
noise,  needs  no  upkeep, 
runs  on  nothing  but 
\    exhaust  gas  and  air-  and 
has  just  helped  turn  the 
?    Mercedes-Benz  300  D 
*  Sedan  and  300  CD  Coupe 
into  two  of  the  most 
Jbtent  diesels  ever  built  for  sale, 
lilt  is  a  turbocharger,  the  mechan- 
hl  heart  of  an  advanced  power  sys- 
!|m  that  Mercedes-Benz  pioneered 
md  has  since  proven  in  its  300  SD 
sfdan  and  300  TD  Station  Wagon: 
|lat  ingenious  interlocking  of  tur- 
|ie  and  diesel  technologies,  the 
ilrbodiesel. 

Head  for  the  hills 

The  Turbodiesel  idea  is  no  longer 
w  or  exclusive  to  Mercedes-Benz. 
rcedes-Benz  Turbodiesels  simply 
tpower  every  other  diesel  auto- 
bile,  turbocharged  or  otherwise, 
t  you  can  buy  today. 
You  are  thrust  away  from  stop- 
hts  and  down  the  road  with  sud- 
n  new  velocity,  backed  by 
percent  more  horsepower  and 
percent  more  torque. 
IfYou  can  pull  out  and  flash  past 
rower  vehicles.  You  feel  no  lag  on 
i ills.  Throttle  response  even  in  the 
Middle  speed  range  is  crisp. 
|The  car  meanwhile  burns  less  fuel 
fan  a  normal  five-cylinder 
Mercedes-Benz  diesel.  It  is  docile 
mere  other  performance  cars  (and 
Many  of  today's  gasoline-powered 
|rs)  can  be  balky.  It  doesn't  smoke 
ike  a  tramp  steamer  as  it  climbs  long 
[jades.  On  frigid  mornings  it  can 
j  I  e  up  in  seconds.  It  never  needs 
If  en  a  conventional  tune-up. 
.  If  you  termed  this  the  most 
<  lightened  form  of  automotive 
lower  for  the  eighties,  Mercedes- 
'bnz  would  not  strongly  disagree. 

Oil-cooled  pistons 

In  Turbodiesel  form,  nearly 
df  of  the  renowned  five-cylinder 


Mercedes-Benz  diesel  engine's  key 
internal  components  are  replaced  by 
new  and  more  rugged  parts. 


Deep  in  the  base  of  the  engine 
block,  a  series  of  tiny  nozzles  sprays 
jets  of  oil  into  the  pistons  to  help  cool 
them  as  they  work. 

Not  even  the  Turbodiesel's  trans- 
mission is  the  same.  It  is  a  compact 
four-speed  hydraulic  wizard  of  an 
automatic,  a  torque  converter  device 
so  quick  that  it  can  shift  gears  in 
l/10th  of  a  second,  so  smooth  that 
many  shifts  are  imperceptible. 

45  percent  more  pleasurable 

The  300  D  Sedan  is  not  the  largest 
or  the  costliest  Mercedes-Benz  Tur- 
bodiesel, but  its  superb  new  ratio  of 
power  to  weight  makes  it  close  to  the 
quickest.  Imagine  the  effect  on  a 
3585-lb  automobile  of  45  percent 


more  power- paid  for  with  less  than 
five  percent  more  weight. 

Imagine  the  effect  of  this  extra 
performance  on  a  nimble-handling 
car  already  second  to  no  sedan,  for- 
eign or  domestic,  in  roadholding 
prowess. 

The  300  D  remains  at  the  same 
time  an  ideal  family  automobile, 
conveying  five  adults  within  one  of 
the  more  intelligently  designed  and 
appointed  cabins  on  wheels.  Almost 
every  reasonable  amenity  already 
exists  in  the  300  D-without  con- 
sulting an  option  list. 

Turbodiesel  performance  in  the 
300  CD  Coupe  is  icing  on  a  rich  cake. 
With  its  two-plus-two  coupe  format 
and  its  pronounced  sporting  flavor, 
the  300  CD  already  ranked  as  an 
exotic  Mercedes-Benz.  But  no  mere 
boulevardier:  a  taut  106.7-inch 
wheelbase  and  precise  reflexes  help 
this  suave  machine  to  excel  in  hard, 
sustained,  nip-and-tuck  driving. 

These  two  models  fit  into  the 
Mercedes-Benz  Turbodiesel  price 
range  just  below  the  300  TD  Station 
Wagon,  which  in  turn  stands  below 
the  300  SD  Sedan.  Sumptuously 
spacious,  almost  eerily  quiet-run- 
ning, clad  in  its  aerodynamically  ad- 
vanced body,  that  remarkable  auto- 
mobile occupies  the  summit  of 
modern  diesel  passenger  car  design. 

But  all  four  Mercedes-Benz 
Turbodiesels  advance  the  science 
of  the  automobile,  by  providing 
performance  levels  that  so  many 
Americans  prefer-and  the  efficiency 
that  today's  world  demands. 

Approximate  suggested  advertised 
delivered  price  at  port  of  entry. 

1981  Mercedes-Benz  N  A  ,  Inc.,  Montvale,  N.J. 


Engineered  like  no  other 
car  in  the  world 
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UNWIND  IN 
SECLUSION 

...  at  some  very  special  and  exclusive 
vacation  resorts.  Our  highly  respected 
monthly  newsletter  is  a  connoisseur's 
guide  to  unspoiled  places,  providing 
executives  independent  reports  on  peace- 
ful mountain  sanctuaries,  uncrowded 
countryside  retreats  and  enchanting 
islands  we  regularly  uncover  here  and 
abroad.  Accommodation  offerings, 
ambience,  food,  staff,  service,  rates 
and  recreational  diversions  are  all 
described  in  lively  detail.  Twelve  monthly 
reports,  $29.  (Overseas  airmail,  $35.) 
Satisfaction  guaranteed  or  subscription 
price  refunded. 

%c  Hideau'ay'Kcport® 

Published  Monthly 
by  Harper  Associates,  Inc. 
Box  66-R  •  Fairfax  Station,  VA  22039 


LONDON 

for 

LESS 

Businessmen  like  staying 
at  London  Tara  Hotel.  It's  one  of 
the  largest,  most  modern  hotels  in  London 
with  bath,  shower  and  color  tv  in  every  room. 

A  central  Kensington  location  that  puts 
business  and  entertainment  within  easy  reach. 
Plus  conference  facilities,  restaurants  and 
cocktail  lounges  all  under  the  same  roof. 
Call  800-223-6537    N.Y.  State  800-631-7917 
N.Y.C.  557-1110. 


-  THE 

-  LONDON 

TARA 

(t^HOTEL 


on  cuireni  conve'Sion  lates  Pet  person  per  mgnt 
double  occupancy  Rate  eiiective  until  Oct  31  1981 


mere  $10  billion?  Wouldn't  $238  bil- 
lion of  relatively  cheap  deposits  help 
the  S&.L  industry?  Wouldn't  that 
stimulate  housing  and  do  wonderful 
things?  Perhaps.  But  the  way  the  law 
is  written  there  seems  little  chance 
that  anything  like  $238  billion  will 
find  its  way  into  those  accounts.  And 
even  if  it  does,  it's  doubtful  more  than 
half  the  money  will  reach  S&Ls. 

Consider  these  numbers.  The  one- 
year  certificates,  advertised  for  people 
in  the  30%-and-up  federal  tax  brack- 
ets, allow  a  person  to  earn  only  $1,000 
tax-free.  At  the  rate  of  12.61%  set  for 
the  first  batch  of  All  Savers,  an  invest- 
ment of  $7,930  produces  the  maxi- 
mum tax-exempt  interest.  And  the 
$1,000  is  a  once-in-a-lifetime — not 
once-a-year — exclusion.  If  no  one  in- 
vests more  than  $8,000  in  a  certifi- 
cate—corporations and  businesses 
can't  buy  them — it  would  take  almost 
30  million  customers  to  get  to  $238 
billion. 

No  one  knows  how  many  people  are 
in  the  30%-and-above  tax  bracket, 
which  requires  a  taxable  income  after 
deductions  of  $15,000  for  singles  and 
$24,600  for  a  joint  return.  The  best 
number  available  seems  to  be  an  esti- 
mate by  Tom  Bloch  of  H&R  Block, 
the  tax  return  preparation  company. 
He  estimates  there  were  33  million 
people  (counting  joint  returns  as  two) 
in  those  brackets  last  year.  Throw  in 
bracket  creep,  and  call  it  40  million 
this  year,  45  million  next  year.  Even 
with  those  generous  assumptions,  it 
takes  two-thirds  of  the  potential  cus- 
tomers putting  up  $8,000  each  to 
reach  $238  billion. 

Some  analysts  have  come  up  with 
figures  similar  to  $238  billion,  saying 
that  because  money-market  certifi- 
cates became  20%  of  S&L  deposits 
virtually  overnight,  All  Savers  could 
do  the  same.  But  there  are  no  limits 
on  the  amount  of  money-market  cer- 
tificates a  person  can  hold. 

No  one  is  expecting  All  Savers  to 
draw  money  out  from  under  people's 
mattresses.  The  assumption  is  that 
the  new  certificates  will  lure  funds 
from  other  accounts.  To  make  that 
easier,  regulators  are  allowing  banks 
and  S&Ls  to  convert  six-month 
money  market  certificates  to  All 
Savers  without  charging  prepayment 
penalties.  But  do  two-thirds  of  the 
single  people  in  the  $15,000  bracket 
have  $8,000  squirreled  away  some- 
where? If  they  all  don't  and  if  every 
one  of  them  doesn't  switch  to  an  All 
Savers,  then  Congress  will  have  to 
change  the  law  if  it  wants  to  gener- 
ate hundreds  of  billions  of  All  Savers 
deposits. 

No  one,  of  course,  knows  what  the 
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interest  rate  on  All  Savers  certificates 
will  average.  New  ones  will  be  estab- 
lished every  month,  based  on  the  cur- 
rent one-year  T-bill  rate.  But  for  S&Ls 
to  benefit,  All  Savers  will  have  to  cost 
substantially  less  than  the  funds  they 
already  have  on  deposit.  The  S&L  in- 
dustry and  the  Treasury  project  rates 
of  1 1%  and  11.4%,  respectively,  being 
earned  on  money  that  will  flow  to  All 
Savers.  But  the  All  Savers  rate  for  the 
first  batch  was  12.61% — a  negative 
spread.  If  you  figure  that  the  All  Sav- 
ers money  will  replace  15%  six- 
month  certificates  or  18%  jumbo  cer- 
tificates of  deposit,  the  S&Ls  benefit. 
But  the  loss  to  the  Treasury  rises  like 
a  shot. 

Assume,  for  the  sake  of  discussion, 
that  $238  billion  of  All  Savers  certifi- 
cates are  created,  half  going  to  S&Ls, 
the  rest  going  to  banks  and  credit 
unions.  If  the  $238  billion  would  oth- 
erwise be  earning  15%  for  people  in 
the  40%  average  bracket,  that's  $14.3 


Why  quibble  over  a  mere 
$10  billion?  Wouldn't  that 
stimulate  housing?  Per- 
haps. But  as  the  law 
stands,  there's  little  chance 
that  anything  like  $238  bil- 
lion will  find  its  way  into 
All  Savers.  Even  if  it  does, 
S8lLs  will  do  well  to  get  half 
the  money. 

billion  of  lost  revenue  ($238  billion  x 
15%  x  40%).  If  the  S&Ls  pay  an  aver- 
age of  12%  on  All  Savers,  they  benefit 
by  3%:  a  benefit  to  them  of  $3.57 
billion  ($119  billion  x  3%).  But  the 
Treasury,  remember,  will  lose  4  times 
that  amount. 

Savings  and  loan  lobbyists  try  to 
gloss  over  concerns  like  these  with 
supply-side  calculations  designed  to 
show  that  helping  their  industry  will 
stimulate  so  much  activity  that  tax 
revenues  will  barely  suffer.  (These 
supply-side  numbers  are  not  to  be 
confused  with  the  $4.1  billion  tax-loss 
projection.  It's  a  different  study.)  But 
among  other  things,  the  supply-side 
calculations  don't  allow  for  the  fact 
that  the'  mortgage  loans  the  S&Ls 
claim  they  will  make  with  All  Savers 
money  will  produce  interest  tax  de- 
ductions for  borrowers.  The  murky 
gets  murkier. 

What  does  all  this  mean?  If  Con- 
gress wants  to  help  S&Xs,  fine.  But  we 
thought  the  idea  of  throwing  billions 
of  dollars  at  problems  to  solve  them 
by  osmosis  was  supposed  to  have 
gone  out  with  limmy  Carter  and  the 
Democrats.  ■ 
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Start  saving 
money...stop  mixing 
in  our  business. 


We're  professionals  at    ^  what  we  do,  and 
you're  mixing  in  our  business,  you  may  be  making  an 
expensive  mistake.  Because  our  business  is  to  provide 
specialized  cost-saving  services  that  will  let  you, 
concentrate  on  what  you  do  best.  We're  PHH  Group, 
a  billion-dollar  corporation  offering  services  far  outside 
the  mainline  expertise  of  most  companies.  We  man- 
age employee  relocations-  provide  car  and  truck  fleet 
management- monitor  diesel  fuel  and  related  truck 
and  equipment  purchases-and  provide  mainte- 
nance control  for  centrally  garaged  vehicles. 

Our  Homequity  company  is  the  nation's  leading 
authority  on  relocation,  helping  more  than  400 
corporate  clients  relocate  over  34,000  families  yearly 
to  all  parts  of  the  country 

Peterson,  Howell  &  Heather  offers  corporate  clients 
a  wide  range  of  vehicle  management  and  cost-control 


programs.    We  will  manage  your 

vehicle  fleets  for  ^  you,  supervise  their 
maintenance,  and  continually  audit  their 

cost  efficiency  to  save  you  every  possible  dollar. 

If  you  need  to  purchase  diesel  fuel  for  your  over-the- 
road  trucks,  our  National  Truckers  Service  can  do 
it.  NTS  will  ease  your  paperwork,  solve  your  fuel  tax 
problems,  and  relieve  your  operational  headaches. 

Valuable  in  good  times  and  bad,  our  services  save 
big  money  for  many  of  America's  largest  corporations. 

Instead  of  mixing  in  our  business,  call  us.  We'll 
show  you  how  you  can  concentrate  on  what  you  do 
best,  and  save  a  lot  of  money  by  letting  us  do  what 
we  do  best.  For  a  copy  of  our  Company  book,  call 
(301)  667-4000.  Or  write  PHH  Group,  Inc.,  Corporate 
Communications  Dept.  FB,  11333  McCormick  Road, 
Hunt  Valley  Maryland  21031. 


GROUP 

WE  HELP  COMPANIES  MIND 
THEIR  OWN  BUSINESS 


Texas  money  is  building  big  in  Ft.  Worth  so 
that  the  city  will  be  ready  when  the  people 
come — whenever  that  may  be. 


Faith  and 
deep  pockets 


By  Toni  Mack 


It's  just  incredible — scary  on  the 
one  hand  and  exciting  on  the  oth- 
er," says  John  Scovell,  president 
of  Dallas'  Woodbine  Development 
Corp.  He's  talking  about  Ft.  Worth, 
Tex.,  the  city  where 
Woodbine  has  spent  $32.6 
million  to  renovate  a  1921 
hotel  and  is  putting  up  a 
$71  million,  40-story  of- 
fice building.  It's  scary  be- 
cause Ft.  Worth  is  dou- 
bling its  downtown  office 
space  in  two  years'  time — 
to  a  total  of  7  million 
square  feet — with  virtual- 
ly nothing  to  indicate  that 
tenants  will  arrive  to  take 
up  that  extra  space. 

In  fact,  while  Dallas,  30 
miles  east  of  Ft.  Worth, 
boomed  throughout  the 
1970s  and  surrounding 
Tarrant  County  grew  20% 
from  1970  to  1980,  Ft. 
Worth's  population  actu- 
ally shrank  2%,  to 
385,000.  Ft.  Worth  drew 
none  of  the  major  corpo- 
rate relocations  that  en- 
gorged Dallas  and  Hous- 
ton. The  Chamber  of 
Commerce  was  elated,  in 
1974,  to  bag  a  Motorola 
plant  that  today  employs 
1,000  people! 

The  developers  are 
building,  it  seems,  on 
sheer  faith:  Ft.  Worth  has 
all  the  advantages  of  other 
Texas  boom  towns — sun- 
ny weather  and  low  taxes, 
for  example — and  none  of 
their  boomtown  prob- 
lems— such  as  pollution 
and     packed  freeways. 


Ergo,  runs  the  belief,  Ft.  Worth's  time 
will  come. 

If  it  takes  a  long,  long  time  to  come? 
Well,  the  developers  gambling  on  Ft. 
Worth  can  afford  to  stay  in  the  game 
until  the  right  cards  show  up.  Wood- 
bine is  owned  by  Dallas  businessman 


i  he  litiss  lirotbers'  developments  in  Ft  Worth 
Whence  come  the  tenants? 


Ray  Hunt  (Forbes,  Sept  14).  Bass 
Brothers  Enterprises,  which  has  built 
a  luxury  hotel  for  around  $50  million 
and  is  spending  an  estimated  $145 
million  on  two  office  buildings,  is  run 
by  Sid  Bass.  He  and  his  three  brothers 
are  great-nephews  of  the  late  Ft. 
Worth  wildcatter  Sid  Richardson, 
once  known  as  the  "billion-dollar 
bachelor."  He  remained  a  bachelor, 
and  much  of  his  fortune  was  shunted 
the  Bass  brothers'  way.  Cadillac  Fair- 
view,  a  50%  partner  in  another  $100 
million,  40-story  tower  (with  Ft. 
Worth's  Southland  Royalty  and  First 
United  Bancorporation),  is  35% 
owned  by  Montreal's  Bronfman  fam- 
ily, better  known  for  their  control  of 
Seagram. 

So  the  developers  don't  seem  to  be 
worried.  "These  people  have  tremen- 
dous staying  power,"  says  Phil  North, 
chairman  of  Ft.  Worth's  Tandy  Corp. 
"They  can  afford  to  look  to  the  long 
term.  Rockefeller  Center  [a  Depres- 
sion project  in  New  York  City]  didn't 
make  money  until  after  World  War  II, 
you  know." 

It  takes  a  Rockefeller — 
or  a  Hunt  or  a  Bass — to 
absorb  the  red  ink  such 
projects  can  bleed.  Bass' 
second  tower,  an 
825,000-square-foot  office 
building  scheduled  to 
cost  around  $77  million, 
is  entirely  speculative, 
with  no  major  tenants 
lined  up.  In  the  best  of 
worlds,  it  would  be  full 
when  it  opens  late  in 
1982,  and  Sid  Bass  could 
arrange  a  traditional  25- 
year,  fixed-rate  mortgage 
on  90%  of  his  cost.  The 
building  leases  at  an  av- 
erage of  $18  per  square- 
foot  per  year,  for  rental 
income  of  about  $13  mil- 
lion after  operating  ex- 
penses. At  20%  interest 
rates,  debt  service  would 
run  $14  million  a  year, 
giving  a  negative  cash 
flow  of  $1  million. 

But  that's  in  the  best  of 
worlds.  As  it  is,  Bass  will 
be  lucky  if  the  building  is 
50%  leased  when  it  opens, 
and  today  straight  mort- 
gage financing  is  hard  to 
come  by.  Pension  funds 
and  insurance  companies 
usually  insist  on  some 
form  of  participation  in 
the  building's  profits  in  re- 
turn for  financing  at  fixed 
rates,  with  the  rates 
somewhat  below  prime. 
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FEPERAL  RESERVE 


OPERATING  ROW* 


Congratulations,  Doctor! 

It  was  a  good  operation  on  inflation... 

too  bad  the  patient  died 


Maybe  the  high  interest  rate  policy  of 
the  Federal  Reserve  will  cure  inflation— 
but  the  rates  are  killing  the  economy. 

Sensible  balance  is  needed.  Our 
national  goals  can't  be  achieved  without 
a  strong  economy. 

Write  your  feelings  about  interest 
rates  to  your  Congressman,  and  to  The 
Honorable  Paul  A.  Volcker,  Chairman, 
Board  of  Governors,  Federal  Reserve 


System,  Washington,  D.C.  20551. 
Send  us  a  copy  if  you  can. 

Your  voice  counts.  Make  sure  it 
is  heard. 


James  E,  Slcwurt,  Chairman  of  tin-  Board  Slid  Chief  Executive  Officer 

I  one  St,  r  Industries,  Im  .  *  >m  <  ii.-i-nwu  li  IM.i/a,  (irrenwich,  (  oniiri  In  in  OMi  M) 

Reprint*  on  rcqucil  lo  Dcpi  i>     Ptrmltiton  gnmicii  (o  rcproiiiicc 

UONESFAR  >T 

Number  On*  in  Cement  .  .  .  Servinn  America's  (ireaf  Builders. 


AND  NOW 
HEEEEEEEERFS 
JOHANN. 


CBS  Cable  introduces  television  that  fills  theaters,  concert  halls  and 
ticket  brokers  pockets. 

It's  dance,  theater,  opera,  ballet,  cabaret  and  comedy. 

And  now  it's  going  to  be  filling  living  rooms,  family  rooms  and  TV  rooms. 

The-e-e-e-e-e-e-e-re's  Napoleon  and  Liz  Swados  and  Mike  Nichols  and  Ian 
McKellan  and  Shakespeare  and  Lear  (Norman). 

And  "Sizwe  Banzi  Is  Dead"  and  Pat  Carroll  as  Gertrude  Stein  and  Jack 
Gilford  as  Jack  Gilford. 

And  the  poetry  of  Ogden  Nash  and  the  prose  of  Bill  Moyers. 

And  the  "Letters  of  Calamity  Jane"  and  the  notes  of  The  Kraft  Music  Hail. 

And  Beethoven  brought  to  you  by  Bernstein  in  a  series  brought  to  you 
by  Exxon. 

Its  everything  from  the  palace  arts  to  the  popular  arts. 
And  instead  of  being  transferred  from  the  stage,  it's  translated  for  our 
medium. 

So  in  our  dance  presentations  even  the  cameras  are  choreographed.  And 
our  music  is  done  with  an  eye  as  well  as  an  ear. 

What's  more,  it's  all  underlined  by  a  host  who'll  prod,  push,  excite,  accent, 
tickle,  irritate  and  generally  act  like  the  alter  ego  of  the  viewer. 

And  now  for  a  commercial  break. 

If  you'd  like  to  watch  this  kind  of  programming  you'll  have  to  wait.  Open- 
i  ing  night,  brought  to  you  by  The  Quaker  Oats  Company  is  October  12th. 

And  if  you'd  like  to  advertise  to  the  upscale,  intelligent  s  A  4  m  j 
audience  that'll  be  w  atching,  don't  wait.  Call  Charlie  Walsh  m  nJ  Tt^*' 


tonight. 


He-e-e-e-e-e-e-e-re's  the  phone  number:  (212)  975-4160 


Put  A&A's  environmental 
risk  planning  to  the  acid  test, 


Alexander  &  Alexander's  special 
National  Environmental  Action  Team  can 
help  safeguard  your  company's  assets. 
We  view  financial  risk  through  your  eyes. 
Look  beyond  the  treatment,  transportation 
and  storing  of  hazardous  wastes  to  the  en- 
tire spectrum  of  pollution  liabilities— from 
generation  to  disposal. 

With  A&A,  you'll  have  access  to 
expert  environmental  scientists  who  do 
detailed  on-site  nsk  assessments.  And  we'll 
integrate  insurance  coverage  with  an 
ongoing  pollution  loss  control  program. 
That's  important.  Especially  now,  when 
businesses  must  comply  with  new,  more 
stnngent  EPA  regulations  and  protect  them- 
selves against  environmental  liabilities, 
particularly  those  resulting  from  gradual 
and  non-sudden  pollution. 

Only  by  working  from  the  client's 
point  of  view  can  we  be  sure  a  company  gets 
the  most  comprehensive,  cost-efficient  pro- 
grams possible. 

Full  pollution 
liability  coverage 

This  insider's  vantage  point  enables  us 
to  be  in  the  vanguard,  formulating  contracts 
that  go  beyond  hazardous  waste  coverage 
to  full  pollution  liability  protection. 

Because  we  anticipated  such  cover- 
age would  burgeon  in  importance,  our  88 
U.S.  offices  have  environmental  insurance 
coordinators  with  ready  access  to  our 
corporate  expertise.  We  maintain  strong 
contacts  in  Washington  to  stay  up-to-the- 
minute  in  this  rapidly  evolving  field.  And 
help  insurers  develop  pollution  coverages  to 
assure  you  of  adeguate  capacity  and  com- 
petitive terms. 

We  are  ready  to  look  at  any  business 
—medium  or  large— in  any  industry  and 
lelp  create  a  total  compliance  program. 

We  think  a  big  reason  A&A  has 
jbecome  one  of  the  largest  and  most  trusted 
Insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client. 
From  the  client's  point  of  view.  And  in  our 
business,  that's  the  acid  test. 


Alexander 
^Alexander 

From  the  client's  point  of  view 


Experts  from  Advanced  Environmental  Technology  Corp  of  Morns  Plains,  New  Jersey, 
cleaning  up  improperly  handled  hazardous  wastes. 


Hunt,  the  only  one  of  the  three  to 
have  long-term  financing  so  far,  has 
given  Aetna  Life  &  Casualty  an  op- 
tion to  buy  into  the  office  building. 
Cadillac  Fairview  (whose  building, 
80%  pre-leased,  is  the  least  vulner- 
able) and  Bass  are  still  dickering  with 
lenders. 

The  returns  will  come,  of  course, 
when  the  buildings  are  full  and  the 
landlords  can  escalate  the  rent.  If  the 
seed  money  does  its  job  and  creates  a 
stampede  to  Ft.  Worth,  the  developers 
are  looking  for  other  returns:  Sid  Bass 
can  expect  a  surge  in  value  in  the 
other  downtown  Ft.  Worth  blocks — at 
least  three — owned  by  Bass  Brothers, 
and  Ray  Hunt  will  get  an  influx  into 
Fossil  Creek,  his  1,800-acre  planned 
community  in  northeast  Ft.  Worth. 
The  downside  risk,  as  the  analysts 
like  to  say,  is  great,  but  so  is  the 
upside  potential. 

To  draw  relocaters  to  Ft.  Worth, 
the  developers  are  counting  on  the 
city's  peculiar  character:  Cowtown 
with  culture.  Established  in  1849  as  a 
fort  to  fight  the  Comanches,  it 
earned  the  Cowtown  nickname  in 
the  1860s,  when  cowboys  driving 
Texas  longhorns  up  the  Chisholm 
Trail  to  Kansas  railheads  made  Ft. 
Worth  a  major  layover.  They  took 
the  opportunity  to  indulge  them- 
selves in  Hell's  Half  Acre,  a  red-light 
district  popular  with  rogues  like  Jesse 
lames,  Kid  Curry,  Butch  Cassidy  and 
the  Sundance  Kid. 

Hell's  Half  Acre  has  long  since  suc- 
cumbed to  refining  influences,  and  Ft. 
Worth's  citizens  have  developed  a 
taste  for  subtler  pleasures.  Every  four 
years  the  city  is  host  to  the  Van  Cli- 
burn  Piano  Competition.  This  month 
the  New  York  City  Ballet  will  make 
an  appearance,  its  first  visit  to  Texas 
in  almost  20  years.  Then  there  are  the 
hometown  ballet,  the  opera,  the  sym- 
phony, the  natural  history  museum 
and  three  art  museums — all  for  a  pop- 
ulation of  385,000. 

Take,  for  example,  Ft.  Worth's  Kim- 
bell  Art  Museum.  The  Kimbell, 
opened  in  1972,  is  a  gem  of  a  museum 
with  an  endowment  around  $100  mil- 
lion, mostly  oil  properties,  generating 
a  yearly  income  of  $13  million.  After 
$2.5  million  in  operating  expenses, 
that  leaves  a  tidy  sum  to  take  to  the 
auction  table — for  such  items  as  Ce'- 
zanne's  "Peasant  in  a  Blue  Smock," 
picked  up  at  Christie's  last  year  for 
$4.3  million. 

On  the  other  hand,  Ft.  Worth  has 
no  desire  to  become  another  Dallas, 
which  "tries  to  pretend  it's  really  a 
sixth  borough  of  New  York,"  quips 
Tandy's  North.  The  spirit  of  Cow- 
town is  alive  and  well  about  a  mile 


north  of  downtown.  There,  next  door 
to  the  Right  Hotel,  a  man  can  still  get 
a  tattoo,  and  Saturday-night  rodeos 
are  still  held  in  the  hall  across  from 
the  Hog  &,  Sheep  Pavilion.  Behind  the 
old  stockyards  is  Billy  Bob's,  a  three- 
acre  country-and-western  honky-tonk 
(capacity:  6,000)  replete  with  24  pool 
tables,  12,000  square  feet  of  dance 
floor,  ten  full-size  bars  and  live — not 
mechanical — bull-riding.  And  above 
the  bull  ring,  where  the  bulls  are  spe- 
cially picked  for  their  meanness,  a 
huge  sign  announces:  "Texas  is  Mer- 
cedes Country."  That's  quintessential 
Ft.  Worth. 

Ce'zannes  or  no,  it  will  be  hard  to  fill 


up  3.6  million  square  feet  of  office 
space  rising  all  at  once,  but  the  devel- 
opers profess  advantages  to  having 
large  blocks  of  space  available.  "A  cor- 
porate relocater  might  not  come  to 
look  at  just  one  project,  but  he'll  come 
to  look  at  three  of  them,"  says  Robert 
Kolba,  head  of  Bass'  Ft.  Worth  projects. 
"When  folks  came  to  the  Dallas/Ft. 
Worth  airport,  they  always  headed 
east  to  Dallas  because  we  never  had 
any  speculative  office  space  to  show 
them.  Now  we  will."  Note  the  certain- 
ty: That  corporations  will  come  to 
Texas  is  inevitable.  And  getting  them 
to  Ft.  Worth  is  only  a  matter  of  build- 
ing a  corral  to  hold  them.  ■ 


Is  Gulf  Resources  doomed  without  its  silver 
mine?  Not  really.  Its  money  has  been  going 
elsewhere  for  years. 


Subtle  charms 


By  Anne  Bagamery 


THE  CONVENTIONAL  WISDOM 
about  Houston's  $700  million 
.revenues)  Gulf  Resources  & 
Chemical  Corp.  is  that  its  big-name 
investors  bought  into  it  because  of  its 
Bunker  Hill  silver,  lead  and  zinc  mine 
in  Idaho.  But  in  August,  Gulf's  Chair- 
man Robert  H.  Allen  announced  he 
was  closing  the  mine — it  had  lost  $7.7 
million  in  the  first  six  months  of  this 
year — and  some  of  those  big  investors 
didn't  sell  a  single  share. 

Dallas'  Bunker  and  Herbert  Hunt 
(through  a  subsidiary  of  Placid  Oil  (held 
on  to  the  9%  they  acquired  in  early 
1980.  Reports  are  that  the  Hunts  flatly 
turned  down  an  offer  to  buy  their  Gulf 
stake.  And  Britain's  Hanson  Trust 
Ltd.,  the  investment  vehicle  of  John 
Hanson,  bought  5%  of  Gulf's  8.9  mil- 
lion shares.  Ft.  Worth's  Bass  brothers, 
who  owned  1%,  reportedly  sold,  as  did 
Vancouver's  Belzbergs,  who  had  ac- 
quired 6.3%  in  mid-August. 

Considering  that  in  good  times  the 
mine  could  bring  in  almost  as  much 
operating  profit  as  the  rest  of  the  di- 


versified company's  combined  hold- 
ings, it's  easy  to  see  why  investors 
sold  on  announcement  of  the  closure. 
But  why  did  the  others  hang  on  or  buy 
in?  Are  they  hoping  that  Allen  will 
reopen  Bunker  Hill  if  silver  prices 
rise?  Or  does  he  have  other  goodies  in 
Gulf's  mixed  bag? 

The  53-year-old  onetime  Texas 
A&M  basketball  star  answers  the  first 
question  flatly:  "We  have  made  an 
irrevocable  decision.  We'll  sell  that 
mine  by  the  brick,  if  we  have  to." 
Allen  has  made  no  secret  of  his  disen- 
chantment with  metals  mining,  espe- 
cially since  the  Hunt-backed  silver 
boom  went  bust  in  early  1980.  Bunker 
Hill's  mounting  losses  only  strength- 
ened his  resolve,  he  says. 

But  the  truth  is,  Allen  has  been  tak- 
ing profit  from  the  mine  for  years  and 
pouring  it  into  Gulf's  small  but  grow- 
ing oil  and  gas  exploration  business 
($11  million  in  1980  revenues,  25  bil- 
lion cubic  feet  of  gas  reserves).  He  has 
also  been  generous  with  capital  spend- 
ing in  Gulf's  coal  division  (revenues, 
$114  million;  reserves,  70  million 
tons  of  Pennsylvania  coal)  and  in 
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THE  CAYMANS 


for  very  special  people. 

Grand  Cayman.  Cayman 
Brae.  Little  Cayman. 

More  professional  people 
come  to  these  peaceful  islands 
in  the  West  Indies — an  hour's 
flight  from  Miami,  a  little  longer 
from  Houston — than,anyone 
else. 

It's  their  kind  of  place. 

The  only  major  British 
Crown  Colony  remaining  in  the 
Caribbean  and  a  major  financial 
center  of  the  world. 

A  place  to  relax  among 
congenial  people  in 
an  uncrowded,  unspoiled 
environment. 

Miles  of  white  sand  beaches.  . 
An  incredible  underwater 
wonderland  for  snorkelers.  For 
scuba  divers,  the  Cayman 
"deep"  is  rated  the  world's  No.  1 
locale.  Big  game  fishing  off 
Cayman  Brae.  Bone  fishing  on 
Little  Cayman.  Tennis  courts 
everywhere. 

The  food  is  what  you 
would  expect  for  an  island  with 
over  300  international  banks. 
And  there  are  more  luxury 
privately  owned  apartments  that 
can  be  rented  for  a  few  days 
or  weeks,  than  on  any  island 
in-the  Caribbean. 

Comfortable  hotels.  Villas. 
Several  rather  plush  clubs. 

Good  travel  agents  know 
about  the  Caymans.  Or  write  or 
call  305-444-6551. 


Cayman  Pit  Islands 

Department  of  Tourism. 

250  Catalonia  Ave.. 
Coral  Gables,  FL  3313W 


Gulf  Resources  Chairman  Robert  Allen 

Polishing  up  the  other  goodies  in  his  mixed  bag. 


Gulf's  Lithium  Corp.  of  America  sub- 
sidiary (sales:  $58  million)  which 
holds  one  of  the  world's  largest  depos- 
its of  the  soft,  silvery-gray  mineral 
that  is  indispensable  to  the  produc- 
tion of  machinery  greases  and  alumi- 
num. Those  three  divisions,  along 
with  smallish  fertilizer  and  industrial 
explosives  businesses,  have  earned 
good  money  for  Gulf  year  in  and  year 
out.  With  plans  to  invest  over  $200 
million  in  oil,  gas  and  coal  over  the 
next  five  years,  Allen  now  says  he 
wants  to  make  Gulf  a  strong  energy 
company.  How  will  he  do  that  with- 
out cash  flow  from  silver?  By  using 
the  cash  flow — some  $35  million  a 
year — from  Gulf's  other  businesses, 
mainly  lithium  and  fertilizers,  he 
says.  He  has  recently  completed  ex- 
pansion of  both,  and  reckons  on  tak- 
ing cash  out  in  the  next  few  years. 

What  it  all  amounts  to,  of  course,  is 
Allen's  using  whatever  comes  to  hand 
to  keep  Gulf  Resources  growing.  He  has 
had  to  do  that  since  1966  when,  as 
president  of  $11  million  (revenues) 
Gulf — then  called  Gulf/Sulphur 
Corp. — he  was  told  by  the  Mexican 
government  that  the  company's  assets, 
which  were  all  south  of  the  border, 
would  be  nationalized  within  a  decade. 

He  needed  assets  in  the  U.S.,  so  he 
lined  up  financing — the  beginning  of  a 
long  credit  line  that  would  finance 
Gulf's  growth-by-acquisition  over  the 
next  decade— and  went  shopping  for 
companies  "in  areas  we  were  some- 
what familiar  with,  like  mining." 

Bunker  Hill,  which  Allen  bought  in 
1968  for  around  $80  million,  was  his 
largest  acquisition — and,  he  thinks, 
one  of  his  best.  "You  look  at  any  min- 
ing company's  balance  sheet  in  the 


late  Sixties,  and  you'll  see  practically 
no  debt,  huge  amounts  of  cash,  practi- 
cally unlimited  borrowing  power  and 
an  equity  market  anxious  to  take  its 
securities,"  he  says.  Rising  energy 
prices  and  labor  demands  reduced 
mining's  attraction  in  the  Seventies, 
as  did  the  government  factor,  the  vil- 
lain that  Allen,  like  all  other  Texas 
businessmen,  loves  to  berate.  "The 
environmental  health  and  safety 
movement  forced  the  mining  industry 
to  pour  cash  flow  into  non-profit-pro- 
ducing compliance  activities,  some  of 
which  were  totally  unnecessary, "  says 
Allen,  jabbing  a  finger  in  the  air.  In 
Bunker  Hill's  case,  the  EPA  hit  it  with 
demands  for  environmental  cleanup 
that  could  have  cost  Gulf  $20  million 
in  fines  alone  had  Allen  not  tied  up  the 
government  with  countersuits  and 
pushed  a  compromise. 

Now  all  that  is  behind  him,  or  will 
be  when  he  can  sell  Bunker  Hill — 
probably  to  outside  investors,  below 
its  $130  million  book  value.  Allen  will 
then  have  a  $400  million  (sales)  com- 
pany and  a  potential  net  income  ot 
$14  million  on  a  1981  pro  forma  basis, 
with  assets  of  $400  million,  equity  of 
$177  million  and  debt  of  $107  million 
(assuming  he  used  the  proceeds  from 
the  mine's  sale  to  reduce  debt). 

With  coal  and  gas  reserves  worth  an 
estimated  $38  a  share,  and  Gulf  sell- 
ing recently  at  $23,  no  enormous  un- 
dervaluation is  evident  m  the  stock. 
But  as  Ray  Hines,  an  analyst  with  Ned 
Davis  Research,  points  out:  "Gulf  has 
pieces  of  a  lot  of  good  businesses,  and 
Allen  has  never  been  shy  about  put- 
ting his  assets  to  work."  Maybe  that 
is  what  attracts  the  Hunts  and  Han- 
son. And  maybe  that's  enough.  ■ 
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Customers  of  John  Muir  &  Co.  got  a  dou- 
ble dose  of  bad  luck  when  SIPC  tied  up 
their  brokerage  accounts. 

Frozen  liquid 
assets 


By  Richard  Stern 

Many  a  small  shareholder 
rests  easy  with  the  convic- 
tion that  no  matter  what 
happens  to  the  brokerage  firm  he  is 
dealing  with,  his  cash  and  securities 
are  as  safe — and  available —  as  if  they 
were  locked  tightly  in  a  vault  behind 
the  oil  painting  of  grandpa  over  the 
mantelpiece. 

Congress  created  the  Securities  In- 
vestor Protection  Corp.,  back  in  1970, 
with  a  view  to  upholding  this  peace  of 
mind.  SIPC,  financed  by  the  broker- 
age houses,  now  has  a  $217  million 
insurance  fund.  That  money  is  sup- 
posed to  protect  investors  against 
losses  of  up  to  $500,000,  including 
$  1 00,000  in  cash. 

Thousands  of  customers  of  the 
bankrupt  John  Muir  &  Co.  have  sud- 
denly discovered  that  they  are  not  so 
safe  as  they  thought.  When  a  broker 
goes  bust,  customer  accounts  are  im- 
mediately frozen.  The  nifty  brochure 
that  SIPC  gives  the  public,  however, 
doesn't  say  that  it  may  take  weeks,  in 
tact  months,  before  these  securities 
become  available.  Meanwhile,  sound 
sleepers  can  turn  insomniac  worrying 
about  portfolios  that  are  untouchable. 
Indeed,  untradable. 

Among  the  Muir  clients  who  have 
learned  the  mechanics  of  SIPC  proce- 
dures too  late  is  64-year-old  retired 
supermarket  owner  Morton  Freed- 
man  of  North  Miami  Beach,  Fla.  The 
prosperous  Freedman  and  his  wife, 
Lee,  for  three  weeks  resorted  to  cash 
handouts  from  friends.  It  took  that 
long  to  unravel  the  red  tape  clogging 
access  to  their  "five  figure"  account 
in  Dreyfus  Liquid  Assets,  a  money 
market  fund  the  Freedmans  had  pur- 
chased through  Muir  broker  Michael 
Huberman. 
Bu  Freedman  wishes  that  had  been 


his  only  problem.  To  add  insult  to 
injury,  he  estimates  he  lost  thousands 
of  dollars  because  he  was  unable  to  sell 
stocks  in  his  account,  frozen  in  the 
liquidation  mess.  Psychiatrist  Mi- 
chael Gilbert,  another  customer  of 
Muir  &  Co.'s  North  Miami  office,  is 
more  specific.  He  reckons  that  he  lost 
almost  $100,000  because  he  was  un- 
able to  sell  shares  in  Lionel,  Sundance 
and  other  companies  that  took  a  steep 
tumble  during  the  late  summer  stock 
market  collapse. 

Why  this  costly  delay?  Some  Muir 
customers,  and  many  of  its  former 
salesmen,  cast  court-appointed  bank- 
ruptcy trustee  Harvey  Miller,  a  New 
York  attorney,  as  the  heavy.  But  Con- 
gress may  be  the  real  villain.  Miller's 
task  is  not  easy  under  the  SIPC  liqui- 
dation procedures  he  is  forced  to  fol- 
low. SIPC's  rules  give  brokerage  firm 
trustees  the  conflicting  roles  of  satis- 


fying both  the  demands  of  such  con- 
ventional creditors  as  landlords  and 
suppliers  and  customers'  pleas  for  ac- 
cess to  their  accounts. 

That  makes  it  easy  to  understand 
why  some  disgruntled  Muir  custom- 
ers came  to  believe  that  Miller  was 
deliberately  keeping  their  accounts 
frozen — some  said  held  for  ransom — 
as  he  negotiated  the  sale  of  Muir's 
accounts  and  offices  to  other  firms. 
Though  there  was  nothing  devious 
about  the  bidding  process,  the  results 
were  often  bizarre.  In  Washington, 
D.C.,  for  instance,  most  of  the  former 
Muir  salesmen  moved  over  to  a 
branch  of  Moseley,  Hallgarten,  Esta 
brook  &  Weeden.  But  Miller  shipped 
the  customer  accounts  to  the  highest 
bidder — Ferns  &  Co.  That  helped 
Muir's  creditors  considerably,  but  it 
left  customers  confused. 

SIPC  and  the  trustees  it  deals  with, 
however,  have  relatively  little  discre- 
tion in  these  matters.  "People  whose 
accounts  have  been  transferred  are 
not  happy,  and  I  don't  blame  them," 
says  SIPC  General  Counsel  Ted  Focht. 
"But  you've  got  to  do  the  best  you  can 
under  the  law." 

Who,  then,  is  to  blame?  If  you  point 
one  finger  at  Washington,  you  aren't 
wrong.  Point  another  finger  at  Wall 
Street.  You  win  a  Kewpie  doll. 

The  securities  industry  helped  Con- 
gress draft  the  1970  law  that  created 
SIPC  as  a  private  nonprofit  corpora- 
tion to  insure  customer  accounts.  The 
action  came  in  the  wake  of  the  Sixties 
back-office  crunch,  when  several  bro- 
kerage firms  failed.  The  original  law, 
however,  wasn't  simply  inadequate.  It 
was  awful. 

When  Weiss  &  Co.  collapsed  in 


\Auir  victims  Ice  and  Morton  Freedman  with  broker  Michael  Huberman  (center) 
Relying  on  cash  handouts  from  friends. 
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May  1973,  it  took  the  bankruptcy 
trustee  some  eight  months  to  sort  out 
its  32,000  accounts  and  return  virtual- 
ly all  customer  assets.  That  messy  sit- 
uation led  to  the  formation  of  a  task 
force  that  drafted  a  revision  of  the 
SIPC  legislation  enacted  by  Congress 
in  1978.  To  speed  up  the  delivery  of 
customer  assets,  the  changes  allow 
trustees  to  deliver  accounts  in  bulk  to 
other  firms  instead  of  doling  them  out 
one  by  one. 

The  trouble  is,  this  "bulk  transfer" 
creates  a  potential  conflict.  Customer 
accounts  are  valuable  commodities  on 
Wall  Street,  since  they  often  continue 
producing  commission  revenues  at  a 
new  firm.  While  the  trustee  is  strug- 
gling to  line  up  the  best  deal,  however, 
customers  twist  slowly  in  the  wind. 
And  in  a  down  market  it's  more  like  a 
tornado  than  a  soft  breeze. 

Still,  with  the  Muir  bankruptcy  as 
the  first  major  test  of  the  1978  SIPC 
amendment,  the  liquidation  did  pro- 
ceed more  smoothly  than  before. 
About  50%  of  the  accounts  had  been 
transferred  to  other  firms  and  unfro- 
zen by  the  end  of  three  weeks;  60% 
by  the  end  of  four.  Despite  that,  some 
customers  lost  big — and  the  fact  that 
the  law  once  again  needs  to  be  im- 
proved caught  some  top  Wall  Street 
officials  by  surprise.  "I  thought  it  was 
all  taken  care  of  in  1978,"  says  the 
president  of  one  of  the  nation's  largest 
brokerage  houses. 

It's  hard  not  to  conclude  that  SIPC 
is  fairly  low  on  Wall  Street's  list  of 
priorities  in  Washington.  Better, 
some  people  think,  to  concentrate  on 
tax  incentives  for  investment.  Or 
such  special-interest  causes  as  the 
fight  to  slow  the  progress  of  a  comput- 
erized national  market  system.  Not 
everyone  in  the  industry,  however, 
was  dozing.  Worried  that  the  liquida- 
tion of  a  firm  far  larger  than  Muir 
under  the  1978  amendment  could  be- 
come a  disaster,  SIPC  Chairman 
Hugh  Owens  initiated  a  task  force  last 
May  to  examine  another  round  of  le- 
gal fixes.  New  York  Stock  Exchange 
Senior  Vice  President  Robert  Bishop 
says  he's  hoping  for  changes  that 
would  allow  a  trustee  to  keep  a  firm 
operating  and  accounts  open  during  a 
liquidation. 

Still  worried?  You  should  be.  SIPC 
Counsel  Focht  points  to  a  "rash"  of 
brokerage  firm  bankruptcies  this 
year — seven  since  March.  With  the 
new-issues  market  a  shambles  and 
broad  indexes  heading  down,  that 
could  be  just  the  beginning.  And  even 
after  ten  years,  Wall  Street  and  Wash- 
ington are  still  largely  unable  to  give 
customers  of  firms  that  collapse  a  rea- 
son not  to  worry.  ■ 


Consider  the  return  on  your  investment. 

The  finest  handmade  quality  in  13  sizes. 
Starting  ai  $1.10  the  cigar. 

H.UPMANN 
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a  sleepy  regional  firm.  He  sensed  that 
the  time  was  ripe. 

Pension  fund  and  other  institution- 
al money  managers  were  suffering  for 
their  folly  in  embracing  the  now  thor- 
oughly discredited  "one  decision" 
growth  stock  theory.  So  LeBaron 
helped  to  popularize  the  random  walk 
concept — i.e. ,  that  no  one  can  hope  to 
beat  the  market  with  any  consistency 
because  of  the  speed  with  which  new 
information  is  transmitted  and  re- 
flected in  prices.  That  being  so, 
achieving  an  average  performance 
was  accomplishment  enough  to  earn  a 
money  manager  his  keep.  What  solace 
that  was  to  a  battered,  discouraged 
profession. 

Under  random  walk,  salvation  lay 
not  in  fighting  the  market  but  in  fu- 
sion with  it.  Portfolios  approximating 
broad  averages  like  the  S&P's  500 
might  never  do  much  better  than  the 
market,  but  they  certainly  wouldn't 
do  a  lot  worse  than  it,  either.  There 
was  promise  of  an  eternal  stasis,  nev- 
ermore to  be  broken  by  the  rasp  of 
sharp  questions  about  performance. 
"Passive"  investing  became  all  the 
rage,  and  in  a  half-dozen  years  the 
amount  of  indexed  money  Battery- 
march  Financial  was  running  for  cli- 
ents climbed  from  zero  to  better  than 
$2  billion. 


Battetymarcb's  Dean  LeBaron 

Some  of  the  competition  caught  the  whiff  of  heresy. 


Batterymarch  Financial  took  a  random 
walk  on  Wall  Street,  but  now  the  firm  is 
traveling  in  a  more  conventional  direction. 

Indexing: 
an  idea  whose 
time  has  gone 


The  Funds 


By  Richard  Phalon 


arreting  is  no  different  in 
the  sometimes  surreal  world 
of  investment  management 
from  anywhere  else:  If  the  customer 
asks  for  a  green  suit,  turn  on  the 
green  light. 

Take  Dean  LeBaron,  the  restless, 
persuasive  president  of  Boston-based 


Batterymarch  Financial  Management. 
When  the  efficient  market  theory  and 
its  handmaiden,  the  indexed  portfo- 
lio, jumped  over  the  ivy-covered  wall 
from  academe  a  decade  or  so  ago,  no 
one  was  more  zealous  in  preaching 
the  new  dispensation  than  he.  Le- 
Baron, who  is  now  48,  had  just  found- 
ed Batterymarch  and  was  determined 
to  shape  it  into  something  more  than 
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Grace  looked  into  farming  and 
found  a  rock  that  can  feed  the  world. 

Shouldn't  you  look  into  Grace? 


The  rock  wasn't  a  food.  It  was  a  fertilizer. 

And  today,  Grace  has  over  220  million 
tons  of  this  phosphate  rock  in  reserve. 
:  Enough  to  help  farmers  feed  the  soil  for 
the  next  50  years. 

We  also  produce  ammonia  and  mixed 
fertilizers  that  can  double  or  even  triple 
crop  yields.  And  with  the  growing 
demand  for  fertilizers,  our  Agricultural 
Chemicals  Group  managed  to  more 
than  double  its  profits  in  1980  alone. 


facet  of  Grace's  chemical  operations. 
And  chemicals,  in  turn,  are  just  part  of 
what  keeps  our  company  growing. 

Grace,  in  fact,  is  a  $6  billion  company 
with  balanced  interests  in  chemicals, 
natural  resources,  and  consumer 
products. 

Since  1976,  the  company's  net  income 
has  more  than  doubled.  And  our 
shareholders  have  been  receiving  cash 
dividends  for  47 consecutive  years. 


Send  for  it  by  writing  to 
W.R.Grace  &  Co.,  Grace  Plaza, 
1114  Avenue  of  the  Americas, 
New  York,  NY  10036,  Dept.FB. 

And  look  into  a  company  that's  looking 
out  for  the  worlds  growing  needs. 


One  step  ahead  of  a 
changing  world. 

GRACE 


i 


Yet  agricultural  chemicals  are  only  one        Our  annual  report  will  tell  you  more.       chemicals- natural  resources,  consumer  products 


Another  Tenneco  Venture: 


TENNECOi 


Pleito  Ranch,California 

We're  solving  an  underground  energy 
riddle  created  50  million  years  ago. 


The  surface  of  Tenneco's  Pleito  Ranch  on  the 
southern  rim  of  the  San  Joaquin  Valley  of 
California  only  hints  at  the  complex  geology 
below. 

Some  50  million  years  ago  nature  lifted, 
folded  and  fractured  the  underground  rock 
strata;  potential  energy-bearing  formations  are 
tilted  almost  vertical.  To  find  oil  we  cannot  drill 
straight  down  as  we  normally  would,  because 
we  might  drill  parallel  to  an  oil-bearing  forma- 
tion. So  we  start  by  drilling  vertically,  then  force 
the  drill  bit  sideways  at  a  40-degree  angle, 
hoping  to  intersect  the  oil-bearing  strata. 

Every  well  is  like  a  wildcat  because  of  the 
mystery  of  the  underground  formations.  We 
drill  them  carefully,  one  at  a  time,  with  weeks  of 
painstaking  analysis  in  between.  This  is  unlike 
conventional  fields,  where  we  normally  "step 
out"  from  proved  producers  with  relative 
assurance  we'll  hit  oil. 

But  the  rewards  are  enticing — large 
reserves  of  oil  which  should  produce  domestic 
energy  for  many  years.  Together,  the  eight 
wells  at  Pleito  Ranch  have  already  produced  a 
million  barrels  of  oil,  and  production  is  increas- 
ing with  each  new  successful  well.  This  adds 
another  dimension  to  our  involvement  in  the 
San  Joaquin  Valley,  where  Tenneco  grows, 
packs  and  markets  quality  foods  under  the 
Sun  Giant®  label. 


Pleito  Ranch  is  just  one  example  of 
Tenneco's  efforts  to  increase  the  nation's 
energy  reserves.  We're  a  leading  natural  gas 
producer  in  the  Gulf  of  Mexico,  one  of  our 
nation's  most  important  energy  areas.  Tenneco 
discovered  oil  and  natural  gas  in  the  Baltimore 
Canyon  off  New  Jersey  in  an  area  still  being 
evaluated.  And  we're  preparing  to  explore 
leases  in  the  Georges  Bank  off  New  England 
and  in  the  Beaufort  Sea  off  Alaska. 

Onshore,  we've  made  significant  dis- 
coveries in  the  Williston  Basin  of  the  Dakotas 
and  Montana,  in  the  San  Juan  Basin  of  New 
Mexico,  and  in  areas  in  the  San  Joaquin  Valley 
other  than  Pleito  Ranch. 

All  this  takes  a  lot  of  money.  This  year 
alone  we'll  invest  some  $1.7  billion  in  energy 
projects,  most  of  it  in  the  United  States. 

Although  energy  contributes  more  than 
three-fourths  of  Tenneco's  income,  we  con- 
tinue to  provide  other  basic  needs,  like  food, 
construction  and  farm  equipment,  chemicals, 
ships,  automotive  components,  packaging, 
and  insurance. 

That's  Tenneco  today:  growing  in  energy 
. .  .and  more. 


For  more  information  about  Tenneco,  write  Dept.  F-4, 
Tenneco  Inc.,  P.O.  Box  2511,  Houston,  TX  77001. 


The  Funds 


Why  it  makes  sense  to 
spend  $250,000  on  a  machine 
to  make  a  25$  part 


The  only  way  to  justify  spending  a 
quarter  of  a  million  dollars  on  a 
Bodine  assembly  machine  is  to 
look  at  what  it  can  save  you  in 
return. 

For  starters,  a  Bodine  machine 
can  save  you  up  to  95%  of  all  your 
small  parts  assembly  costs,  includ- 
ing the  cost  of  direct  labor. 

A  Bodine  machine  can  also  save 
you  indirect  costs.  Like  the  cost  of 
hiring,  training  and  supervising 
new  people.  Stocking  costs.  And 
inventory  costs. 

In  addition,  a  Bodine  machine 
can  give  you  the  flexibility  to  make 
and/or  change  small  parts  in  a  big 
hurry.  So  you  can  react  to  market 
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shifts  almost  as  fast  as  they  occur. 

A  Bodine  machine  can  even  give 
you  100%  inspection  and  verifica- 
tion of  all  parts  and  their  position. 
And  when  you  think  about  the  high 
cost  of  callbacks-not  to  mention 
the  legal  nightmare  of  liability— that 
may  represent  the  greatest  sav- 
ings potential  of  all. 

For  a  few  more  sound  reasons 
why  a  Bodine  machine  makes 
sense,  call  our  Vice  President, 
Frank  Riley  at  (203)  334-3107.  Or 
write  to  him  at  The  Bodine  Cor- 
poration, 317  Mountain  Grove  St., 
Bridgeport  n 
CT  06605  figging 


Over  the  last  couple  of  years, 
though,  the  new  dispensation  has  he- 
gun  to  lose  the  charm  of  novelty.  The 
big  runup  in  small  companies,  dra- 
matic counterpart  to  the  pedestrian 
performance  of  most  of  the  big-cap- 
italization  companies  to  which  the 
indexers  are  tied,  persuaded  many 
managers  that  the  relative  "ineffi- 
ciencies" of  such  markets  as  Amex 
and  the  o-t-c  could  be  explored  with 
profit.  There  might  be  something  to 
the  random  walk  in  theory,  hut  the 
glittering  results  of  the  T.  Rowe  Price 
New  Horizons  Fund  and  others  spe- 
cializing in  "emerging  growth"  made 
it  quite  clear  that  all  stocks  were  not 
created  equal. 

Dean  LeBaron  himself  concedes  as 
much.  "There  has  been  a  move  away 
from  the  peak  enthusiasm  for  passive 
investing,"  he  says.  "The  early  inter- 
est in  conservative  versions  of  index- 
ing is  somewhat  mute.  People  want  to 
spread  out  a  bit." 

Though  LeBaron  is  not  prepared  to 
concede  that  indexing  is  an  idea 
whose  time  has  gone,  it  is  clear  he 
understands  that  the  customers  want 
a  green  suit.  In  June  he  turned  on  the 
green  light  in  the  form  of  a  new  prod- 
uct he  called  FlexiTilt. 

Up  to  now,  Batterymarch  had  in- 
dexed to  the  upper  half  of  the  S&P's 
500,  a  very  conservative  big-company 
replica.  FlexiTilt  tracks  to  a  much 
larger  universe — either  the  entire 
S&P's  500  or  the  Value  Line  1693 
average,  at  the  option  of  the  client. 
The  customer  can  also  weight  (or 
"Tilt")  the  portfolio  toward  such  op- 
tions as  high  or  low  yields,  high  or  low 
growth  rates,  high  or  low  price/earn- 
ings ratios,  high  or  low  volatility. 

Some  of  Batterymarch's  competi- 
tion caught  the  whiff  of  heresy,  a  be- 
trayal of  indexing.  "Once  the  client 
starts  making  decisions  about  volatil- 
ity and  P/E  ratios,"  says  one  competi- 
tor, "you're  out  of  indexing  and  into 
active  management.  If  a  client  is  capa- 
ble of  making  decisions  like  that,  he 
ought  to  be  in  the  money  manage- 
ment business  himself." 

Heresy  or  no,  the  big-company  fo- 
cus of  the  old  index  left  Batterymarch 
clients  trailing  the  market  much  of 
the  time  after  1974.  Besides,  indexing 
has  become  something  of  a  commod- 
ity business.  There  is  a  lot  of  competi- 
tion in  the  field,  which  is  tough  on 
profit  margins.  "There  are  programs 
we  can  buy  for  nominal  amounts  that 
allow  us  to  replicate  the  S&P's  within 
a  short  range  of  error,"  says  Jon  Swen- 
son,  who  manages  Ciba-Geigy  Corp.'s 
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Banking  internationally? 
5  good  reasons  why 
you  should  talk  to  Rabobank. 


O electing  a  specific 
bank  as  a  partner  for  your 
international  activities 
requires  sound  reasoning: 


1. 


By  providing  90%  of 
all  loans  to  the  Dutch  agri- 
cultural sector,  Rabobank 
is  the  largest  source  of 
credit  to  the  domestic  green 
sector.  And  plays  a  key  role 
in  agribusiness  finance. 
Of  all  Dutch  exports  25% 
consist  of  agricultural 
products.  The  importance 
of  agribusiness  for  Dutch 
foreign  trade  gives  Rabo- 
bank an  extensive  and 
up-to-date  knowledge  of 
international  trade  finance. 

2.  More  than  40%  of  all 
Dutch  savings  are  entrusted 
to  Rabobank. 

3.  One  third  of  all 
Dutch  companies  conduct 
their  financial  business 
through  Rabobank. 
And  with  3,100  offices  in 
the  Netherlands  on-the-spot 
services  are  available  in 
every  part  of  the  country. 


t.  With  total  assets  of 
more  than  100  billion  Dutch 
guilders  (approx.  US  $  37 
billion)  Rabobank  ranks 
among  the  50  largest  banks 
in  the  world. 

5.  Additional  strength  is 
derived  from  the  member- 
ship in  the  Unico  Banking 
Group,  in  which  Rabobank 
works  together  with  5  other 


major  European  co- 
operative banks.  As  a  group 
these  banks  have  total 
assets  of  US  $  360  billion 
and  36,000  offices. 

So  if  you're  interested 
in  banking  internationally, 
we'd  like  to  meet  you. 
And  when  we  meet  we'd 
like  to  help. 


Rembrandt  country  is  Rabobank  country.  The  country  where  traditions 
of  excellence  continue  to  flourish. 


Rabobank  Nederland,  International  Division,  Gatharijnesingel  30, 
3511  GB  Utrecht,  the  Netherlands.  Telex  40200. 

Branch  Office  New  York,  245  Park  Avenue,  New  York,  NY  10167, 
United  States  of  America.  Telex  424337. 
Representative  Office  Frankfurt,  Friedrich-Ebert-Anlage  2-14, 
D- 6000  Frankfurt  am  Main  1,  West  Germany.  Telex  41 3873. 


Rabobank  S 

Rembrandt  country  is  Rabobank  country 


$240  million  pension  fund.  "Who 
needs  Batterymarch?" 

It  takes  real  produet  difference  to 
penetrate  that  kind  of  sales  resis- 
tance, which  is  perhaps  another  rea- 
son for  the  green  light  on  FlexiTilt's 
active/passive  ambivalence.  LeBaron, 
though,  insists  that  he  is  dealing  in 
something  more  substantive  than  just 
one  more  merchandising  ploy.  The 
S&P's  500,  he  argues,  is  too  hopelessly 
flawed  to  be  a  measure  of  anything  so 
important  as  investment  perfor- 
mance. In  the  mid-Seventies,  he 
notes,  high-multiple  growth  stocks 
ballooned  to  the  point  where  they  ac- 
counted for  almost  half  the  index. 
Last  year,  he  continues,  the  heavy 
weighting  in  oils  bent  the  S&P's  500 
to  the  point  where  40%  of  it  was 
acting  "almost  as  a  single  stock," 
thereby  exposing  indexers  to  far  too 
much  risk. 

The  broader  reach  of  FlexiTilt  will 
provide  more  diversification,  but  at 
the  same  time  embrace  many  of  the 
smaller  companies  that  LeBaron  used 
to  think  should  be  left  entirely  to  the 
artifice  of  active  stock  pickers.  Its  ac- 
tive tone  is  in  keeping  with  the  times. 
Most  institutions  are  indexing  a  far 
lower  proportion  of  assets  (20%  to 
30% )  than  the  60%  to  70%  orthodox 
random  walkers  think  should  be  the 
norm.  Most  of  them  view  the  index  as 
a  low-risk  core,  a  kind  of  windward 
anchor  that  permits  the  luxury  of 
commissioning  a  cluster  of  other 
much  more  aggressive  managers,  of- 
ten using  highly  unconventional 
styles,  to  outperform  a  supposedly  un- 
beatable market. 

As  befits  a  good  marketing  man, 
Dean  LeBaron  sounds  very  much  in 
tune  with  the  new  mood.  As  recently 
as  three  years  ago  about  half  of 
Batterymarch's  money,  then  $2  bil- 
lion, was  indexed.  Since  then  the  total 
has  grown  to  $6  billion,  but  with  two- 
thirds  of  the  total  in  various  actively 
managed  funds  such  as  foundation  ac- 
counts and  pension  funds.  "We  would 
rather  sell  our  active  strategies,"  Le- 
Baron says. 

What  it  boils  down  to  is  this:  Index- 
ing was  a  philosophy  of  despair,  born 
of  the  worst  bear  market  since  1929. 
It  served  to  bring  customers  into  the 
tent,  but  once  in  the  tent  they  came 
to  realize  that  random  walk  was  an 
excuse  for  poor  performance,  not  an 
explanation.  They  wanted  something 
better,  and  to  Batterymarch's  credit  it 
has  provided  something  better — pre- 
dictably enough,  all  on  the  aggressive 
side.  Over  the  last  seven  years  LeBar- 
on's  actively  managed  portfolios  have 
outperformed  the  market  in  every 
year  but  one.  ■ 


Kurt  Lindner's  stock  market  formula  is 
hardly  original,  but  he  has  performed  su- 
perbly by  sticking  to  it. 


"When  we  tinker, 
we  come  to  grief" 


The  Funds 


By  Lisa  Gross 


Kurt  Lindner's  barren  office  in  subur- 
ban St.  Louis  reflects  his  singlemind- 
edness.  Surrounded  by  institutional 
green  walls,  with  only  ledger  sheets  on 
his  desk,  the  unassuming  Lindner 
picks  little-known  stocks  from  obscure 
places  for  his  no-load  mutual  fund,  the 
$22  million  Lindner  Fund. 

Lindner  follows  a  rigid  investment 
formula:  He  buys  only  stocks  that  sell 


at  multiples  of  6  times  earnings  or 
less.  His  seemingly  arbitrary  strategy 
has  produced  investment  gains  of 
40.1%  over  the  12  months  ending  in 
August,  a  feat  that  ranks  the  Lindner 
Fund  number  one  in  performance 
among  the  370  funds  tracked  by 
James  Schabacker's  Switch  Fund  Ad- 
visory newsletter. 

Lindner,  59,  an  accountant  by 
trade,  formed  the  fund  in  1954  with 
his  father — a  refugee  from  Hitler's 


Lindner  Fund's  Kurt  Lindner 

"We  have  very  strict  criteria:  They've  got  to  be  cheap.' 
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©Eastman  Kodak  Company,  1981 


'Hold  it!  Nobody  lays  a  hand  on  this  copier 
but  Fenwick.  It  seems  to  like  Fenwick!" 


Kodak  copiers  like  everybody— even  un- 
trained casual  operators.  Super  copies  for  all. 

Happily  the  affection  is  mutual.  Because  it 
takes  people  only  minutes  to  learn  to  under- 
stand and  love  a  Kodak  copier.  It  doesn't  take 
an  expert  to  use  our  walk-up  copier.  It's  that 
well  designed,  that  "user  friendly." 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD  1457, Rochester,  N.Y.  14650. 


Kodak  copiers  like  everyone.  And  vice  versa. 


When  you're  flying  somewhere 
on  business,  you  don't  want  to  get 
the  business  from  cranky  babies, 
chatty  couples  or  noisy  groups. 
So  Philippine  Airlines  has  given 
you  a  section  all  to  yourself  in 
front  of  Economy  and  just  behind 
First  Class. 

It's  almost  like  a  whole  plane 
to  yourself. 

You  have  your  choice  of  48 
reclining  easy  chairs  (and  you  have 
chance  of  a  vacant  one  next  to  you). 
And  with  new,  direct  Los  Angeles 
service  added  to  our  nightly  direct 
service  from  San  Francisco  — 
you  now  have  a  choice  of 


ten  747's  a  week  to  Manila  on 
our  Executive  Class.  There's  no 
Guam  stopover  and  there's  no 
faster  way  to  the  Philippines. 

It 's  more  like  an  executive  club 
than  an  airline  cabin.  Your  drinks 
are  gratis.  You  have  First  Class 
headsets  to  enjoy  the  last  word  in 
airline  theatre/ music  systems. 
You'll  have  a  choice 
of  superb 
Continental 


OSS  CO 


entrees  or  classic  Philippine 
delicacies.  Your  hostesses  hav 
more  time  to  look  after  your  n> 
because  they're  assigned  your^sl 
section  and  your  section  only. 

Right  from  the  start,  yoifymy 
think  Philippine  Airlines  Exec 
Class  is  a  lot  more  like  First  C 

than  Economy  Class.  You 
check  if 


mil 


•■••■sir 

Philippirlii 


Asia's  first  airline. 


Amsterdam    Athens    Bahrain    Bangkok   Canton    Frankfurt    Hong  Kong   Honolulu    Jakarta  K\ 


fee'. . 


be  a  pleasure  trip  too. 
So  next  time  you've  got 
business  in  Manila  and  the 
close-by  Orient,  tell  your 
secretary,  corporate  travel 
department  or  travel  agent 
you're  taking  the  Executive 
Jet.  And  let  them  book  you 
Executive  Class. 

On  Philippine  Airlines, 
Asia's  first  Airline.  Where 
business  travelers 
'cr     come  first. 


>  Executive  Class 

Kinabalu    Kuala  Lumpur    London    Los  Angeles    Manila    Melbourne    Peking    Port  Moresby    Rome    San  Francisco    Singapore    Sydney    Taipei  Tokyo 


It  has  worked  so  well,  he 
refuses  to  deviate:  In  the 
current  market,  Lindner 
cant  find  enough  cheap 
stocks  to  meet  his  share- 
holders' demands.  So  48% 
of  the  Lindner  Fund  is  rest- 
ing in  Treasury  bills  and 
another  15%  is  in  utilities. 


Germany.  Along  with  three  friends, 
the  Lindners  put  up  an  initial  nest  egg 
of  $3,000.  At  the  time,  Missouri  taxed 
interest  income  while  dividends  were 
exempt.  So,  as  much  as  anything  else, 
their  portfolio  began  as  a  way  to  cut 
the  family  tax  bill. 

By  1963,  a  year  in  which  Lindner's 
fund  grew  1'5%,  he  had  perfected  his 
investment  formula.  "Every  time 
we've  tinkered  with  the  formula, 
we've  come  to  grief,"  says  Lindner  in 
his  precise  German  accent.  His  low- 
price/earnings  formula  is  hardly 
unique.  Nonetheless,  it  has  worked  so 
well  for  him  he  refuses  to  deviate 
from  it.  In  the  current  market,  howev- 
er, Lindner  can't  find  enough  cheap 
stocks  to  meet  his  shareholders'  de- 
mand, so  48%  of  the  Lindner  Fund  is 
resting  in  Treasury  bills  and  another 
15%  is  in  utilities. 

Utilities  in  a  growth  fund?  "We 
started  buying  utilities  last  October, 
when  we  mistakenly  thought  interest 
rates  would  fall,"  says  Robert  Lange, 
37,  who  with  Lindner  does  all  the 
fund's  trading.  "Interest  rates  didn't 
decline,  but  utilities  went  up  anyway. 
This  vindicated  our  belief  that  utili- 
ties would  go  up,  because  the  compa- 
nies were  granted  rate  increases." 
Utility  stocks  fit  right  in  with 
Lindner's  formula,  selling  for  an  aver- 
age of  5  times  earnings.  Lindner  and 


Lange  search  through  such  publica- 
tions as  Charles  Allmon's  Junior 
Growth  Stocks  or  anything  that  isn't  on 
someone  else's  computer  data  base.  In 
many  cases,  though,  Lindner  relies  on 
his  own  analysis. 

Take  his  purchase  of  stock  in  gun 
manufacturer  Sturm,  Ruger  &  Co.,  for 
example.  On  the  same  day  as  the  1976 
presidential  election,  Massachusetts 
voters  rejected  a  strong  gun  control 
law.  Lindner  didn't  pay  very  much 
attention  to  who  the  new  President 
was,  but  he  was  surprised  by  the  Mas- 
sachusetts vote.  He  figured  if  liberal 
Massachusetts  didn't  bring  in  gun 
control,  it  was  most  unlikely  that  any- 
one else  would.  So  he  began  buying 
Sturm,  Ruger  stock  that  same  month 
for  12V4,  eventually  paying  as  much  as 
20%,  but  never  more  than  4  times 
earnings.  Last  year  he  sold  it  all  for 
23 Vz  to  34 — the  selling  price  he  had 
chosen  before  buying. 

Lindner  isn't  in  any  hurry  to  move 
his  funds  out  of  T  bills.  He's  perfectly 
willing  to  wait  until  he  finds  other 
stocks,  besides  utilities,  that  fit  his 
ideas.  How  long  will  that  be?  Lindner 
shrugs.  "Right  now,  because  of  high 
interest  rates,  there  are  very  few  com- 
panies that  will  meet  our  criteria.  We 
have  very  strict  criteria:  They've  got 
to  be  cheap!"  Kurt  Lindner  finally 
smiles.  ■ 


ECONOMIC  PROGRESS ...  . 
IT'S  EVERYBODY'S  BUSINESS  5T 


>y  Dr.  Richard  L.  Lesher 


The  new  book  that 
chronicles  the  movement 
to  a  conservative  age 


F 


ormer  President 
Gerald  Ford  says:  "I 
trongly  recommend  this 
>ook  as  must  reading  for 
:very  interested  member 
>f  the  American  public." 

ECONOMIC  PROGRESS. . , 
TS  EVERYBODYS  BUSINESS" 


is  a  book  to  learn  from: 

U.S.  Chamber  of 
Commerce  President, 
Richard  Lesher,  has  a 
deep  commitment  to  the 
principles  of  free  market 
economics.  His  keen  logic 
is  reflected  in  the  way  he 
assesses  what  we  can  do 
to  revitalize  progress, 
prosperity  and  individual 
freedom. 


CONOMIC  J 
PROGRESS...  rf  C 

Everybody's 
Business 

•y  Of .  Richard  \_  UmImc 
foreword  by  Gerald  *.  ford 

Chamber  of  Commerce  of  the  United  States 


THE 

GIFT 

FOR 

THOSE 

IN  THE 

BUSINESS 

WORLD 


A  book  to  enjoy:  Dr. 

Lesher's  style  is  crisp, 
constantly  interesting, 
frequently  laced  with 
humor. 

A  book  to  give:  Excellent 
reference  for  business 
people,  writers,  broad- 
casters, political  figures, 
students.  A  gift  that  will 
be  appreciated. 

A  book  to  keep:  You,  as  a 
concerned  American,  will 
want  it  to  read  and  re- 
read. Order  your  copies 
today! 


U.S.  Chamber  Press 

1615  H  St.,  N.W.  Washington,  D.C.  20062 
Attn:  Philip  Sweeney 


(     )  Please  send  me . 


copies  of 


"Economic  Progress . . .  It's  Every- 
body's Business"  (Code  No. 
6309)  @  $9.95  a  copy. 
)  Please  send  me  information 
about  quantity  discounts. 

)  Enclosed  is  my  check  for  $  

(payable  to  U.S.  Chamber 
Press).  Add  appropriate  sales 
tax  for  deliveries  in  California 
and  the  District  of  Columbia, 
tax  for  deliveries  in  California 


(  )  Charge  my:  ( 
(     )  MasterCard 


)V1SA 

)  American 
Express 
Expiration  date  


(     )  Bill  Me 


Signature 


Address 


City 


Zip 


In  the  race  to  create  the  integrated  elec- 
tronic office,  Datapoint  is  fast  changing 
from  a  mouse  into  an  elephant. 


Elephant 
walk 


By  Subrata  N.  Chakravarty 

"You  know,  people  worry  about  this 
mouse  in  the  forest  being  trampled  by 
a  herd  of  elephants,"  muses  Harold  E. 
O'Kelley,  ehief  executive  of  San  Anto- 
nio-based  Datapoint  Corp.  "Well,  1 
feel  like  we're  fast  enough  on  our  feet 
to  stay  well  out  of  the  way." 


The  elephants  this  particular  mouse 
must  dodge  are  Xerox,  IBM  and  Wang 
Laboratories,  with  American  Tele- 
phone &  Telegraph  lurking  just 
around  the  corner.  The  forest  is  the 
emerging  market  for  the  integrated 
electronic  office,  where  every  desk 
will  be  connected  by  an  electronic 
umbilical  cord  to  a  system  of  word 


processors,  data  processors,  copiers, 
printers  and  files. 

Thus  far,  the  mouse  has  proved  to 
be  very  fast  on  its  feet.  Its  sales  have 
climbed  at  a  compound  rate  of  some 
40%,  from  $72  million  in  1976  to 
$.396  million  in  the  1 98 1  fiscal  year 
that  ended  in  July.  Earnings  have- 
grown  at  better  than  50%  a  year,  from 
$6  million  to  $49  million,  and  return 
on  equity  has  increased  steadily  to 
25%.  Indeed,  Datapoint  is  well  on  the 
way  to  becoming  an  elephant  itself.  It 
represents  some  21%  of  the  (estimat- 
ed) $1.2  billion  distributed  data  pro- 
cessing industry. 

The  key  to  the  integrated  electronic 
office  is  the  local  network,  a  high- 
speed connection  system  for  all  the 
machines,  which  can  be  expanded  or 
contracted  as  needed.  Here,  Data- 
point  has  been  a  technological  leader. 
While  IBM,  Xerox  and  Wang  are  still 
talking  about  their  local  networks, 
Datapoint  introduced  its  ARC  (At- 
tached Resource  Computer)  system  in 
1977  and  now  has  more  than  2,000 
networks  installed. 

Just  last  month  $1.7  billion  (sales] 
Tindy  Corp.,  a  major  manufacturer  of 


_  _ 


Chief  Executive  Harold  E.  O'Kelley 

With  21%  of  the  distributed  data  processing  industry,  Datapoint  is  on  its  way  to  becoming  an  elephant. 
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England,nowonly$3.00 


We  just  reduced  the  price  of 
doing  business  with  England. 
The  new  low  rate  is  $3.00  for  a 
3-minute  call  when  you  dial  the 
call  yourself,  Monday  to  Saturday, 
5  a.m.  to 5 p.m .  And  it's  only  $2.40 
all  other  times.  A  nice  price  to 
pay  for  the  fastest  way  to  close  a 
deal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
the  same  low  rate  as  long  as  it's  a 
simple  Station  phone  call. 
(Person-to-person,  credit  card 
and  collect  calls,  for  example,  cost 
more  because  they  require  special 
operator  assistance.)  Just  tell  the 
local  Operator  the  country,  city, 
and  telephone  number  you  want. 

Here's  how  to  dial  London: 

INTERNATIONAL  COUNTRY  CITY 
ACCESS  CODE       CODE  CODE 

011  +  44+  1  + LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone*  telephone,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
call  along.) 

Only  $3.00  to  close  a  deal  on 
the  spot.  What  a  nice  surprise! 
Or,  as  they  say  in  England, "That 

takes  the  biscuit!'  *Trademark  of  AT&T  Co. 

Want  to  know  more?  Then  call  our 
International  Information  Service,  toll  free 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 

(§)  Bell  System 


INITIAL  3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLANDTO: 

DAY  RATE 

LOW  E  R  R  AT  E 

Austria 

$4.05 

A 

—  A 

Belgium 

4.00 

<tQ  ICR 

Ipo.  1  D  D 

Denmark 

4.U0 

j.Ij  D 

Finland 

4.0b 

3.  lb  D 

France 

4.05 

A 

—  A 

Germany 

A  OR 

O.  J.  D  O 

Greece 

4.UD 

A 

Ireland 

o.OO 

O   A  D 

Italy 

4.0D 

J.lDD 

Luxembourg 

4.0b 

t   1  c  n 

o.lb  B 

Monaco 

4.0b 

A 

—  rt 

Netherlands 

4.05 

3.15  B 

Norway 

4.05 

3.15  B 

rui  luge  I 

3.15  B 

San  Marino 

4.05 

3.15  B 

Spain 

4.05 

3.15  B 

Sweden 

4.05 

3.15  B 

Switzerland 

4.05 

-  A 

United 

Kingdom 

3.00 

2.40  B 

Vatican  City 

4.05 

3.15  B 

A)  No  lower  rate  period 

B)  Nights5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  foreach  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%  is  added  on  all  calls  billed 
in  the  United  States. 


10  key  question  o 
are  asking  Morgaj  I) 


L  In  what  ways  can  you  help  me  handle 
my  company's  international  dollar  flows 
in  a  same-day  CHIPS  environment? 

2.  How  can  we  centralize  cash  manage- 
ment control  without  changing  our 
decentralized  operating  structure? 

3.  How  will  the  Fed's  application  of  the 
Monetary  Control  Act  affect  the  costs  of 
my  operating  relationships  with  banks? 

4.  Can  you  help  us  compare  the  costs 
and  benefits  of  EFT  against  those  of  our 
current  check-based  system? 

5.  How  will  the  Fed's  efforts  to  reduce 
float  affect  my  cash  management  system? 

6.  Can  Morgan  combine  its  controlled 
disbursement  system  with  timely  invest- 
ing of  excess  funds  or  borrowing  for 
shortfalls? 

7.  What  can  we  do  to  improve  control  of 
cash  flows  in  our  overseas  operations? 

8.  Is  there  some  alternative  to  cosdy 
phone  instructions  for  commercial  paper 

issuance? 

9.  How  would  Morgan's  new  automated 
information  systems  help  us  manage  our 
cash  flows  better? 

10.  What  new  developments  are  coming 
in  cash  management  technology — and 
how  should  we  get  ready  for  them? 


Having  useful,  cost-effective  answers  to  vital  qi 
tions  like  these  has  made  The  Morgan  Bank  a 
leader  in  cash  management  services.  Today  75 
the  top  100  U.S.  corporations  use  Morgan  to  h 
manage  their  funds  flows.  They've  found  we  hs 
innovative  solutions  to  cash  control  problems 
caused  by  new  government  regulations,  chang: 
float  patterns,  volatile  rates.  They  know  it's  a  ti 
for  new  systems  and  new  techniques. 

Here  are  just  three  examples  of  how  we've 
helped  clients.  For  one  corporation,  our  respoi 
to  question  9  allowed  it  to  reduce  bank  borrow 
by  $2.5  million.  A  retailer  got  a  surprising  and 
uable  answer  to  question  4.  Another  corporate 
found  our  response  to  question  2  reduced  its  id 
of  moving  funds  by  62%. 

Of  course,  there  are  no  pat  solutions;  each 
is  different.  But  when  you  need  real  cash  mam 
ment  help  from  a  bank,  consider  the  following. 

Morgan  gives  you  a  team  of  specialists. 

The  banker  who  is  your  account  manager  work 
with  a  cash  management  operations  specialist 
assigned  specifically  to  your  account.  Both  kno 
your  key  people,  your  financial  goals,  your  casl 
management  philosophy.  To  provide  the  servic 
you  need,  they  call  on  experts  from  the  depart 

1  It 

ments  where  your  transactions  are  executed.  1 
Morgan  team  is  like  an  extension  of  your  own 
treasury  staff  And  the  same  team  stays  with  yc 
account.  So  there's  no  interruption  in  the  perse 
service  and  attention  you  receive. 

Morgan  can  tighten  your  cash  control 
How  does  a  multi-location  company  maintain  c 
trol  of  corporate  funds?  Morgan  has  devised  so 
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Changes  in  a  Midwestern  company's  cash  management  structure 
r  ;commended  by  this  group  of  Morgan  officers  produced  substantia] 
cost  savings,  better  control,  and  greater  available  cash.  From  left, 
hael  Barnes,  Operations  Services;  Charles  O'Brien  and  Sarah  Appel, 
Banking  Division,  John  Elorriaga,  Cash  Management  Operations. 

ique  solutions.  For  example,  we  recently  devel- 
ed  a  way  to  notify  a  service  company's  branches 
>rldwide  as  soon  as  payments  from  their  clients 
rive  at  the  company's  cash  concentration  point 
the  U.S.  For  another  corporation  with  many 
bsidiaries,  we  simplified  and  speeded  informa- 


tion flow  by  showing  how  its  headquarters  could 
act  as  a  "central  bank"  for  the  entire  organization. 

Morgan  ranks  No.  1  in  operations. 

Financial  officers— who  cite  faulty  operations  as  a 
chief  reason  for  changing  banks — give  Morgan  top 
marks  for  operational  excellence.  Survey  after 
survey  has  shown  this.  Our  high  rating  results 
from  the  priority  we  give  to  selecting  and  training 
top-quality  personnel  in  every  area  of  operations 
services.  And  our  account  reporting  systems 
are  constantly  updated  to  accommodate  new  tech- 
nology and  changing  client  needs. 

Morgan  designs  a  program  just  for  you. 

Our  cash  management  services  aren't  prepackaged. 
We  study  your  needs  and  recommend  action  to 
provide  funds  flow  and  information  flow  that  are 
right  for  you.  For  instance,  our  family  of  com- 
munication services  is  interactive  and  modular. 

These  services  include  several  modes  of 
domestic  and  international  balance  and  transaction 
reporting,  controlled-disbursement  reporting,  a 
money  transfer  system,  securities  transaction  con- 
trol, an  investment  register,  foreign  exchange 
information,  cash  concentration  reporting,  netting, 
and  multi-bank  reporting.  But  you  use,  and  pay 
for,  only  the  combination  that  suits  you. 

Ask  us  how  we  can  help  you.  Talk  with 
the  Morgan  officer  who  calls  on  you,  or  Arthur 
Sculley,  Vice  President,  Operations  Services, 
Morgan  Guaranty  Trust  Company,  23  Wall  Street, 
New  York,  NY  10015.  Phone  (212)  483-2785. 

The  Morgan  Bank 


personal  computers,  picked  Data- 
point's  ARCNET  over  Xerox'  Ether- 
net as  the  network  it  will  otter  cus- 
tomers who  want  to  connect  their 
computers.  The  arrangement  opens 
up  a  whole  new  market  to  Data- 
point— the  smaller  customer  who  is 
gradually  expanding  his  computer  sys- 
tem and  wants  his  machines  to  talk  to 
each  other. 

The  network  may  be  the  heart  of 
the  integrated  office,  but  the  money  is 
in  the  machines  that  hook  on  to  it. 
Here,  too,  Datapoint  has  been  a  lead- 
er. It  was  one  of  the  pioneers  of  small 
peripheral  computers  that  communi- 
cate with  each  other,  at  a  time  when 
the  giant  mainframe  computer  was 
the  norm.  Most  of  the  machines  are 
designed  to  both  stand  alone  and  be 
compatible  with  the  ARC  system. 
This  permits  Datapoint  to  sell  a  cus- 
tomer the  stand-alone  machine  first, 
then  offer  the  network  later  as  a 
means  of  expansion. 

O'Kelley's  strategy  has  been  to  offer 
the  broadest  possible  range  of  prod- 
ucts to  connect  to  its  system — so  as  to 
be  a  sort  of  one-stop  shopping  center 
for  an  integrated  office.  Couldn't  IBM, 
say,  do  the  same  thing?  Yes,  but  that 
would  be  like  shooting  itself  in  the 
foot.  The  damage  that  would  be  done 
to  high-powered,  high-margin  com- 
puters by  offering  endlessly  expand- 
able small  computers  would  far  exceed 
the  benefit.  "If  IBM  took  our  products 
and  turned  their  sales  force  loose  with 
them,  they  wouldn't  be  able  to  stand 
the  self-impact,"  O'Kelley  says.  "If 
Datapoint  does  it,  the  impact  on 
them  is  like  a  gnat." 

New  products  keep  appearing.  In 
addition  to  data  processors  and  the 
network  itself,  Datapoint  makes 
printers,  word  processors  and  disc 
drives  for  remote  memories.  Early  in 
1977,  even  before  the  ARC  system 
was  announced,  Datapoint  entered 
the  communications  control  business 
by  introducing  the  Infoswitch  long- 
distance control  system,  which  auto- 
matically routes  long-distance  phone 
calls  by  the  cheapest  method,  wheth- 
er WATS  lines,  direct  dialing  or  tie 
lines.  The  Infoswitch  system  also 
keeps  detailed  records  and  prepares 
reports.  Like  most  other  Datapoint 
products,  it  was  first  offered  as  a 
stand-alone  unit;  however,  it  was  de- 
signed to  be  compatible  with  the  ARC 
system  so  that  records  could  be  kept 
in  a  remote  memory  and  reports 
printed  on  a  satellite  printer  without 
the  Infoswitch  having  to  be  taken  off 
the  line  from  time  to  time. 

Last  April,  Datapoint  unveiled  its 
latest  entry  into  communications — a 
third-generation  private  branch  ex- 


change called  ISX.  "The  ISX  is  basical- 
ly a  computerized  branch  exchange 
that  has  the  capability  of  handling 
standard  telephones  but  will  also  han- 
dle digital  telephones,  will  switch  data 
terminals,  facsimile  machines,  word 
processors  and  electronic  mail,"  says 
O'Kelley.  It  operates  at  a  lower  speed 
than  the  ARC  network  but  can  be 
connected  to  it.  Thus,  users  who  do 
not  need  all  the  speed  and  capabilities 
of  the  ARC  can  use  the  ISX  instead, 
tapping  into  the  ARC  as  needed. 

The  ISX  can  also  use  telephone  lines 
to  connect  ARC  systems.  Like  ARC, 
it  can  be  expanded  as  desired,  from 
200  lines  to  20,000  lines.  The  ISX  has 
been  very  well  received,  with  Data- 
point  garnering  $28  million  in  orders 
by  the  end  of  April.  Shipments  will 


O'Kelley's  strategy  is  to  of- 
fer the  broadest  range  of 
products,  to  be  a  one-stop 
shopping  center  for  the  inte- 
grated office.  If  IBM  did  the 
same  thing  it  would  be  like 
shooting  itself  in  the  foot. 
Says  O'Kelley:  "If  IBM  took 
our  products  and  turned 
their  sales  force  loose  with 
them,  they  wouldn't  be  able 
to  stand  the  self-impact.  But 
if  we  do  it,  the  impact  on 
them  is  like  a  gnat." 


begin  in  February  of  next  year,  and 
O'Kelley  believes  that  within  five 
years  Datapoint  will  get  $500  million 
in  annual  business  from  the  ISX  alone. 

It's  the  breadth  of  Datapoint's  line 
that  has  helped  the  company  sidestep 
its  bigger  competitors,  O'Kelley  be- 
lieves. "Others  fit  a  specialty  area  and 
penetrated  it  much  further  than  we 
ever  did,"  says  O'Kelley.  "We  stayed 
more  general-purpose  and  kept  our 
product  range  broad.  We  used  to  get 
criticized  about  that  by  the  financial 
community,  but  we  try  to  present  a 
broad  target,  so  one  move  by  a  com- 
petitor is  not  likely  to  come  down  on 
top  of  everything  we  are  doing." 

Still,  such  expansion  is  not  without 
its  costs.  Datapoint  earnings  are  going 
to  suffer  over  the  next  year  or  so  as  a 
result  of  efforts  to  strengthen  itself 
overseas.  Up  until  now  Datapoint's 
international  sales  have  been  handled 
largely  by  distributors  owned  or  con- 
trolled by  TRW.  "In  the  early  days  the 
arrangement  gave  Datapoint  a  lot  of 
cash  flow  when  they  needed  it  most," 
says  Data  Quest  analyst  Ralph  A.  Gil- 
man.  "TRW  was  able  to  take  a  lot  of 
the  production,  leaving  Datapoint  free 


to  concentrate  on  building  the  domes- 
tic market." 

But  as  Datapoint  grew,  it  was  clear 
that  its  own  salespeople  were  selling 
its  products  better  than  were  TRW's. 
From  43%  of  sales  in  1976,  interna- 
tional sales  sank  to  18%  in  1981,  ac- 
cording to  Data  Quest's  Oilman.  The 
reason  was  simple.  With  a  contract 
that  had  a  time  limit,  TRW  was  un- 
willing to  make  the  kinds  of  invest- 
ments in  manpower,  training,  service 
support  or  working  capital  needed  to 
grow  rapidly.  So  last  July,  Datapoint 
bought  nine  TRW  distributors  for  $85 
million  and  bought  back  the  remain- 
ing years  of  the  master  contract  for 
$17  million. 

This  will  have  a  number  of  short- 
term  consequences.  First,  what  used 
to  be  booked  as  sales  and  earnings 
when  shipped  to  the  distributors  will 
now  be  inventory  transfers  until  sold. 
After  that  lag  period,  however,  the 
sales  and  earnings  actually  booked 
will  be  at  retail  prices.  So  sales  in 
fiscal  1982  will  soar— as  high  as  $700 
million  perhaps.  Earnings  will  not 
keep  pace,  though,  because,  O'Kelley 
points  out,  distribution  is  lower-mar- 
gin business,  which  means  that  over- 
all margins  will  decline.  Indeed,  they 
will  decline  still  further  because  Data- 
point  has  to  amortize  $87  million  in 
goodwill.  To  fund  the  purchase,  Data- 
point  issued  $100  million  in  convert- 
ible debentures,  adding  enormously  to 
stockholders'  equity.  Result:  Return 
on  equity  will  surely  decline.  O'Kelley 
hopes  the  impact  will  be  temporary 
and  that  international  earnings  will 
soon  be  growing  as  fast  as  domestic, 
which  should  improve  both  profit 
margins  and  returns. 

Having  run  a  company  that  has 
grown  from  $5  million  in  sales  in 
1972,  when  he  took  over,  to  an  esti- 
mated $700  million  in  fiscal  1982, 
Harold  O'Kelley  is  not  too  concerned 
that  he  may  be  trampled  by  the  Goli- 
aths  of  the  industry.  "We  have  a  clear- 
cut  strategy  and  a  good  toehold  in  the 
major  areas  that  are  going  to  be  auto- 
mated over  the  next  ten  years,"  he 
says.  "I  believe  our  position  in  the 
area  of  using  computer  power  in  the 
office  is,  in  total,  probably  the  best  of 
any  company.  Now,  that  sounds  like 
braggadocio  when  you  consider  that 
IBM,  Xerox  and  Wang  are  in  the  mar- 
ketplace and  AT&T  is  probably  going 
to  be  in  it.  But  I  don't  believe  any  of 
them  have  put  all  the  ingredients  to- 
gether to  the  point  that  we  have.  I 
used  to  say  that  many  of  our  custom- 
ers would  like  to  buy  our  products  at 
our  price  from  IBM,  because  they  felt 
safer  with  IBM.  Well,  now  they  are 
feeling  safe  with  us."  ■ 
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WHEN  AMERICAN  BUSINESS  HITS  THE  ROAD, 
AMERICAN  BUSINESS  MERGES  AT  HILTON. 


HILTOW 

AMERICAS  BUSINESS  ADDRESS 


As  I  See  It 


Is  population  growth  out  of  control  in 
developing  countries?  Are  proliferating 
Third  World  slums  a  form  of  cancer? 


The  good  news, 
and  the  bad 


By  Norman  Gall 


T|  his  month  the  political  leaders 
of  the  developing  countries  and 
of  the  industrial  powers  will 
meet  in  Cancu'n,  Mexico  to  address 
once  more  the  problems  of  rich  and 
poor  nations.  There  will  be  talk  of 
programs  to  increase  food  production 
and  of  ways  to  transfer  technology  to 
the  developing  countries.  The  ques- 
tion of  population  growth  hindering 
economic  development  in  those  coun- 
tries is  certain  to  provide  a  backdrop 
to  the  discussions. 

In  population,  at  least,  the  early 
news  from  the  1980-81  round  of  cen- 
suses gives  grounds  for  hope.  The 
1970s  appear  to  have  seen  a  historic 
change  for  the  better,  says  economist- 
demographer  Ansley  Coale,  associate 
director  of  Princeton  University's  Of- 
fice of  Population  Research  and  chair- 
man of  the  population  and  demogra- 
phy committee  of  the  National  Acad- 
emy of  Sciences.  Forbes  visited  Coale 


at  Princeton,  and  heard  both  the  good 
and  the  bad  news. 

What  did  the  19X0  round  of  censuses 
reveal  about  world  population? 

Coale:  We  are  at  a  turning  point. 
The  rate  of  world  population  growth 
has  turned  down.  Man  started  on 
Earth  100,000  years  ago,  and  for  near- 
ly all  that  time  his  rate  of  increase  has 
been  almost  imperceptible.  It  was 
0.4%  yearly  around  1 750,  when  there 
were  about  a  half  billion  of  us.  Then 
the  growth  rate  rose  to  1%  by  around 
1900  and  peaked  at  2%  in  the  1960s 
to  bring  today's  world  population  to 
about  4.4  billion.  Growth  had  to  peak 
sometime  and  now  it  has  turned 
down.  The  decline  in  population 
growth  rates  has  been  led  by  the  rich 
countries,  which  are  barely  reproduc- 
ing themselves.  But  the  biggest  con- 
tributor to  the  decline  in  the  1970s 
was  China,  with  a  billion  people 
whose  birthrate  has  been  cut  in  half 
over  the  past  15  years.  And  joining 
this  parade  are  the  nations  of  Chinese 


culture — South  Korea,  Taiwan,  Singa- 
pore and  Hong  Kong — that  also  had 
remarkable  declines.  In  Latin  Amer- 
ica, birthrates,  after  sticking  at  high 
levels  for  decades,  have  followed  the 
sharp  downward  trend  of  death  rates. 
As  in  Asia,  the  steepest  declines  were 
in  those  countries  that  had  seen  eco- 
nomic progress:  Brazil,  Mexico,  Costa 
Rica,  Venezuela,  Colombia. 

What  caused  this  turning  down,  and 
what  does  it  mean? 

Coale:  It's  an  instance  of  what  we 
call  the  demographic  transition,  a 
shift  from  high  fertility  and  mortality 
rates  in  traditional  agrarian  societies 
to  low  birth  and  death  rates  as  soci- 
eties modernize  and  industrialize  and 
concentrate  their  people  in  towns  and 
cities.  When  industrialization  and  ur- 
banization occur,  economic  activities 
move  out  of  the  home  into  imperson- 
al factories  and  children  stop  working 
and  start  going  to  school.  People  who 
live  in  apartment  houses  and  want 
television  sets  and  automobiles  and 
education  for  their  kids  don't  have 
eight  children  anymore.  People  will 
limit  the  size  of  families  to  protect 
and  improve  their  economic  capabili- 
ty. There's  no  proof  that  birth  control 
programs  at  an  early  stage  of  modern- 
ization are  always  effective.  But  when 
modernization  is  well  under  way,  cou- 
ples will  want  to  limit  their  families, 
and  government  programs  can  at  least 
help  them  out. 

China  is  particularly  interesting.  It 
remains  a  poor  country,  more  than 
80%  rural.  However,  the  government 
encourages  young  Chinese  to  marry 
late  and  to  have  few  children,  widely 
spaced,  as  part  of  a  campaign  that  for 
some  time  has  provided  a  network  of 


The  solution  ( left )  and  the  problem  in  India 

Three  decades  of  government-supported  family  planning  and  still  the  numbers  grow. 
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Demographer  Ansley  Coale  at  Princeton 
"We  are  at  a  turning  point." 


family  planning  services  and  supplies. 
Now  the  program  includes  propagan- 
da, incentives  and  penalties  aimed  at 
promoting  one-child  families.  And 
the  birthrate  fell  from  40  per  thousand 
in  the  mid-Sixties  to  17  per  thousand 
today — one  of  the  most  spectacular 
demographic  developments  on  record. 
Other  Asian  countries  have  cut  birth- 
rates as  deeply  in  20  years  as  England 
did  in  about  70  years. 

Have  most  of  the  world's  people  passed 
through  the  demographic  transition? 

Coale-.  Today  only  one-fourth  re- 
main largely  outside  the  demographic 
transition.  Generally  speaking,  it's 
the  poorest  fourth:  Bangladesh,  tropi- 
cal Africa  and  sections  of  India.  But 
culture  as  well  as  poverty  can  make  a 
difference.  Kuwait  is  the  world's  rich- 
est country  in  terms  of  per  capita  in- 
come yet  Kuwait's  Islamic  traditions 
have  kept  birthrates  high. 

What  happened  in  India? 

Coale.  This  has  been  an  unhappy 
surprise  for  many  people,  including 
myself.  In  India,  family  planning  was 
part  of  the  first  five-year  plan  in  1951 
and  has  continued.  So  it  was  a  shock 
to  the  Indian  government  when  the 
March  1981  census  showed  that  the 
average  population  growth  rate  over 
the  past  decade  was  identical  to  what 
it  was  from  1961  to  1971.  What  hap- 
pened was  that  five  of  the  most  popu- 
lous Indian  states,  together  contain- 
ing more  than  300  million  people, 
showed  a  substantially  faster  growth 
rate  in  1971-81,  while  seven  other 
states,  with  an  equivalent  amount  of 
people,  showed  a  decline.  A  further 
explanation  is  that  mortality  contin- 
ued to  fall  over  the  past  decade,  offset- 
ting the  decline  in  fertility.  So,  over- 
all, the  rate  of  increase  didn't  change. 


My  best  guess  is  that  the  birthrate 
went  down  from  42  per  thousand  to 
38  and  the  death  rate  from  20  to  16. 

Talk  of  demographic  transition  is  all 
very  well,  but  the  urban  population  of 
developing  countries  is  exploding.  Brazil, 
for  example,  is  now  about  65%  urban- 
ized— as  much  as  some  of  the  richest 
industrial  countries — but  without  their 
levels  of  industrial  and  agricultural  pro- 
duct ii  ity.  How  long  can  this  continue? 

Coale:  One  of  the  reasons  productiv- 
ity has  not  been  able  to  rise  very 
much  is  the  flood  of  population  in- 
crease. I  think  the  difference  between 
a  country  like  Brazil  today  and  En- 
gland in  the  past  is  that  the  urbaniza- 
tion of  England  took  place  over  a 
much  longer  time,  when  its  popula- 
tion growth  was  only  1%  to  1.5% 
yearly.  In  Brazil  in  recent  decades, 
urban  centers  have  had  to  absorb  the 
enormous  increase  in  overall  popula- 
tion. Given  this  challenge,  I  think  the 
growth  in  industrial  output  per  capita 
in  a  lot  of  these  countries  is  quite 
remarkable. 

//;  most  developing  countries,  though, 
is  this  move  to  the  cities  making  condi- 
tions better  or  worse? 

Coale:  Well,  I've  recently  been  sub- 
ject to  a  certain  amount  of  brainwash- 
ing from  my  economist  friends.  As  a 
demographer  who  goes  to  meetings  of 
demographers,  I  tend  to  be  more  fre- 
quently exposed  to  people  with  a  soci- 
ology background.  And  the  sociolo- 
gists have  been  most  concerned  about 
the  terrible  slums  in  the  developing 
countries  and  how  they're  a  source  of 
discontent  and  possible  instability. 
My  economist  friends  say,  not  at  all! 
That  urbanization  is  an  important  as- 
set in  the  development  of  the  country 
and  that  the  migrants  are  not  worse 


off  when  they  move  from  the  country 
to  the  city  than  they  were  back  in  the 
rural  areas.  The  social  observer  who 
sees  the  miserable  shacks  made  out  of 
corrugated  tin  thinks  it's  terrible.  But 
the  choice  is  between  livmg  in  a 
shack — that  is  likely  to  have  running 
water  accessible  down  the  street — or 
living  in  the  village  with  no  hope,  no 
opportunity.  The  migrants  make  a  ra- 
tional choice. 

The  other  economic  point  is  that 
the  flow  of  migrants  to  the  cities  is 
providing,  by  Arthur  Lewis'  analysis 
[Nobel  laureate  economist  W.  Arthur 
Lewis,  the  fames  Madison  professor 
of  political  economy  at  Princeton],  a 
damper  on  the  tendency  for  urban 
wages  to  rise.  And  this,  in  turn,  allows 
a  country  to  expand  industrial  output. 
It  is  the  transfer  of  workers  from  the 
unproductive  employment  in  the 
countryside  to  higher-productivity 
employment  in  the  city  that  is  fueling 
in  part  the  rise  in  the  GNP. 

Are  you  hopeful,  then,  that  we  are 
reaching  stability  in  world  population? 

Coale-.  That's  still  extremely  uncer- 
tain. Even  in  those  countries  where 
there  have  been  sudden  declines  in 
birthrates,  such  as  China,  Brazil  and 
Mexico,  there's  a  powerful  phenom- 
enon called  the  momentum  of  popula- 
tion growth,  which  is  like  a  car  that 
keeps  going  after  you  take  your  foot 
off  the  accelerator.  China,  because  of 
past  high  birthrates,  has  increasing 
numbers  of  people  now  coming  into 
the  parental  ages.  This  is  why  nobody 
can  rationally  predict  world  popula- 
tion stabilizing  at  less  than  8  billion. 
A  more  realistic  figure  is  closer  to  15 
billion,  or  nearly  4  times  what  it  is 
now,  which  would  be  reached  toward 
the  end  of  the  next  century. 

I  have  a  nondemographic  comment 
to  add  to  these  assessments  of  future 
growth.  The  history  of  the  world's 
population  since  the  very  beginning 
has  been  one  of  periods  of  growth' 
interrupted  by  catastrophes  that  cut 
population  down.  The  average  slow 
growth  over  the  long  term  really  has 
been  a  sawtooth — periods  of  growth 
punctuated  by  famines  and  epidemics 
and  major  wars.  In  our  century,  the 
world's  population  has  not  experi- 
enced these  setbacks,  not  even  from 
the  two  World  Wars.  Now  we  have 
tens  of  thousands  of  weapons  more 
powerful  than  those  used  at  Hiroshi- 
ma and  Nagasaki.  What's  the  chance 
that  we'll  go  for  two  centuries  with- 
out a  major  war?  Close  to  zero.  So  the 
nondemographer  part  of  me,  seeing 
the  projections  I  make  that  the 
world's  population  is  going  up  to  15 
billion  or  so,  says  it  could  be  cut  back 
suddenly  and  sharply.  ■ 
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The  whole  is  greater 
than  the  sum  of  its 
parts. 

A  single  package  of  services  specifi- 
cally tailored  to  the  needs  of  the  individual 
client  is  certainly  greater  than  the  sum 
of  several  separate  proposals.  Deutsche 
Bank,  with  its  comprehensive  knowledge 
in  all  areas  of  business,  is  uniquely  equip- 
ped to  find  just  the  right  solution  to  your 
problems  with  appropriate  flexibility. 

Come  to  Deutsche  Bank  and  ask  our 
experts  or  call: 
New  York  (212)  940-8000 


Deutsche  Bank 

A  century  of  universal  banking 

Central  Office:  Frankfurt  am  Main/Dusseldorf  Branches  abroad  Antwerp.  Asuncibn. 
Barcelona.  Brussels.  Buenos  Aires,  Hong  Kong.  London.  Madrid.  Milan,  New  York,  Pans. 
Sao  Paulo.  Tokyo.  Representative  Offices  Beirut.  Bogota.  Cairo.  Caracas.  Istanbul.  Johan- 
nesburg. Lagos.  Mexico.  Moscow.  Nairobi.  Osaka.  Rio  de  Janeiro.  San  Jose.  Santiago,  Syd- 
ney, Tehran.  Tokyo,  Toronto;  Subsidiaries:  Geneva.  Hong  Kong.  London,  Luxembourg. 
Singapore.  Zurich, 


Diamonds  are  trump. 
And  you  have  the  winning  hand. 


.0* 


He  knows  how  to  wear  his  diamond 


)^Lie^,?rf^h0viyoli  oth&  exciting  trends  in  mens  diamonds  stoning  at  about  UQO.  The  ring  shown  isavailabie  for  about  *2  450 
mt  e  s  'TO> * na'  V*J  ^^arvially  due  to  differences  in  dlanyond  Quality  and  market  conditions 


A  diamond  is  forever,  De  Bee 


R  Chicago  skyline  from  Lake  Shore  Drive 


II  tion  at  his  suburban  outpost,  out-of- 
I  towners  should  go  to  La  Mer  for  the 
M  latest  in  nouvelle  cuisine  like  the  low- 
I  calorie  fish  and  fruit  combinations. 
II  Try  the  salmon  pate'  as  an  appetizer 
1  and  the  red  snapper  in  red  wine  and 
II  shallots  as  an  entree. 

For  more  traditional  French  fare,  Jo- 
1|  van,  16  E.  Huron  (312-944-7766),  is 
I  considered   the   best   in   town  by 
||  many — reserve  a  table  a  few  days  in 
advance.  The  oral  menu  has  only  a 
few  soups,  half  a  dozen  appetizers  and 
up  to  ten  entrees.  Try  the  salmon 
mousse  and  the  duck  in  green  pepper- 
corn sauce.  The  Grand  Marnier  souf- 
fle' is  justly  acclaimed.  Outstanding, 
around  $50  per  person  for  dinner,  de- 
pending upon  your  wine  selection. 

A  current  executive  favorite — 
where  the  cuisine  is  eclectic — is 
Cricket's  at  the  Tremont  Hotel,  100 
E.  Chestnut  (312-280-2100).  Regulars 
include  Standard  Oil  of  Indiana  Chair- 
man John  Swearingen,  his  wife,  Bon- 
nie, and  other  ranking  Chicago  execu- 
tives. It  is  deliberately  reminiscent  of 
New  York's  21  Club,  with  which  it 
was  formerly  linked.  But  regulars  in- 
sist that  with  a  more  extensive  and 
imaginative  menu,  the  food  may  even 
outshine  that  of  "21."  Good  wines 
and  service  make  it  a  standout. 

Le  Relais,  50  E.  Oak  (312-944- 
3300),  is  a  relatively  new  brasserie, 
with  tables  outside  for  people-watch- 
ing along  the  fashionable  street.  Up- 
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stairs  is  a  smart  discotheque.  The  res- 
taurant is  bright  and  clean,  the  food 
excellent.  The  wine  list  is  small  but 
good,  and  inexpensive. 

Chez  Paul,  660  N.  Rush  (312-944- 
6680),  is  located  in  a  fine  townhouse 
that  offers  hope  of  something  rather 
special  inside.  Sometimes  the  Conti- 
nental fare  is  special,  sometimes  it 
isn't,  which  can  be  upsetting  with  a 
dinner  check  likely  to  rise  toward  $70 
per  couple,  depending  on  wine. 
(There's  a  remarkably  good  list.)  Stick 
with  the  veal  dishes. 

Le  Festival,  28  W.  Elm  (312-944- 
7090),  is  a  fine  restaurant  a  little  off 
the  beaten  track.  Like  Chez  Paul,  it 
too  is  in  a  townhouse.  There  the  com- 
parison ends.  The  food  here  is  better, 
the  service  impeccable.  The  wine  list 
lacks  surprises,  but  it's  good. 

Nick's  Fishmarket,  First  National 
Plaza  (312-621-0200),  is  one  of  the 
best  seafood  houses  in  town.  Tables 
allow  privacy  when  talking  business; 
the  darkened  interior  is  almost  con- 
spiratorial. Try  the  soft-shell  crabs  in 
season,  or  red  snapper. 

Truffles,  in  the  Hyatt  Regency,  151 
E.  Wacker  (312-565-1000),  disproves 
the  old  canard  that  fine  restaurants 
cannot  exist  in  hotels.  It  is  consistent- 
ly improving,  too.  Recommended  are 
the  appetizers,  served  from  a  wagon 
so  you  can  inspect  a  variety  before 
you  select. 

La  Tour,  Park  Hyatt,  Water  Tower 


Square  (312-280-2230),  is  another  Hy- 
att restaurant  worth  visiting.  Some 
say  it's  better  than  Truffles.  A  light, 
airy  spot.  Try  the  fish. 

The  Pump  Room,  1301  N.  State 
(312-266-0360),  a  Chicago  landmark, 
is  still  beautiful,  with  walls  covered 
with  pictures  of  the  famous  who  have 
dined  there.  But  it  is  even  pricier. 
Everything  is  a  la  carte,  and  entrees 
range  from  $13  to  $20— very  high  by 
Chicago  standards.  Live  music  makes 
business  or  intimate  conversations 
difficult  to  pursue. 

Among  the  scores  of  Italian  tratto- 
rias in  Chicago,  Pronto,  200  E.  Chest- 
nut (312.-664-6181),  which  features 
pasta,  ranks  with  the  best.  It  is  similar 
to  its  New  York  siblings,  and  the 
prices  are  comparable:  less  than  $10 
for  a  luncheon  entree. 

Enzio's,  21  W.  Goethe  (312-280- 
1010),  is  the  place  for  northern  Italian 
cuisine,  served  in  a  quiet,  intimate  if 
sometimes  crowded,  environment. 
The  antipasto  is  superb. 

Given  its  history,  it's  hardly  sur- 
prising that  Chicago  has  some  out- 
standing ethnic  restaurants,  most  lo- 
cated in  outlying  neighborhoods. 
"The  local  restaurants  are  the  great-' 
est,"  says  Edward  R.  Schwinn  Jr., 
president  of  the  bicycle  company  that 
bears  his  name.  His  favorite  is  a  Ro- 
manian restaurant  called  Little  Bu- 
charest, on  Ashland  Street. 

Executives  who  like  German  fare 
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IN  YOUR  SEARCH  FOR 
A  LONGER  LASTING  CAR 
REMEMBER  LONGEVITY 
IS  HEREDITARY. 


As  car  prices  have  spiralled,  so  have 
peoples  expectations  of  what  they 
should  get  for  their  money. 

A  recent  study  by  the  Roper  organi- 
zation, for  instance,  has  shown  that 
Americans  plan  to  keep  their  cars 
longer. 

Which  could  explain  why  more  and 
more  people  are  buying  Volvos. 

For  55  years,  Volvos  philosophy  has 
been  to  produce  durable,  well-built 
automobiles.  Nowhere  is  that  philo- 
sophy better  embodied  than  in  the 
Volvos  of  today. 

Recent  findings  show  that  Volvos 
life  expectancy  is  1/3  longer  than  the 
average  life  expectancy  of  all  other  cars 
on  the  road  * 

So  if  you  expect  your  next  new  car 
to  last  a  long  time,  make  sure  you 
marry  into  the  VOLVO 
right  family.    A  car  you  can  believe  in. 


cite  the Golden  Ox,  N.  Clyboume. Mi 
Casa,  Su  Casa  on  Southport  Avenue 
is  acknowledged  to  be  among  the  best 
Mexican  restaurants.  Moussaka  fan- 
ciers swear  by  The  Greek  Islands  on 
West  Jackson. 

And  where  do  you  go  for  a  memora- 
ble pizza'  Giordano's,  747  Rush,  of- 
fers slices  two  inches  thick,  filled 
with  spinach  and  mushrooms. 

Suburban  spots 

Venturing  into  the  hinterland — many 
"Chicago  companies"  are  situated 
throughout  the  flat  prairie  land  north 
and  west  of  the  city  itself — out-of- 
towners  may  be  advised  by  well- 
meaning  hosts  to  try  The  Barn  of 
Barrington,  1415  S.  Barrington  Rd. 
(312-381-8585).  It  is  located  in  Bar- 
rington, Chicago's  far  northwest  sub- 
urb), near  American  Can,  Gould  and 
Motorola.  The  Barn  tries  to  be  a 
French  restaurant,  but  the  food  comes 
off  as  heavy  and  nearly  tasteless. 
Grilled  red  snapper  and  chateaubnand 
are  not  worth  the  high  prices. 

Cafe  Provencal,  1625  Hinman 
Ave.,  Evanston  (312-475-2233),  is 
close  to  Searle  and  American  Hospital 
Supply  headquarters  and  definitely 
worth  the  trip.  Chef/owner  Leslee 
Reis  runs  an  ideal  restaurant.  The 
food  is  "country  French,"  but  it's  real- 
ly all  Reis.  Several  fish  entrees,  a  steak 
and  a  perfectly  done  veal  with  onions 
are  highly  recommended. 

Bars  and  clubs 

Singles,  and  would-be  singles,  have  a 
plethora  of  spots  to  choose  tor  social- 
izing. There  are  scores  of  bars  in  and 
around  Rush  Street,  offering  pretty 
much  what  you  would  expect.  But  the 
city  does  have  a  large  singles  popula- 
tion, and  watering  holes  such  as 
Butch  McGuires,  O'Rourkes  and 
Harry's  arc  currently  popular  during 
the  cocktail  hour.  Cricket's  and  Hil- 
lary's (312-280-2710)  are  a  bit  more 
upscale. 

In  the  Loop,  the  center  of  the  down- 
town area  and  home  of  the  big  banks, 
City  Tavern  is  a  bit  too  successful  at 
attracting  accountants  from  Arthur 
Andersen,  architects  from  Skidmore 
and  salesmen  from  Xerox:  It  can  be 
easier  to  get  a  meal  at  a  tabic  than  a 
drink  at  the  bar. 

Most  Chicago  CEOs  belong  to  pri- 


Dinin 


vate  clubs.  The  Mid-America  Club  in 

the  Standard  Oil  (Indiana)  building, 
200  E.  Randolph  (312-861-1100),  is 
the  most  handsome.  The  spectacular 
view  from  the  80th  floor  alone  is 
worth  a  visit.  The  dining  room  is  light 
and  open,  with  tables  well  spaced,  al- 
lowing comfortable  private  conversa- 
tions. It  has  reciprocal  arrangements 
with  other  U.S.  clubs,  including  Ari- 
zona Club  of  Phoenix  and  Petroleum 
Club  of  Houston. 

The  Chicago  Club,  81  E.  Van  Buren 
(312-427-1825),  does  not  have  recipro- 
cal arrangements  with  other  U.S. 
clubs.  It's  over  100  years  old,  and  the 
most  exclusive  in  Chicago.  Its  mem- 
bers are  corporate  heavyweights,  past 
and  present,  and  the  setting  is  corre- 
spondingly grand — all  wood  and  brass 
with  imposing  portraits  of  past  club 
presidents  lining  the  walls.  (These 
days  club  presidents  are  honored  not 
with  a  portrait  in  oils  but  a  rather 
small  black-and-white  photograph. Sic 
transit  gloria . ) 

Tavern  Club,  333  N.  Michigan 
(312-263-1 166),  is  less  imposing  than 
The  Chicago  Club,  more  relaxed, 
with  lots  of  media  types  as  well  as 
senior  corporate  executives.  The  club 
has  reciprocal  arrangements  with  The 
26  Club,  Denver;  Les  Ambassadors, 
London;  Lotus  Club,  New  York;  Cer- 
cle  Interallie',  Paris;  the  Arizona  Club, 
Phoenix,-  and  the  San  Francisco  Stock 
Exchange  Club. 


Hotels 

The  Drake  Hotel ,  140  E.  Walton  (312- 
787-2200),  was  once  considered  Chi- 
cago's finest,  certainly  its  grandest 
hotel,  with  beautiful  views  along  Lake 
Shore  Drive.  Unfortunately,  it  is  cur- 
rently being  renovated,  so  you  may  be 
happier  somewhere  else  for  the  time 
being.  Singles,  $94  to  $135;  doubles, 
$1 13  to  $158;  suites,  $247  to  $400. 

The  Whitehall  Hotel,  105  E.  Dela- 
ware (312-944-6300),  is  the  town's 
most  elegant  Old-World-style  hotel.  It 
tries  to  be  understated,  and  succeeds. 
Singles,  $110  to  $130;  doubles,  $130 
to  $150;  suites,  $225  to  $625. 

The  Hyatt  Regency,  151  E.  Wacker 
(312-565-1000).  Cavernous,  with 
more  than  2,000  rooms,  it  is  one  of 
the  largest  hotels  in  the  world.  Basi- 
cally it's  a  built-in  convention  center, 
like  several  other  Chicago  hotels. 
Apart  from  the  excellent  Truffles, 
noted  earlier,  the  food  is  okay,  reason- 
able though  pricey.  Despite  its  size,  it 
works  because  the  hotel  is  spread  over 
two  towers  along  two  blocks.  Singles, 
$79  to  $109;  doubles,  $94  to  $124; 
suites,  $234  to  $1,505. 

The  Palmer  House,  S.  State  and 
Monroe  (312-726-7500).  Faded  glory  is 
what  comes  to  mind  when  looking  at 
this  once  mighty  hotel.  Its  only  real 
advantage  these  days  is  that  it's  un- 
commonly convenient,  situated  in 
the  center  of  the  Loop.  Singles,  $60  to 
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Richer.  And,  of  course,  costlier. 
For  the  very  good  reason  that  it  is 
blended  from  the  Cognacs  of  more 
than  70  select  vineyards,  all  of  which 
lie  within  France's  two  pre-eminent 
Cognac  districts,  Grande  Cham- 
pagne and  Petite  Champagne.  Truly, 
the  world's  most  civilized  spirit. 

ssy  vs.o.E 
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Personal 
Affairs 


A  suite  at  the  Whitehall 


$110;  doubles,  $80  to  $130;  suites, 
$165  to  $355  and  up. 

The  Ambassador  East,  1301  N. 
State  (312-787-7200),  is  now  owned 
by  the  Dunfey  chain,  a  subsidiary  of 
Aer  Lingus.  One  of  the  loveliest  hotels 
in  the  city,  a  mile  or  so  north  of  the 
madding  crowds  of  downtown  Chica- 
go. No  companies  or  banks  nearby, 
but  dozens  of  good  bars  and  restau- 
rants. The  hotel  staff  is  courteous,  the 
rooms  comfortable.  A  good  choice  for 
an  extended  stay.  Singles,  $95  to 
$115;  doubles,  $115  to  $135;  suites, 
$145  to  $275. 

The  Continental  Plaza,  909  N. 
Michigan  (312-943-7200),  is  a  large 
hotel,  758  rooms,  with  the  service  and 
attention  of  a  European  pension.  The 
hotel  staff  can  even  accommodate  a 
small  pet  in  a  guest  room  for  families 
moving  to  town.  The  restaurants  in 
the  hotel  aren't  the  best,  but  Water 
Tower  Place  down  the  street  has  a 
half-dozen  places  to  eat.  Singles,  $105 
to  $135;  doubles,  $125  to  $155;  suites, 
$285  to  $455. 

The  Ritz  Carlton,  160  E.  Pearson 
(312-266-1000),  is  on  top  of  the  seven- 
story  shopping  mall,  Water  Tower 
Place.  Once  inside,  it  doesn't  seem 
like  a  high-rise  hotel:  impeccable  ser- 
vice, a  small  health  club,  mints  on  the 


The  bar  at  Hillary's 


pillows  at  night.  And  you  can  buy  a 
box  of  the  famous  Frango  mints 
downstairs  at  Marshall  Field's.  Sin- 
gles, $99  to  $125;  doubles,  $120  to 
$150;  suites,  $210  to  $975. 

The  Marriott  Hotel,  540  N.  Michi- 
gan (312-836-0100).  Ideally  situated 
on  the  Magnificent  Mile,  within 
walking  distance  of  the  city's  finest 
shops  and  restaurants.  A  good-looking 
hotel  with  its  own  gallery  of  shops 
and  several  acceptable  restaurants. 
Rooms  are  standard  Marriott  fare. 
Comfortable,  efficient  service,  and  it 
has  a  good-size  swimming  pool. 
There's  also  a  full  concierge  service. 
Singles,  $79  to  $102;  doubles,  $94  to 
$130;  suites,  $225  to  $500. 

The  Tremont  Hotel,  100  E.  Chest- 
nut (312-751-1900),  makes  up  for  the 
size  of  its  small  rooms  by  their  beauti- 
ful decor,  and  room  service  from 
Cricket's  restaurant  downstairs.  Sin- 
gles, $110  to  $120;  doubles,  $130  to 
$140;  suites,  $225  to  $500. 

Entertainment 

Theater 

Klieg  lights  will  shine  over  more  than 
70  Chicago  area  stages  this  season, 
illuminating  everything  from  the 
amateurish  dinner-theater  production 
of  South  Pacific  at  the  Marriott  in  sub- 
urban Lincolnshire  (312-634-0200)  to 
Broadway  plays  on  tour  like  A  Chorus 
Line  at  the  Shubert  (312-977-1700). 
The  main  downtown  theaters  are 
sticking  to  the  old  reliables  this  fall, 
with  The  Trout  Page  at  the  comfortable 
Goodman  (312-443-3802). 

More  ambitious  projects  can  be 
found  in  North  Side  theaters.  Tintypes, 
a  musical  fresh  from  Los  Angeles,  is 
playing  at  the  Apollo,  a  new,  pleasant 
theater  on  Lincoln  Avenue  (312-935- 
6100).  Other  first-rate  productions  in 
the  area  include  the  Pary  Productions' 
intriguing  The  Irish  Hebrew  Lesson  at 
the  somewhat  out-of-the-way  Theater 


Building  (312-327-5252).  It's  worth 
the  trip.  Steppenwolf  Theater  (312- 
472-4141)  will  stage  Of  Mice  and  Men 
in  early  October. 

Chicagoans  usually  rave  about  their 
Second  City  comedy  troupe  (312-337- 
3992),  the  institution  that  produced 
Elaine  May,  Mike  Nichols,  Alan  Ar- 
kin,  John  Belushi  and  just  about  the 
entire  cast  of  the  original  Saturday 
Sight  Lire.  It's  a  great,  witty  show  for 
locals,  but  many  "in"  jokes  fly  over 
the  heads  of  out-of-towners. 

Live  music 

Small  clubs  and  bars  featuring  the 
latest  new  wave,  rock,  blues,  jazz,  folk 
and  country  music  are  plentiful.  Keep 
in  mind  that  the  clubs  closer  to  down- 
town are  the  safest  for  strangers.  Places 
like  Park  West,  Orphans,  Holsteins 
andThe  Bulls  will  not  be  life-threaten- 
ing. Avoid  Tuts,  B.L.U.E.S.  and  Off 
Broadway  unless  accompanied  by 
knowledgeable  locals. 

Classical  offerings  remain  thin,  and 
the  most  notable  will  be  sold  out.  One 
upcoming  performance  of  the  Lyric 
Opera  at  the  Civic  Opera  House — 
Luciano  Pavarotti  as  Nemorino  in 
Donizetti's  L'Elisir  D'Amore — was  SRO 
months  ago,  for  example.  Still,  season 
pass  holders  occasionally  turn  tickets 
back  to  the  box  office,  so  it's  worth  a 
try  (312-346-61 11). 

The  Chicago  Symphony's  fall  sea- 
son began  on  Sept.  26  with  pianist 
Rudolph  Serkin  and  an  all-Beethoven 
gala.  Later  this  fall  concerts  will  in- 
clude Garcia  Navarro  and  the  world- 
famous  conductor  Sir  Georg  Solti 
(312-435-8111).  Orchestra  Hall— at 
last — has  been  refurbished. 

For  the  up-to-date  listings  of  popu- 
lar music,  consult  The  Reader,  a  local 
weekly  newspaper.  It  is  free,  and 
available  wherever  blue  jeans  are  sold 
(312-828-0350). 
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Now,  nonstop  service  from 
Los  Angeles  to  Tokyo,  on  the 
airline  named  for  the  Orient. 


STARTING  OCTOBER  25, 
NORTHWEST  ORIENT  WILL 
FLY  NONSTOP  TO  TOKYO 
FIVE  DAYS  A  WEEK. 

There's  a  reason  why 
our  airline  is  named 
Northwest  Orient. 
Since  1947,  when  we  in- 
augurated "the  short 
route"  to  the  Orient  over 
the  Northwest  Passage,  we've 
become  experts  on  flying 
transpacific. 

Starting  October  25,  we'll 
increase  our  daily 
widecabin  747 
service  be- 
tween Los 
Angeles 
and  Tokyo 


to  include  nonstops  three 
more  days  each  week. 

Leave  Los 
Angeles  at 
12:20  pm, 
arrive  in 
Tokyo 


destinations:  Guam,  Okinawa, 
Seoul,  Hong  Kong  and  Manila. 

UNSURPASSED  COMFORT. 

In  First  Class,  every  seat  is  a 
fully  reclining  sleeper  seat.  So 
you  can  relax  or  doze  across 
the  Pacific.  And  there  are 
fewer  seats  in  every  row  of 
our  747s,  for  the  roomiest 

Coach  ride  of  any  U.S. 
airline.  Full  Executive 
Class  service,  too. 

TAKE  ALONG  THE 
AMERICAN  EXPRESS® 
CARD.  To  make  your 
traveling  even 
easier,  charge  your 
Northwest  Orient 
airline  tickets,  car 
rental,  hotels,  theater 
tickets,  shopping  and 
almost  all  your 
travel  expenses  on 
the  American  Express 
Card.  It's  welcome 
around  the  world. 
Don't  leave  home 
without  it® 
For  reservations,  and 
information  about  our 
nonstop  service  to  the  Orient, 
call  your  travel  agent  or 
Northwest  Orient 


3112  345bl8  %00b  ] 


C  F  PRpS-T 


&  NORTHWEST  ORIENT 

THE  WORLD  IS  GOING  OUR  WAY. 


Because  this 
revolutionary  shipping 
container  can  lite  rail 


m 


process  of 


Si 


this  grower  is  picking 
at  optimum  condition, 
and  storing  and  shipping 
for  optimum  profit 


this  assembler  is  one 
of  2.250  people  who  will 
build  1500  containers 
for  us  this  year  using 
the  best  materials,  the 
highest  design 
standards,  and  a  new 
American  pride  in 
production. 


this  gourmet  cook  is 
getting  garden-fresh 
taste  and  exotic 
produce-without 
planting  a  seed  or 
paying  exotic  prices. 


this  investor's  tax 
liability  has  turned  into 
a  positive  investment 
in  the  leading  edge  of 
world  food  technology. 


lis  container  ship 
iptain  is  moving  more 
irishables  with  less 
image,  labor,  or  claims. 


replaced  complaints 
with  compliments,  and 
"out  of  season"  with 
open  season  on  profits 
and  far-away  produce. 


this  boy  can  now  ■ 
enjoy  the  fruits  of  our 
lahors-in  December- 
in  New  York. 


0^  ILf 


the  future  of  world 
food  technology  is  in 
motion-right  now  with 
Nitrol  Containers  from 
FoodSource. 


This  year  we  are  the 
leading  manufacturer 
of  fullsize  refrigerated 
containers  in  the 
United  States. 

e'reoutto 
ionize  the 
transportation 
of  perishables 
throughout  the 
world.  ;  kHf, 

ource 

Larkspur  Landing  Circle 
Larkspur,  California  94939 
415/46t-7262lelex171-729 


At  age  52,  millionaire  John  Blocker  put  his 
fortune  on  the  line  to  start  an  oil  com- 
pany. The  gamble  paid  off. 

"I  wanted  to  ride 
this  thing  down 
the  sunset" 


The  Up-And-Comers 


T 


John  Blocker  on  a  drilling  barge  off  the  Louisiana  coast 

"Here  I  was  $42  million  in  debt.  I  wasnt  worth  anywhere  near  that.' 


By  Carol  E.  Curtis 

o  the  reporter  sitting  next  to 
him  on  a  night  flight  from 
Houston  to  New  York,  John 
Blocker  looked  like  a  worried  man.  He 
was  drinking  Scotch  and  sweating 
profusely.  His  shirt  was  wrinkled.  His 
suspenders  were  loose.  In  a  Texas 
drawl,  Blocker  explained  that  he 
would  rather  be  almost  any  place  else. 
Had  it  not  been  for  his  business  suit 
he  might  easily  have  been  mistaken 
for  a  Texas  roughneck — the  kind  that 
rarely  makes  it  north  of  the  Texas 
border. 

In  fact,  Blocker  had  been  to  New 
York  just  two  or  three  times  in  his  57 
years.  But  this  trip  was  unavoidable. 
As  president  and  sole  owner  of  a  five- 
year-old  drilling  company,  Blocker 
had  put  every  cent  he  owned  into  the 
business,  and  then  some.  He  had  $42 
million  worth  of  debt,  and  a  debt-to- 
equity  ratio  of  7-to-l .  He  couldn't  bor- 
row a  penny  more.  So  Blocker  was 
raising  crucially  needed  capital  by  tak- 
ing his  company  public,  and  he  was 
on  his  way  to  a  meeting  with  his 
investment  bankers.  His  business  and 
his  personal  fortune  rested  on  the  suc- 
cessful outcome  of  that  meeting. 

That  was  18  months  ago.  Since 
then,  Blocker  Energy  Corp.  has  gone 
from  a  low  of  12%  on  the  over-the- 
counter  market  to  more  than  25  on 
the  American  Stock  Exchange.  In  its 
short  life,  it  has  amassed  a  growth 
record  that  excels  even  by  Texas-size 
standards  and  a  roster  of  executive 
talent  that  an  Exxon  or  a  Shell  might 
well  covet. 

From  a  six-rig  beginning  in  1975, 
Blocker  has  built  his  newly  public 
company  into  the  14th-largest  drilling 
contractor  in  the  world — with  52  rigs 
and  a  burgeoning  sideline  in  oil  and 
gas  exploration.  Revenues  hit  $77  mil- 
lion last  year;  this  year,  they  are  ex- 
pected to  top  $125  million.  Net  in- 
come doubled  in  1980,  reaching  $6.4 
million  from  $3.2  million  in  1979.  In 
the  first  six  months  of  this  year,  in- 
come, has  already  hit  $6.2  million. 
The  figure  is  even  more  remarkable  in 
light  of  this  year's  sagging  oil  market. 
"When  the  oil  market  turns  up,  we'll 
be  a  $33  stock,"  says  a  now-confident 
Blocker. 

Devotees  of  the  glamorous,  fast- 
moving  world  of  big  oil  portrayed  in 
TV  dramas  like  Dal/as  would  hardly 
recognize  Blocker's  corner  of  the  busi- 
ness. In  international  contract  drilling 
there  are  few  thrills.  Business  consists 
of  furnishing  land  and  marine  drilling 
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Louisiana  is 
the  best  place  to  get  your 
show  on  i  the  road 


If  your  profits  depend  upon  reliable 
transportation,  Louisiana  can  help  you 
get  your  business  rolling  with  . . .  two 
east-west  routes . . .  two  north-south 
routes . . .  55,000  miles  of  public  road- 
ways . . .  dependable  outbound  common 
carriers  at  competitive  rates. ..  three 
world  ports ...  extensive  inland  water- 
ways. .  .excellent  air  and  rail  services 


LOUISIANA 

WORKS/i//^/ 


. .  and  all  of  this  is  in  the  heart  of  the 
fast-growing  Sunbelt  market. 

As  a  bonus  we  offer  a  temperate 
climate,  vast  natural  resources,  a 
arge  available  work  force  trained  at 
state  expense  and  abundant  prime 
office  space. 

Make  your  move  to  Louisiana,  and 
we'll  get  your  show  on  the  road. 


Write  for  our  free  report: 
LOUISIANA  WORKS 
Louisiana  Department  of  Commerce 
RO.  Box  44185,  Dept.Bl 
Baton  Rouge,  LA  70804 

Name  


Title. 


Company . 
Address  _ 


City/State/Zip. 


HEAVIEST  GROWING 
WWWUBKE  . 

MAGAZINE  IN  AMERICA! 
YESfTHEDUL 


With  holiday  ad  dollars  fattening  up  the  usual  mag- 
azines, consider  advertising  in  one  that's  not  so  usual. 

The  up-up-UPscale  Dial,  the  magazine  of  public  tv. 
Whose  audience  has  grown 
by  an  unparalleled  225,000 
households  in  a  mere  two 
months. 

To  wit,  Seattle  and  Mil- 
waukee join  the  Dials  net- 
work of  cities  as  of  October. 
While  Rochester,  Salt  Lake 
City,  Miami,  and  St.  Louis 
were  added  in  September. 

And  this  means  that 
in  one  year  The  Dial  has 
matured  from  an  intrigu- 
ing idea  to  a  literate, 
lively  reality  perched  atop 
the  tube  in  nearly  one 
million  households 
coast-to-coast. 

Now,  it  might  not 
surprise  you  that  The 
Dial  is  outpacing  that 
paragon  of  seasonal 
weight  gain,  The  New 
Yorker.  But  here's  a 
monocle-fogger: 

!n  its  original 
New  York,  Chicago, 
Los  Angeles.  Detroit, 
and  Washington,  DC. 
markets.  The  Dial  skews  twk 
strongly  to  $50.000-plus  homes  as 
The  New  Yorker*  Yet  you  can  reach 
into  The  Dials  homes  for  a  smidgen  over  half  of 
what  it  costs  per  New  Yorker  home. 

Merchants  of  prestige  liquors,  stereos,  watches 
fumes,  and  other  items  the  affluent  bestow!  This  is 
clearly  the  season  to  look  into  The  Dial. 

Because  a  lot  of  your  prime  prospects  are  looking 
into  it,  for  one  whole  month  per  issue.  Looking  favor- 
ably, too,  upon  advertisers  whose  messages  help  sup- 
port public  tv  the  way  they  do. 

Their  interest  is  measured  in  more  than  "Dear 
Dial"  letters.  Public-tv  heads  credit  hefty  increases  in 
both  new  subscriptions  and  renewals  to  the  fact  that 
they  offer  this  magazine. 


i  ,  iviai  uii,  i\oiex,  son> 
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Your  fellow-advertisers  are  keen,  too.  The  Dial's 
rollcall  includes  BMW,  Beefeater.  British  Airways, 
Dewar's,  Exxon,  E.F.  Hutton,  IBM,  Lincoln  Continen- 
tal, Morgan  Guaranty  Trust,  Porsche-Audi.  Remy 
Martin.  Rolex,  Sony,  Steuben  Glass,  Tiffany, Toyota, 
TWA,  and  Van  Cleef  &  Arpels. 

Since  November's  issue 
closes  on  September  18  and 
December's  on  October  15,  call 
Associate  Advertising  Directors 
Vicki  Richards  or  Larry  Ross 
at  664-7000.  Soon. 
They'll 
explain  in 
detail 
about 
The 
Dial, 
plus  its 
anticipated 
*  fall 
r  circulation 
bonus— 
another 
\  75,000.  the 
last  time 
they  counted. 

•Source  -  Mark  Clements 
f    Research  and  SMRB  1980 
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DIAL: 
The  magazine 
of  public  TV. 


you've  got  the  World  Series 
in  the  palm  of  your  hand! 


Coming  up:  baseball's  biggest  innings. 
And  you  don't  have  to  miss  a  minute,  wherever  you  go. 

CBS  Radio  Sports  brings  you  top  coverage  by  our 
winning  baseball  team— Vin  Scully  doing  play-by-play, 
and  Win  Elliot  bringing  you  pre-  and  post-game  interviews. 
Stay  with  every  pitch.  Stay  with  CBS. 

The  Wforld  Series  on  the 
CBS  Radio  Network 

8:10  PM  Eastern;  7:10  PM  Central; 
6:10 PM  Mountain;  5:10  PM  Pacific 

Time  tentative— check  local  listings 


rigs  and  crews  at  day  rates  on  two-to- 
three-year  contracts.  "The  mechanics 
of  running  the  iron,"  says  Blocker, 
"haven't  changed  in  30  years." 

What  counts  is  confidence  in  a  con- 
tractor's ability  to  deliver— confi- 
dence developed  from  contacts  built 
up  over  many  years.  That  is  clearly 
Blocker's  long  suit;  his  credentials 
would  convince  even  the  most  de- 
manding client  that  he  knows  the 
business  upside  down. 

When  Blocker,  a  native  of  San  An- 
tonio, Tex.,  got  out  of  Texas  A&M 
with  a  business  degree  in  1948,  he 
started  roughnecking  on  an  oil  rig  in 
Louisiana.  At  the  time,  roughnecking 
paid  better  than  most  other  parts  of 
the  oil  business:  Blocker  was  pulling 
down  $450  a  month,  $100  more  than 
a  petroleum  engineer.  But 
the  young  graduate  was  soon 
persuaded  by  his  father,  an 
independent  oil  operator,  to 
try  a  joint  venture.  In  1954 
the  two  formed  their  own 
drilling  company. 

That  was  a  fat  year  for  the 
oil  business.  Supplies  were 
tight  and  drilling  rigs  were  in 
hot  demand.  But  in  1958, 
four  years  after  the  father- 
and-son  team  started  out,  the 
tide  turned.  The  market  was 
engulfed  by  a  massive  influx 
of  crude  oil.  As  it  turned  out, 
business  didn't  pick  up  for 
small  contractors  for  another 
13  years. 

So  in  1959  the  young  com- 
pany sputtered  to  a  halt. 
Blocker  sold  off  his  three  rigs 
and  went  out  looking  for  a 
new  job.  The  one  he  found, 
which  was  with  $4  billion 

(sales)    Dresser  Industries,   

took  him  to  South  America  as  an  op- 
erations manager  for  Dresser's  oil 
equipment  division  in  Argentina  and 
Venezuela.  It  was  a  base  that  gave 
Blocker  a  firm  grounding  in  the  politi- 
cal and  financial  intricacies  of  foreign 
oil  operations.  » 

When  he  returned  home,  after  more 
than  a  decade,  it  was  as  a  division  vice 
president  with  fluency  in  Spanish  and 
a  native's  knowledge  of  South  Amer- 
ica. Blocker  climbed  the  corporate 
rungs  at  Dresser's  Houston  office, 
making  group  vice  president  in  1972 
and  senior  vice  president  in  1975. 

Then  one  day  a  friend  in  the  oil 
business  telephoned  and  asked 
Blocker  to  take  a  flyer  on  some  gas 
and  oil  leases  in  south  Texas,  since  he 
needed  another  partner.  Figuring  such 
leases  were  priced  so  low  there  was 
little  downside  risk,  Blocker  laid  out 
$12,000  for  a  quarter  of  the  play,  near 


The  Up-And-Comers 

the  border  town  of  Laredo. 

The  timing  of  his  purchase — |ust 
before  the  big  jump  in  oil  prices  that 
followed  the  1973-74  Arab  oil  embar- 
go— was  as  lucky  as  his  first  venture 
was  unlucky. 

When  gas  was  found  on  the  proper- 
ty in  1974,  it  was  selling  for  30  cents 
per  thousand  cubic  feet.  When  the 
find  came  into  production  the  price- 
had  more  than  tripled,  and  two  years 
later  it  hit  $2.  Blocker's  gas  now 
brings  $3.50 — over  10  times  what  it 
fetched  when  he  bought  the  leases. 

Production  from  the  find,  initially 
3.5  million  cubic  feet  of  gas  per  day, 
made  Blocker  a  millionaire.  That 


Blocker  of  Blocker  Energy 
"J  knew  then  I  was  going  for  broke. 


same  year,  though  he  was  within 
striking  distance  of  the  top  spot  at 
Dresser,  Blocker,  then  55,  quit  the 
company.  Why?  Tongue  in  cheek, 
Blocker  claims  he  just  wanted  to  take 
it  easy.  "I  bought  a  large  ranch  and  a 
small  drilling  company,"  he  says, 
"and  was  ready  for  the  easy  chair." 

He  hasn't  had  much  time  for  that 
easy  chair,  however.  With  oil  prices 
skyrocketing,  and  with  Blocker's 
strong  background  in  drilling  manage- 
ment, business  boomed  for  his  small 
drilling  company. 

Contacts  from  Dresser  began  com- 
ing out  of  the  woodwork,  and  before 
long  Blocker's  company  had  more 
business  than  its  six  rigs  could  handle. 
So  he  borrowed  money  to  buy  extra 
equipment.  Over  the  next  four  years, 
Blocker  took  on  $42  million  worth  of 
debt  and  bought  another  30  rigs. 

The  fact  that  he  was  able  to  lever- 


age himself  that  far  on  just  $6  million 
in  equity  is  testimony  to  the  unmis- 
takable opportunity  he  had  spotted. 
The  big  international  firms  like 
Exxon  had  long  since  sold  off  their 
contract  drilling  divisions,  which 
they  considered  too  cyclical  to  be 
profitable.  That  left  Blocker  with  the 
richest  set  of  companies  in  the  world 
as  his  customers.  And  Blocker's  repu- 
tation with  the  oil  giants  was  superb. 

With  business  pouring  in,  Blocker 
soon  became  overextended.  "Here  I 
was,"  he  says,  "with  $42  million 
worth  of  debt.  I  wasn't  worth  any- 
where near  $42  million.  I  had  pledged 
it  all. 

"But  I  realized,"  he  adds,  "that  we 
weren't  anywhere  near  our  potential 
in  U.S.  drilling.  And  the  worldwide 

  side  was  untouched.  I  knew 

then  that  I  was  going  for 
broke.  I  wanted  to  ride  this 
thing  down  the  sunset." 

He  also  knew  he  couldn't 
borrow  any  more,  so  Blocker 
did  what  any  self-respecting, 
successful  entrepreneur 
would  do  at  that  point:  He 
took  the  company  public. 
Again,  he  had  .a  leg  up  on 
most.  Over  the  years, 
Blocker  had  become  friendly 
with  many  of  the  most  influ- 
ential bankers  in  the  oil 
business. 

Still,  when  Blocker  made 
his  first  public  offering,  it 
was  far  from  a  sure  thing. 
The  field  was  already  crowd- 
ed: Some  800  U.S.  compa- 
nies were  vying  for  domestic 
contract  drilling  business. 
There  were  also  signs  that 
the  rapid  runup  in  oil  prices 

  was  leveling  off. 

But  the  closer  investors  examined 
Blocker  Energy,  the  better  the  com- 
pany looked.  Its  expertise  in  a  spe- 
cialized field  gave  it  a  clear  edge:  In 
international  land  and  marine  con- 
tract drilling,  just  six  other  compa- 
nies could  claim  Blocker's  expertise 
at  handling  such  concerns  as  inter- 
national crews,  exchange  restric- 
tions and  contracts  that  cover  pit- 
falls such  as  political  flare-ups  and 
currency  instability. 

Because  so  few  international 
drillers  possess  the  required  expertise, 
they  can  dictate  much  more  generous 
terms  than  their  domestic  counter- 
parts. On  the  average,  international 
day  rates  are  twice  what  they  are  in 
the  U.S. 

The  secret  of  Blocker's  rapid 
growth  is  that  most  of  its  revenues 
come  from  this  source.  It  is  active  in 
seven  countries  outside  the  U.S.: 
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The  Maverick  knows  how  to  survive 


The  Chicago  and  North  Western  is  not 
one  to  drain  all  its  profits  during  good 
times,  then  dry  up  to  a  skeleton  during 
the  tough  stretches.  Instead,  the  C&NW 
has  been  making  profits  go  to  make 
more  profits,  by  carefully  upgrading 
equipment  and  track,  to  offer  even 


faster,  more  cost-efficient  transportation 
at  a  time  when  some  railroads  that  lived 
high  before  may  find  it  tough  to  survive. 

The  Maverick  will  survive.  And. 
prosper.  Through  smart  planning,  fast 
thinking,  heads-up  reactions,  and  yes.  a 
little  luck— the  Chicago  and  North 


Western  is  profitable,  progressive  and 
competitive  hght  now.  And  one  railroad 
is  building  today  s  best  route  to  the 
21st  century:  The  Maverick. 

Chicago  and  North  Western  Trans- 
portation Co.,OneNorth  WesternCenter, 
165  N.  Canal  St.,  Chicago,  IL  60606. 


j-jjjj^jpl  Chicago  &  North  Western  Railroad:  Today's  best  line  for  your  bottom  line. 


Through  our  five  aerospace  and  marine  systems  divisions  we 
bring  a  whole  range  of  technologies  to  marine  systems— over,  on 
and  underwater. 

Under  the  sea,  Singer  has  long  been  at  the  leading  edge  of 
nuclear  submarine  evolution.  Presently,         *  -~ 
Singer  is  deeply  involved  in  various  aspects  .  \ 

of  the  Trident  program.  ,  ^  ft ,  , 

Our  Librascope  Division  pioneered  the         tQ£*1  % 
application  of  general  purpose  digital  com-        '  '\ 
puters  to  be  deployed  aboard  a  sub  for  the       \  \ 
ASW  mission.  An  all-digital  fire  control  sys-  c%  S. 

tern  from  Librascope  provides  real-time  data  ^Jp- 
pjocessinq,  conversion  and  display  for  Trident  J  **<"^ 

^^•^■■■■■T  class  submarines. 

\  4  aB  lH^f  i  I        Our  Kearfott  Division,  an  established 


'A 


'*m  8  ?  BsB*'  I  i        °ur  Kearfott  Dlvlslon'  an  established 
£stt.  m  '  |Wk     |  leader  in  guidance,  designed,  developed  and 
Sf  ™  •  fJT  <  ;|  produced  the  sophisticated  stellar  inertial 
SP'--jfe  I  Jf  I  guidance  systems  for  the  Trident  missile. 

i     la  I  °ver  at  Linl<  Simulatlon  Systems  Divi- 

)Kf*?4».      ^1  sion' the  Tndent  simulator  is  helping  the 
IjHa^iliig"^      Navy  to  train  its  submarine  crews  in  tactics, 
f  , ..  ! ^Sp^T  torpedo  control  and  missile  launch. 
And  that's  our  contribution  to  just  one  underwater  program. 
Around  the  free  world,  wherever  subs  surface,  chances  are  you'll 
"  find  something  from  one  company  on  board.  Our  name?  Singer. . 

SINGER 

Principal  Products  and  Services: 

•  Advanced  fligfutrindustrial-marine  simulation  trainers;  guidance. 
communicatiOrTSnd  computational  systems;  educational  prod- 
ucts and  serviceS.!|;Power  tools,  furniture,  air  conditioning- 
heating  equipment  gas  meters,  automotive  and  appliance  controls 

•  Consumer  and  industrial  sewing  products  and  home  appliances 

•  8  Stamford  ForunrvSfemford.  CT  06904 


The  Up-And- Comers 

Canada,  Argentina,  Brazil,  Peru,  Be- 
lize, Venezuela  and  Tanzania.  Its 
customers  include  some  government 
oil  companies,  oil  majors  like  Exxon 
and  big  independents  like  Occidental 
Petroleum. 

There  is  another  advantage  to 
Blocker's  international  specialty:  It  is 
less  vulnerable  to  a  domestic  crude 
oil  glut  than  its  U.S.  counterparts.  For 
no  matter  how  sated  the  U.S.  mar- 
ket, there  is  usually  a  drilling  boom 
in  some  part  of  the  world.  Blocker, 
for  example,  had  a  record  first  half  of 
1981,  a  period  when  the  oil  industry's 
performance  generally  fell  by  5'/2% 
from  year-earlier  levels.  Says  Blocker, 
"International  contract  drilling  will 
keep  us  from  bending  and  bowing  in 
a  surplus." 

Blocker's  own  candidate  for  the 
brightest  future  drilling  prospects  is 
the  continent  he  knows  as  well  as  his 
own:  South  America.  In  the  U.S., 


By  Jay  Gissen 

AFTER  HALF  A  CENTURY  in  truck- 
ing, J.  Harwood  Cochrane  still 
k  marvels  at  the  interstate  high- 
way system.  He  remembers  when 
four-lane  roads  were  a  curiosity  and 
federal  regulation  didn't  exist.  Coch- 
rane had  one  truck  back  then,  but  by 
the  end  of  World  War  II  his  fleet  was 
big  enough  for  him  to  incorporate 
Ovemite  Transportation  Co.  This 
year  Cochrane's  Richmond-based 
company  will  have  revenues  close  to 
S300  million,  making  it  the  nation's 
eighth-largest  carrier.  Profitability, 
however,  is  even  more  impressive. 
Ovemite  regularly  posts  operating 
margins  of  over  7% — better  than  in- 


Blocker  points  out,  there  are  already 
550,000  producing  wells.  In  all  of 
South  America  there  are  just  25,000 — 
despite  the  fact  that  it  has  twice  as 
much  land  mass.  So  for  Blocker  Ener- 
gy the  best  in  the  drilling  business  is 
yet  to  come. 

The  company's  new  oil  and  gas  ex- 
ploration business  is  also  expanding. 
Though  current  production  totals  350 
million  cubic  feet  of  natural  gas  annu- 
ally, Merrill  Lynch  is  currently  han- 
dling a  $37  million  offering  to  raise 
necessary  funding  for  further  oil  and 
gas  exploration.  Blocker  Energy  will 
contribute  $20  million  on  its  own,  for 
a  total  $57  million  1981  exploration 
investment.  Says  Blocker  with  obvi- 
ous relish,  "We're  crapshooters,  but 
unless  we're  idiots,  we're  going  to  hit 
something." 

But  there  is  a  down  side  for  Blocker. 
It  is  something  he  doesn't  like  to  talk 
about.  Though  Blocker  Energy  is  far 
from  a  one-man  show  (there  are  now 
1,500  employees),  Blocker  is  as  indis- 
pensable as  any  chief  executive  ever 


dustry  leader  Roadway  Express. 

There  is  a  special  reason  for  all  this: 
Ovemite  is  the  largest  motor  carrier 
that  operates  with  nonunion  employ- 
ees. As  a  result,  payroll  costs  amount 
to  just  55%  of  revenues,  vs.  63%  at 
Roadway  and  even  more  at  other 
companies.  But  Cochrane  doesn't  like 
to  discuss  labor  relations.  "If  your  em- 
ployees know  that  you  are  genuine 
and  sincere  and  that  they  can  come  in 
and  see  you  anytime,"  he  explains, 
"they'll  work  like  it  is  a  big  family  and 
not  a  big  company." 

That  sounds  simple — but  Coch- 
rane's genius  is  that  he  has  made  it 
work.  Despite  Overnite's  size,  tight 
centralization  and  a  preference  for 
shorter  hauls  give  the  company  a 


was.  Yet  a  recent  bout  with  cancer 
slowed  him  down. 

He  has  recovered,  he  says,  from  an 
operation  last  December  and  subse- 
quent radiation  and  chemotherapy, 
and  the  doctors  have  given  him  a 
clean  bill  ot  health. 

Still,  Blocker  has  made  it  clear  to 
whom  the  mantle  will  be  passed.  In 
July  1980,  he  promoted  Ray  Ellison,  a 
petroleum  engineer  with  a  back- 
ground at  Standard  Oil  of  California, 
to  president  and  chief  operating  offi- 
cer. He  announced  publicly  then  that 
Ellison  will  be  Blocker  Energy's  next 
chief  executive. 

In  John  Blocker's  office  the  signs  of 
success  arc  everywhere — from  a  thick 
carpet  to  the  muted  wood  paneling  and 
a  giant  mahogany  desk.  Trophies  of 
Blocker's  African  safaris  line  the  walls. 
And  a  chauffeur  waits  quietly  at  the 
door  to  take  Blocker  to  his  next  meet- 
ing. Yet  the  main  image  that  stays  with 
a  visitor  as  he  leaves  is  the  silver  hard 
hat  Blocker  keeps  on  his  desk.  At  heart, 
John  Blocker  is  still  a  roughneck.  ■ 


small,  hometown  feel.  By  doing  little 
things,  like  designing  runs  to  get  driv- 
ers home  to  their  families  at  night, 
Cochrane  has  built  a  company  loyalty 
that  goes  deeper  than  wages.  Though 
Ovemite  pays  below  Teamster  levels, 
it  is  often  at  or  above  local  blue-collar 
standards.  "We  attribute  a  great  deal 
of  our  problems  there  to  the  personal 
magnitude  of  that  individual,"  says 
Norman  Goldstein,  a  former  Team- 
ster organizing  official.  "He  was  able 
to  reach  the  employees  like  the  all- 
American  boy." 

Enter  deregulation.  With  no  long- 
term  Teamster  contract  keeping  labor 
costs  high,  Cochrane  has  the  flexibil- 
ity to  launch  a  sweeping  expansion.  It 
will  move  Ovemite  beyond  its  tradi- 
tional southeastern  base  as  far  north 
as  Maine  and  as  far  west  as  Nebraska. 
On  top  of  that  the  company  can  still 
afford  to  combat  price-cutting  com- 
petitors with  the  most  attractive  dis- 
count around:  an  uncomplicated  10% 
rate  reduction  for  all  less-than-truck- 
load  (LTL)  customers.  Since  this  pro- 
gram began  a  year  ago,  highly  profit- 
able LTL  traffic  has  grown  to  almost 
75%  of  Overnite's  revenues. 

With  earnings  up  40%  so  far  this 
year,  Overnite's  rate  cut  is  bringing 
more  profits  than  problems.  But  dis- 
counting was  a  real  gamble.  When  in- 
terstate trucking  was  deregulated 
with  the  Motor  Carrier  Act  of  July 
1980,  thousands  of  tiny  outfits  moved 
into  the  business.  Mostly  they  went 
after  truckload  traffic,  often  at  dis- 
count rates.  LTL  rates  went  down 


By  keeping  the  Teamsters  away  from  Over- 
nite  Transportation  Co.,  J.  Harwood  Coch- 
rane saved  plenty  of  money.  Now  it's  start- 
ing to  make  him  a  lot  more. 

No  union  dues, 
no  union  blues 
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ENERGY  PLUS 


+ 


+ 


Oceans  of  fresh  water*  ♦  ♦  shrewd  reasons  for 
locating  in  Southeastern  Michigan. 


Industry  needs  plenty  of  water 
and  energy  for  processing  and  in 
the  production  of  most  products. 

Southeastern  Michigan  has 
both  in  great  quantities. 

Its  shoreline  stretches  over 
200  miles  in  the  heart  of  the  Great 
Lakes,  the  world's  largest  supply  of 
fresh,  clear,  clean  water.  Water  to 
produce  with,  as  well  as  play  in. 
Water  that  carries  endless  flotillas 
of  ships  to  and  from  Great  Lakes 
ports  and  every  part  of  the  world, 
through  the  St.  Lawrence  Seaway 
to  the  Atlantic  Ocean. 


Energy  is  plentiful,  too,  in  this 
7,600-square-mile  urban  and  rural 
area  because  Detroit  Edison  gener- 
ates more  than  90  percent  of  its 
electricity  from  coal,  our  nation's 
most  abundant  and  lowest  cost 
fossil  fuel. 

Because  of  the  vast  Great 
Lakes  watershed,  Southeastern 
Michigan  will  continue  to  have 
oceans  of  fresh  water  lapping  at 


its  shoreline  for  years  to  come. 

Detroit  Edison  can  provide 
energy  plus  information  to  help 
you  expand  your  present  facilities 
or  locate  your  new  business  or 
industry  in  Southeastern  Michigan. 
Write:  Area  Development,  Detroit 
Edison,  308  WCB,  2000  Second 
Ave.,  Detroit,  MI  48226. 

Defroif 

Edison 

Keeping  the  power  in  your  hands. 


V.?' 


too.  Overnite  was  Losing  business  fast 
m  the  second  quarter  oi  last  year, 
when  profits  were  off  by  1 1  % 

In  the  first  seven  months  ot  19*0, 
competitors  filed  roughly  9,000  rate 
reduction  applications.  "We  looked  .it 
them  very  closely,  and  one  after  the 
other  were  picking  off  commodities 
that  we'd  been  handling,"  Cochrane 
says.  He  knew  he  bad  to  come  up 
with  something  drastic — and  impres- 
sive. "Going  around  and  dealing  with 
rates  on  a  'me  too'  basis  doesn't  get 
you  very  far." 

Most  oi  the  rate  cuts  in  the  indus- 
try, however,  were  only  for  larger  cus- 
tomers and  involved  complex  book- 
keeping. Cochrane  had  a  different 
idea.  "I  said  that  if  we  cut  rates,  we'd 
cut  them  even  for  the  guy  that  has  one 
shipment  a  week,"  he  explains.  "1 
thought  a  10%  across-the-board  rate 
cut  would  do  well  because  it  required 
no  record  keeping  whatsoever — and  it 
applies  to  everyone." 

Overnite's  move  was  an  immediate 
hit.  Many  of  the  rate  cuts  put  into 
effect  by  competitors  were  pulled 
back  within  six  months.  Overnite's 
reduction,  meanwhile,  will  be  firmly 
in  place  until  the  end  of  1982.  Result: 
LTL  tonnage  is  up  17'/?%  this  year. 
The  profits  are  helping  Cochrane  pay 


for  12  new  terminals  that  will  open 
this  year  and  30  more  due  next  year. 

Though  he  might  not  like  to  discuss 
it,  Cochrane's  current  industry  advan- 
tage stems  directly  from  Overnite's 
nonunion  status.  Because  unionized 
companies  were  stuck  with  high  labor 
costs,  many  couldn't  hold  rates  down 
without  heading  into  the  red.  Over- 
nite has  no  such  problem.  With  little 
long  term  debt  and  flexible  wage- 
costs,  its  discount  brings  no  financial 
strain.  Volume  increases  more  than 
offset  the  revenue  loss. 

The  result  is  ironic.  While  many 
discounters  canceled  rate  cuts 
and  laid  off  workers,  Overnite's 
work  force  increased  by  1,000  over 
the  past  12  months.  Now,  the  job  se- 
curity it  promises  is  ,i  lure  that  union- 
ized competitors  can't  match. 

Cochrane's  stock  option  plan 
doesn't  hurt  either.  Overnite's  work- 
ers can  have  a  portion  of  then  pay 
deducted  tor  40  weeks  each  year. 
Meanwhile,  the  company  sets  aside  at 
least  100,000  shares  of  stock.  Every 
November,  employees  have  the  op- 
tion of  buying  at  last  November's 
price.  If  the  stock  has  risen  during  the 
year,  they  can  make  a  handsome  prof- 
it. If  not,  they  get  their  money  back 
with  interest  at  prevailing  rates. 


Lately  shareholders — employee  and 
otherwise — have  tared  well  indeed. 
Overnite  shares  trade  near  their  all- 
time  high  and  have  doubled  this  year. 
Morgan  Stanley  analyst  Andras  l'etery 
calls  the  company  "the  most  under- 
valued stock  in  trucking."  Cochrane 
himself  owns  6'/2%  of  Overnite's  eq- 
uity, valued  at  over  $10  million.  Earn- 
ings this  year  could  be  up  35%  over 
1980 — to  $3.75  per  share — and  return 
on  equity  has  been  close  to  20%  tor 
the  past  several  years. 

What  of  the  future-  At  68,  Coch- 
rane says  retirement  just  doesn't  ap- 
peal to  him.  "Of  course,  I  don't  sit 
down  and  make  20-year  plans.  Now 
I'm  down  to  3-year  programs."  For  the 
moment,  Cochrane  anticipates  a 
tightening  up  of  trucking  rules  once 
deregulation  runs  its  course,  so  he's 
rushing  to  expand  quickly.  "Let's 
hurry  up  and  get  all  the  rights  we  can 
because  they  may  close  the  door,"  he 
explains. 

The  real  challenge  at  Overnite,  how- 
ever, isn't  simply  to  expand.  It  is  to  get 
bigger  without  losing  the  special  atmo- 
sphere that  has  allowed  the  company 
to  avoid  run-ins  with  organized  labor. 
If  Cochrane  can  choose  a  successor  to 
do  that,  the  door  to  growth  will  be 
open  tor  a  long  time.  ■ 


Overnite  founder  arid  Chairman  J.  Harwood  Cochrane 

"He  was  able  to  reach  employees  like  the  all- American  boy. 
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Continuity  of  account  management 
directly  affects  a  bank's  ability  to 
serve  its  customers. 


We  keep  our  account  teams  in  place  long-term. 
The  benefits  are  obvious.  Account  officers,  and  the 
officers  backing  them  up,  have  time  to  develop  an 
in-depth  understanding  of  the  customers  they  serve 
And  the  better  they  know  their  customers,  the  more 
innovative  our  credit.  The  faster  our  response  time. 
The  more  consistent  our  commitment  through  good 
times  and  bad.  It's  what  you  expect  from  a  top 
corporate  bank.  At  Continental  Bank,  it's  reality. 


Pictured,  L  to  R:  Robert  L.  Harris,  Executive  Vice  President— Finance,  Ryder  Truck 
Rental,  Inc.;  Marshall  B.  Taylor,  Vice  President  and  Treasurer,  Ryder  System,  Inc.; 
Michael  T.  Tokarz.Vice  President,  Continental  Illinois  Commercial  Corporation. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 
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ebano'n  ■  Mexico  ■  The  Nethertands  ■  Nigeria  ■  The  Philippines  ■  Puerto  Rico  •  Singapore   Spain  ■  Switzerland  •  Taiwan  Thailand  •  United  Kingdom  •  Venezuela  ■  West  Germany 
United  States  •  Chicago  •  Cleveland  •  Dallas  ■  Denver  ■  Houston  •  Los  Angeles  ■  Miami  •  New  York  •  San  Francisco  ■  Seattle 


IN  NL  INDUSTRIES' TRAINING 
CENTER,  AMERICA'S  OIL  INDUST 
HAS  FOUND  A  NEW  RESOURCE. 


Onethi 
is  people, 
nically  qu 
the  indusl 
oil  and  ga: 


When  was  the  last  time  you  read  Adam  Smith? 
Not  read  about  him,  mind  you, 
nor  nodded  knowingly  when  the  phrase  "invisible  hand' 
was  mentioned,  but  actually  read,  unmediated  by  others, 
the  very  words  of  the  founder  of 
modern  economic  thought?  Not  since  your 
college  days,  well  bet.  Prepare,  then,  for 
an  uncommonly  pleasant  experience  long  overdue. 
Here,  a  distinguished  economist,  one  not  normally 
thought  of  as  an  ardent  admirer  of  unconstrained 
free-market  capitalism,  recalls  his  first  encounter 
with  Smith's  classic,  An  Inquiry  Into  the 
Nature  and  Causes  of  the  Wealth  of  Nations,  and  offers 
some  favorite  sections  from  that  monumental  work. 

The  wealth 
of  Adam  Smith 

By  John  Kenneth  Galbraith 


I ike  many  other  unfortunates  in  my  field,  I  first 
encountered  Adam  Smith  as  a  beginning  graduate 
student  feeling  my  way  into  economics  in  a  required 
M  course  in  the  history  of  economic  thought  and  in 
H  the  accompanying  treatise  on  the  subject.  The 
course  was  taught  by  Carl  C.  Plehn,  an  otherwise  greatly 
distinguished  professor  of  economics  and  public  finance  at 
Berkeley  a  half  century  back.  The  combined  service  of 
Plehn  and  that  sordid  textbook  was  to  persuade  me  that 
Adam  Smith  was  an  estimable  man  who  had  got  the 
subiect  of  political  economy  off  to  a  serious  start  some  150 
years  before.  But  in  contrast  with  my  discovery  of  Thor- 
stein  Veblen,  Marx  or  even  Alfred  Marshall,  I  had  no 
sense  of  excitement,  not  even  much  interest.  Adam 
Smith  was  estimable  but,  like  so  many  such  men,  also 
irretrievably  dull. 


John  Kenneth  Galbraith  is  Paul  M.  Warburg  professor  emeritus  of 
economics  at  Harvard  I  nil  < i  .  I  lis  most  recent  book  is  A  Life  in  Our 
Times,  a  memoir,  published  by  Houghton  Mifflin. 


Then  some  years  later,  unlike  most  of  my  fellow  econo- 
mists and  nearly  all  others  who  cite  him  in  an  approving 
way,  I  was  persuaded  to  read  Smith  rather  than  to  hear  or 
read  what  others  said  about  him.  What  a  surprise  and 
delight  it  was! 

.4;/  Inquiry  Into  the  Nature  and  Causes  of  the  Wealth  of 
Nations  is  not  a  theoretical  treatise  in  the  modern  and 
technically  emasculated  sense.  It  is  a  set  of  sometimes 
scattered,  sometimes  skillfully  integrated  observations  on 
how  things  work  in  economics  and  politics  based  on 
incredibly  rich  and  varied  observation.  It  derives  from  a 
wonderfully  skeptical  mind,  a  deep  aversion  to  self-serving 
righteousness  and  cant,  a  delight  in  what  David  Hume 
called  "curious  facts"  and  more  than  a  trace  of  mordant 
humor. 

Smith  was  also  a  brilliant  writer,  a  master  of  expository 
style.  Wealth  of  Nations  is  a  tract  for  its  time,  something 
that  those  who  look  to  it  for  enduring  truth  fail  grievously 
to  realize.  But  as  such  a  tract  it  is  superb.  Since  my  first 
encounter,  I've  returned  to  it  often  and  always  with  plea- 
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sure.  I  recommend  it  over  any  current  issue  of  the  Ameri- 
can Economic  Review,  the  quarterly  publication  of  the 
American  Economic  Association,  for  readability  and  per- 
haps also  for  information. 

My  most  recent  return  was  in  June  of  1973  for  the 
celebration  of  the  250th  anniversary  of  Adam  Smith's 
birth  at  Kirkcaldy  in  Scotland.  Arthur  Burns,  then  almost 
midway  through  his  eight-year  term  as  chairman  of  the 
Federal  Reserve  Board,  and  I  represented  the  U.S.  Burns 
and  Galbraith — one  could  not,  at  first  glance,  have  any 
greater  ethnic  resonance  than  this,  although  my  roots 
could  be  more  deeply  in  the  Highlands  than  those  of  my 
distinguished  friend.  The  whole  occasion  was  a  superior 
tribute  to  Scotland's  greatest  son,  and  I  discovered  on  the 
morning  that  I  gave  my  paper  on  Smith  how  eclectic  is  his 
reputation  on  his  native  heath.  It's  a  story  I've  told  before; 
perhaps  I  can  risk  telling  it  once  more. 

Kirkcaldy,  once  a  small  port  on  the  Firth  of  Forth,  has  in 
modern  times  become  a  major  center  of  linoleum  manu- 
facture. This  does  not  attract  tourists;  the  process  exudes  a 


horrid  smell.  For  this  reason  the  participants  in  our  cele- 
bration were  billeted  by  the  golf  courses  at  St.  Andrews, 
some  20  or  30  beautiful  Scottish  miles  away. 

On  the  morning  of  my  tribute  to  Adam  Smith,  I  rode  to 
Kirkcaldy  in  a  taxi  with  James  Callaghan,  a  leader  of  the 
Labor  Party,  later  British  Prime  Minister  but  then  in 
opposition  and,  like  any  good  politician,  committed  to 
diligent  electioneering.  Accordingly,  he  said  to  the  taxi 
driver  after  we  had  started,  "You  must  be  pretty  proud  here 
in  this  part  of  Scotland  to  be  celebrating  the  birthday  of 
Adam  Smith." 

"Yessir,  we  are  that,  Sir." 

"I  suppose  you  know  a  good  deal  about  Adam  Smith 
around  here." 

"Just  that  he  was  the  founder  of  the  Labor  Party,  Sir." 

The  following  pages  are  not  casual  extracts  from  Adam 
Smith.  And  no  one  with  my  pretense  to  economic  interest 
should  fail  to  read  all  of  the  Wealth  of  Nations.  But,  as  I  shall 
later  indicate,  Adam  Smith's  writing  lends  itself  admirably 
to  just  the  kind  of  summary  that  follows. 
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NW  LDOKS  AT  THE  LONG  HAUL 


Why  We're  Able  Tb  Approach  IHe  * 
Rjture  At  FUll  Throttle. 


About  ten  years  ago,  NW  man- 
agement took  time  out  to  train  a 
hard,  practical  look  at  the  years 
ahead. To  plan  for  the  long  haul. 

We  made  a  long-term  commit- 
ment to  our  employees,  our  cus- 
tomers and  our  stockholders.  We 
were  determined  to  stay  on  track 
in  pursuit  of  our  objectives,  and 
not  let  quarter-by-quarter  results 
influence  us. 

What  has  happened  since  we 
came  to  that  decision? 

In  a  period  when  traffic  was  on 
the  decline,  our  working  capital 
spiraled  upwards— by  300%. 

We've  chopped  our  long-term 
debt  in  half —by  49%,  to  be  exact. 
We've  generated  a  gratifying  cash 
flow  which  enabled  us  to  modern- 
ize our  plant  and  equipment. 


As  for.traffic,  coal  has  always 
been  our  bellwether.  Last  year  we 
handled  more  than  86  million 
tons— with  revenues  rising  22.5%. 
And  we've  surpassed  ourselves  in 
meeting  the  growing  overseas 
demands  for  coal.  The  years  ahead 
will  find  us  superbly  equipped  to 
handle  domestic  and  foreign  coal 
requirements. 

As  a  company  we've  never 
been  stronger.  And  to  add  to  our 
strength,  our  plan  to  consolidate 
with  Southern  Railway  will  pro- 
duce a  rail  network  partnership  of 
18,000  miles,  a  boon  to  all  shippers 
who  demand  reliability  and 
responsibility  from  the  railroads 
they  put  their  trust  in. 

Norfolk  and  Western  employ- 
ees share  the  enthusiasm  of  man- 
agement for  the  future.  And  they 


have  shown  it  in  ways  that  would 
make  any  corporation  proud. 

At  NW,  employee  productivity 
has  risen  by  59%.  Kailyard  pro- 
ductivity more  than  matched  it 
with  a  rise  of  60%.  And  hopper- 
car  productivity  gained  28%.  Last 
year  we  brought  almost  15%  of  our 
revenues  down  to  the  bottom  line 
—the  best  record  of  any  major 
railroad. 

Increased  profits,  increased 
productivity,  improved  plant  and 
rolling  stock,  opportunities  for 
growth.  Small  wonder  we're  con- 
fidently highballing  into  the 
future. 

For  more  information,  contact 
Robert  B.  Claytor,  Chairman  and  CEO, 
NW.  Roanoke, 
VA  24042 


Tlhe  annual  labour  of  every 
Ination  is  the  fund  which 
originally  supplies  it  with  all 
the  necessaries  and  conven- 
iencies  of  life  which  it  annu- 
ally consumes,  and  which  consist  al- 
ways either  in  the  immediate  pro- 
duce of  that  labour,  or  in  what  is 
purchased  with  that  produce  from 
other  nations. 

According  therefore,  as  this  pro- 
duce, or  what  is  purchased  with  it, 
bears  a  greater  or  smaller  proportion 
to  the  number  of  those  who  are  to 
consume  it,  the  nation  will  be  better 
or  worse  supplied  with  all  the  neces- 
saries and  conveniencies  for  which  it 
has  occasion. 

But  this  proportion  must  in  every 
nation  be  regulated  by  two  different 
circumstances;  first  by  the  skill,  dex- 
terity, and  judgment  with  which  its 
labour  is  generally  applied;  and,  sec- 
ondly, by  the  proportion  between 
the  number  of  those  who  are  em- 
ployed in  useful  labour,  and  that  of 
those  who  are  not  so  employed. 
Whatever  be  the  soil,  climate,  or  ex- 
tent of  territory  of  any  particular  na- 
tion, the  abundance  or  scantiness  of 
its  annual  supply  must,  in  that  par- 
ticular situation,  depend  upon  those 
two  circumstances. 

The  greatest  improvement  in  the 
productive  powers  of  labour,  and  the 
greater  part  of  the  skill,  dexterity, 
and  judgment  with  which  it  is  any 
where  directed,  or  applied,  seem  to 
have  been  the  effects  of  the  division 
of  labour. 

To  take  an  example,  therefore, 
from  a  very  trifling  manufacture;  the 
trade  of  the  pinmaker;  a  workman 
not  educated  to  this  business  (which 
the  division  of  labour  has  rendered  a 
distinct  trade),  nor  acquainted  with 
the  use  of  the  machinery  employed 
in  it  (to  the  invention  of  which  the 
same  division  of  labour  has  probably 
given  occasion),  could  scarce,  per- 
haps, with  his  utmost  industry,  make 
one  pin  in  a  day,  and  certainly  could 
not  make  twenty.  But  in  the  way  in 
which  this  business  is  now  carried 
on,  not  only  the  whole  work  is  a 
peculiar  trade,  but  it  is  divided  into  a 
number  of  branches,  of  which  the 
greater  part  are  likewise  peculiar 
trades.  One  man  draws  out  the  wire, 
another  straights  it,  a  third  cuts  it,  a 
fourth  points  it,  a  fifth  grinds  it  at 
the  top  for  receiving  the  head;  to 
make  the  head  requires  two  or  three 
distinct  operations;  to  put  it  on,  is  a 
peculiar  business,  to  whiten  the  pins 
is  another;  it  is  even  a  trade  by  itself 
to  put  them  into  the  paper;  and  the 


important  business  of  making  a  pin 
is,  in  this  manner,  divided  into  about 
eighteen  distinct  operations,  which, 
in  some  manufactories,  are  all  per- 
formed by  distinct  hands,  though  in 
others  the  same  man  will  sometimes 
perform  two  or  three  of  them.  I  have 
seen  a  small  manufactory  of  this  kind 
where  ten  men  only  were  employed, 
and  where  some  of  them  consequent- 
ly performed  two  or  three  distinct 
operations.  But  though  they  were 
very  poor,  and  therefore  but  indiffer- 
ently accommodated  with  the  neces- 
sary machinery,  they  could,  when 
they  exerted  themselves,  make 
among  them  about  twelve  pounds  of 
pins  in  a  day.  There  are  in  a  pound 
upwards  of  four  thousand  pins  of  a 
middling  size. 


This  division  of  labour,  from  which 
so  many  advantages  are  derived,  is 
not  originally  the  effect  of  any  human 


Though  they  were  very 
poor  .  .  .  [these  hands] 
could,  when  they 
exerted  themselves, 
make  about  twelve  pounds 
of  pins  in  a  day. 


wisdom,  which  foresees  and  intends 
that  general  opulence  to  which  it 
gives  occasion.  It  is  the  necessary, 
though  very  slow  and  gradual,  conse- 
quence of  a  certain  propensity  in  hu- 
man nature  which  has  in  view  no 
such  extensive  utility;  the  propensity 
to  truck,  barter,  and  exchange  one 
thing  for  another. 

As  it  is  the  power  of  exchanging 
that  gives  occasion  to  the  division  of 
labour,  so  the  extent  of  this  division 
must  always  be  limited  by  the  extent 
of  that  power,  or  in  other  words,  by 
the  extent  of  the  market.  When  the 
market  is  very  small,  no  person  can 
have  any  encouragement  to  dedicate 
himself  entirely  to  one  employment, 
for  want  of  the  power  to  exchange  all 
that  surplus  part  of  the  produce  of  his 
own  labour,  which  is  over  and  above 
his  own  consumption,  for  such  parts 
of  the  produce  of  other  men's  labour 
as  he  has  occasion  for. 

Every  man  is  rich  or  poor  according 
to  the  degree  in  which  he  can  afford  to 
enjoy  the  necessaries,  conveniencies, 
and  amusements  of  human  life.  But 
after  the  division  of  labour  has  once 
thoroughly  taken  place,  it  is  but  a  very 


small  part  of  these  with  which  a 
man's  own  labour  can  supply  him. 
The  far  greater  part  of  them  he  must 
derive  from  the  labour  of  other  people, 
and  he  must  be  rich  or  poor  according 
to  the  quantity  of  that  labour  which 
he  can  command,  or  which  he  can 
afford  to  purchase.  The  value  of  any 
commodity,  therefore,  to  the  person 
who  possesses  it,  and  who  means  not 
to  use  or  consume  it  himself,  but  to 
exchange  it  for  other  commodities,  is 
equal  to  the  quantity  of  labour  which 
it  enables  him  to  purchase  or  com- 
mand. Labour,  therefore,  is  the  real 
measure  of  the  exchangeable  value  of 
all  commodities. 

What  are  the  common  wages  of  la- 
bour, depends  every  where  upon  the 
contract  usually  made  between  those 
two  parties,  whose  interests  are  by  no 
means  the  same.  The  workmen  desire 
to  get  as  much,  the  masters  to  give  as 
little  as  possible.  The  former  are  dis- 
posed to  combine  in  order  to  raise,  the 
latter  in  order  to  lower  the  wages  of 
labour. 

It  is  not,  however,  difficult  to  fore- 
see which  of  the  two  parties  must, 
upon  all  ordinary  occasions,  have  the 
advantage  in  the  dispute,  and  force 
the  other  into  a  compliance  with 
their  terms.  The  masters,  being  fewer 
in  number,  can  combine  much  more 
easily;  and  the  law,  besides,  autho- 
rises, or  at  least  does  not  prohibit 
their  combinations,  while  it  prohib- 
its those  of  the  workmen.  We  have 
no  acts  of  parliament  against  com- 
bining to  lower  the  price  of  work;  but 
many  against  combining  to  raise  it. 
In  all  such  disputes  the  masters  can 
hold  out  much  longer.  A  landlord,  a 
farmer,  a  master  manufacturer,  or 
merchant,  though  they  did  not  em- 
ploy a  single  workman,  could  general- 
ly live  a  year  or  two  upon  the  stocks 
which  they  have  already  acquired. 
Many  workmen  could  not  subsist  a 
week,  few  could  subsist  a  month,  and 
scarce  any  a  year  without  employ- 
ment. In  the  long-run  the  workman 
may  be  as  necessary  to  his  master  as 
his  master  is  to  him,  but  the  necessi- 
ty is  not  so  immediate. 

We  rarely  hear,  it  has  been  said,  of 
the  combinations  of  masters,  though 
frequently  of  those  of  workmen.  But 
whoever  imagines,  upon  this  ac- 
count, that  masters  rarely  combine, 
is  as  ignorant  of  the  world  as  of  the 
subject. 

The  rise  and  fall  in  the  profits  of 
stock  [i.e.,  capital]  depend  upon  the 
same  causes  with  the  rise  and  fall  in 
the  wages  of  labour,  the  increasing  or 
declining  state  of  the  wealth  of  the 
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Report  from  GTE 


More  lighl) 


The  whole  country's  over  an  energy  barrel, 
right? 

Not  completely. 

Take  lighting.  GTE  offers  more  ways  to 
save  lighting  energy  than  anyone  else. 

The  savings  can  begin  as  quickly  as 
changing  a  bulb. 

What  the  watts  are  worth... 

For  almost  every  lamp,  there's  a  Sylvania 
type  that  uses  less  energy. 

Replacing  a  400-watt  mercury  lamp  with  a 
360-watt  Sylvania  Unalux™  lamp,  you'll  get 
85  %  more  light  while  you  save  40  watts. 

The  World  Trade  Center  replaced  just  a 
third  of  their  standard  fluorescent  lamps 
with  Sylvania  SuperSaver™  fluorescents,  and 
saved  7  watts  per  socket. 

Maybe  this  doesn't  sound  like  much. 
But  it  mounts  up. 

In  fact,  the  World  Trade  Center  saved 
$240,000  the  first  year. 

Others  use  our  Thrift/Mate™  fluorescent 
lamps  to  reduce  energy  consumption  as  much 
as  50%,  with  corresponding  reduction 
in  light  level. 


Saving  by  design. 

Designing  new  lighting  systems  can  lead 
even  greater  savings.  You  can  utilize  the  ex- 
traordinary efficiencies  of  such  lamps  as  our 
modern  high-intensity-discharge  types. 

For  example,  a  1000-watt  Sylvania  A 
Super  Metalarc  lamp  produces  almost  M 
twice  the  light  of  a  conventional  1000-  m 
watt  mercury  lamp.  Think  how  much  m 
less  an  installation  needing  only  half  m 
the  lights  would  cost.  Furthermore,  ■ 
the  Super  Metalarc™  light  is  very 
natural  looking,  so  it  can  be  used 
where  color  is  important,  as  in 
supermarkets  and  clothing  stores. 

We're  telecommunications, 
and  then  some. 

Leadership.  It's  the  position  we  like 
to  aim  for  wherever  we  do  business, 
whether  it's  for  the  27,000,000  people 
we  serve  as  the  phone  company  or 
the  many  millions  more  who  buy 
our  Sylvania  brand  flashbulbs 
or  electrical  equipment.  A 

GTE  is  telecommuni- 
cations. And  a  great 
deal  more. 
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One  Stamford  Forum,  Stamford,  Connecticut  06904 


EXPORT  COUNTRY 


A  shrinking  world  has  put  South'  Africa's  wealth  of 
raw  materials  and  competitively  priced  finished 
goods  almost  at  your  doorstep.  Our  computer  link 
puts  you  in  direct  touch  with  exporters  of  products  you 
need.  Modern  transportation  facilities  speed  your 
order,  insuring  confirmed  delivery  dates.  Write  or 
call  one  of  our  offices  to  learn  how  your  competitors 
are  taking  advantage  of  our  strategic  minerals,  agri- 
cultural and  mining  machinery  auto  parts,  oil  drill- 
ing equipment,  foundry  products,  a  range  of  items 
from  fine  footwear  and  knockdown  furniture  to  excel- 
lent wines,  exotic  food  products  and  high  fashions. 

Investment  Inducements 

A  healthy  economy  competitive  labor,  an  excellent 
infrastructure,  a  fine  banking  system  and  an  abun- 
dant supply  of  most  raw  materials  are  only  a  few  of 
the  reasons  why  you  should  invest  in  South  Africa. 
In  1980  foreign  investors,  including  260  major  U.S. 
companies,  made  an  average  profit  of  20%.  One  of 
our  U.S.  offices  can  provide  complete  information 
on  all  aspects  of  investment,  including  the  generous 
incentives  that  are  available  to  investors. 

SOUTH  AFRICA 


Contact  an  Deputy  Consul  General  (Commercial) 

office  South  African  Consulate  General 

listed  at  right.  425  Park  Ave. ,  New  York,  NY  10022  (212)  838-1700 

Your  inquiry 

will  receive  The  Consul  (Commercial) 

our  personal  South  African  Consulate  General 

attention.  1980  S.  Post  Oak  Blvd. ,  Suite  1520 
Houston,  TX  77056  (713)  850-0150 

444  N.  Michigan  Ave.,  Suite  3100 
Chicago,  IL  60611  (312)  828-9200 

9107  Wilshire  Blvd. ,  Suite  400 
Beverly  Hills,  CA  90210  (213)  858-0380 


Fifty  Fifty* 

These  are  odds  that  no  one  would  care  to  bet  on.  But  the  thousands  of 
sons  and  daughters  of  Huntington's  Disease  patients  have  no  choice. 
They  were  born  with  a  50/50  chance  of  inheriting  this  terrifying,  fatal  illness. 
For  potential  H.D.  victims,  everyday  is  a  gamble.  And  if  they  lose,  it's  for  keeps 

Give  generously  to  the  National  Huntington's  Disease  Association. 
Help  make  this  generation  its  last. 

K>  National  Huntington's  Disease  Association  128A  East  74  Street,  New  York 


society;  but  those  causes  affect  the 
one  and  the  other  very  differently. 

The  increase  of  stock,  which  raises 
wages,  tends  to  lower  profit.  When 
the  stocks  of  many  rich  merchants 
are  turned  into  the  same  trade,  their 
mutual  competition  naturally  tends  to 
lower  its  profit;  and  when  there  is  a 
like  increase  of  stock  in  all  the  differ- 
ent trades  carried  on  in  the  same  soci- 
ety, the  same  competition  must  pro- 
duce the  same  effect  in  them  all. 

The  over-weening  conceit  which 
the  greater  part  of  men  have  of 
their  own  abilities,  is  an  ancient  evil 
remarked  by  the  philosophers  and 
moralists  of  all  ages.  Their  absurd 
presumption  in  their  own  good  for- 
tune, has  been  less  taken  notice  of.  It 
is,  however,  if  possible,  still  more 
universal.  There  is  no  man  living 
who,  when  in  tolerable  health  and 
^^r^^^^^r^^on^e^^^r^^^r^T^^ 

After  the  division  of  la 
bor  has  taken  place, 
a  man's  "necessaries, 

conveniencies  and 
amusements"  are  only 
a  part  of  his  own  labor. 


chance  of  gain  is  by  every  man  more 
or  less  over-valued,  and  tbe  chance  of 
loss  is  by  most  men  under-valued, 
and  by  scarce  any  man,  who  is  in 
tolerable  health  and  spirits,  valued 
more  than  it  is  worth. 

People  of  the  same  trade  seldom 
meet  together,  even  for  merri- 
ment and  diversion,  but  the  conver- 
sation ends  in  a  conspiracy  against 
the  public,  or  in  some  contrivance  to 
raise  prices.  It  is  impossible  indeed  to 
prevent  such  meetings,  by  any  law 
which  either  could  be  executed,  or 
would  be  consistent  with  liberty  and 
justice.  But  though  the  law  cannot 
hinder  people  of  the  same  trade  from 
sometimes  assembling  together,  it 
ought  to  do  nothing  to  facilitate  such 
assemblies;  much  less  to  render  them 
necessary. 

Our  merchants  and  master-manu- 
facturers complain  much  of  the  bad 
effects  of  high  wages  in  raising  the 
price,  and  thereby  lessening  the  sale 
of  their  goods  both  at  home  and 
abroad.  They  say  nothing  concern- 
ing the  bad  effects  of  high  profits. 
They  are  silent  with  regard  to  the 
pernicious    effects    of    their  own 
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IN  THE  WORLD:  MINDING  EVERYBODY'S  BUSINESS. 
A  free  and  open  flow  of  accurate  information  is  at  the 
heart  of  world  trade.  The  international  executive 
requires  and  demands  the  international  view— the 
local  sources,  the  business  base,  the  insights  and 
ideas  that  come  together  as  the  critical  difference  in 
perspective. 


Newsweek  Inc  —1981 


Illustration  John  Clift 


Unique  to  Newsweek  International:  a  staff  of  international  busi- 
ness editors,  out  of  whose  critical  perspective  comes  the  cogent 
weekly  summary,  "The  International  Marketplace  ]  the  expert  and 
exclusive  Newsweek  economic  forecasts.  One  more  reason  why, 
each  week,  more  than  2,000,000  readers  in  193  countries  turn  to 
Newsweek  International  as  the  magazine  to  fill  their  needs.  As  do 
more  than  600  advertisers.  Shouldn't  you  be  among  them  ? 

SALES  OFFICES  New  York  •  Chicago  •  Los  Angeles  •  San  Francisco  •  London  •  Amsterdam 
•  Frankfurt/ Main  •  Geneva  •  Paris •  Rome-  Hong  Kong •  Manila  •  Sydney'  Tokyo 
CONTACT  Harold  L  Leddy.Jr,  444  Madison  Avenue.  New  York  NY  10022 
Tel  212/350-2565  Telex  RCA  23401 1/TTT  420395/ WUI 620364 
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gains.  They  complain  only  of  those 
of  other  people. 

Rent,  it  is  to  be  observed,  .  .  .  en- 
ters into  the  composition  of  the 
price  of  commodities  in  a  different 
way  from  wages  and  profit.  High  or 
low  wages  and  profit,  are  the  causes  of 
high  or  low  price;  high  or  low  rent  is 
the  effect  of  it.  It  is  because  high  or 
low  wages  and  profit  must  be  paid,  in 
order  to  bring  a  particular  commodity 
to  market,  that  its  price  is  high  or 
low.  But  it  is  because  its  price  is  high 
or  low;  a  great  deal  more,  or  very  little 
more,  or  no  more,  than  what  is  suffi- 
cient to  pay  those  wages  and  profit, 
that  it  affords  a  high  rent,  or  a  low 
rent,  or  no  rent  at  all. 

As  every  individual,  therefore,  en- 
deavours as  much  as  he  can  both  to 
employ  his  capital  in  the  support  of 
domestic  industry,  and  so  to  direct 
that  industry  that  its  produce  may 
be  of  the  greatest  value;  every  indi- 
vidual necessarily  labours  to  render 
the  annual  revenue  of  the  society  as 
great  as  he  can.  He  generally,  in- 
deed, neither  intends  to  promote 
the  public  interest,  nor  knows  how 
much  he  is  promoting  it  .  .  .  he  in- 
tends only  his  own  security;  and  by 
directing  that  industry  in  such  a 
manner  as  its  produce  may  be  of 


the  greatest  value,  he  intends  only 
his  own  gain,  and  he  is  in  this,  as 
in  many  other  cases,  led  by  an  in- 
visible hand  to  promote  an  end 
which  was  no  part  of  his  intention. 
Nor  is  it  always  the  worse  for  the 
society  that  it  was  no  part  of  it.  By 
pursuing  his  own  interest  he  fre- 
quently promotes  that  of  the  society 
more  effectually  than  when  he  really 
intends  to  promote  it.  I  have  never 
known  much  good  done  by  those 


Though  the  law  cannot 

hinder  people  of  the 
same  trade  from  occa 
sional  assembly,  it 
ought  not  facilitate 
such  assemblies. 


who  affected  to  trade  for  the  public 
good.  It  is  an  affectation,  indeed,  not 
very  common  among  merchants,  and 
very  few  words  need  be  employed  in 
dissuading  them  from  it. 

The  late  resolution  of  the  Quakers 
in  Pennsylvania  to  set  at  liberty  all 
their  negro  slaves,  may  satisfy  us  that 
their  number  cannot  be  very  great. 


Had  they  made  any  considerable  part 
of  their  property,  such  a  resolution 
could  never  have  been  agreed  to. 

A  rich  country,  in  the  same  man- 
ner as  a  rich  man,  is  supposed  to  be  a 
country  abounding  in  money;  and  to 
heap  up  gold  and  silver  in  any  coun- 
try is  supposed  to  be  the  readiest  way 
to  enrich  it.  .  .  .  Others  admit  that  if 
a  nation  could  be  separated  from  all 
the  world,  it  would  be  of  no  conse- 
quence how  much,  or  how  little  mon- 
ey circulated  in  it.  The  consumable 
goods  which  were  circulated  by 
means  of  this  money,  would  only  be 
exchanged  for  a  greater  or  a  smaller 
number  of  pieces;  but  the  real  wealth 
or  poverty  of  the  country,  they  allow, 
would  depend  altogether  upon  the 
abundance  or  scarcity  of  those  con- 
sumable goods. 

The  trade  of  a  joint  stock  com- 
pany is  always  managed  by  a  court 
of  directors.  This  court,  indeed,  is 
frequently  subject,  in  many  respects, 
to  the  control  of  a  general  court  of 
proprietors.  But  the  greater  part  of 
those  proprietors  seldom  pretend  to 
understand  any  thing  of  the  busi- 
ness of  the  company;  and  when  the 
spirit  of  faction  happens  not  to  pre- 
vail among  them,  give  themselves 
no  trouble  about  it,  but  receive  con- 


"MY  BOSS  GETS 
MORE  DONE  WITH 
INSIGHT  FROM  LANIER!' 


—  Lydia  Carstensen,  Secretary  to  Arnold  Palmer 


With  the  growing  need  for  productivity,  you  and  your  secretary  need  all  the  help  you  can 
get.  That's  why  you  need  Insight™— the  compact  new  microcassette  desktop  dictation 
machine  from  Lanier. 

So  sophisticated,  it's  simple.  Insight  is  packed  with  wizardry  to  let  you  concentrate 
on  your  work  instead  of  the  machine.  Like  a  microprocessor  that  sends  a  constant 
flow  of  information  to  digital  displays.  A  4.7  oz.  microphone  with  all  the  controls  where 
they  should  be.  Instructional  and  document  cueing.  Lanier's  exclusive  automatic 
production  totalling,  and  a  host  of  other  features  are  all  right  within  your  grasp. 

Insight  keeps  you  in  touch.  The  moment  you  begin  dictating,  Insight  records 
more  than  just  your  words.  The  digital  displays  light  up  with  information.  You  can 
see  the  number  of  documents  you  dictate,  the  length  of  each  and  which  one 
you're  on.  Even  the  number  of  special  notes  you  make  in  your  work.  So  you 
always  know  where  you  stand. 

It's  as  if  your  secretary  could  road  your  mind.  With  Insight,  your  secretary 
knows  what  you  had  in  mind  before  she  starts  typing.  It's  like  giving  her  a  blue- 
print. All  your  special  instructions,  like  after  thoughts  or  out-of-sequence 
priority  work,  stand  out.  The  unit  automatically  stops  at  your  instructions. 
She  knows  how  much  there  is  to  do.  And,  as  she  types,  Insight 


tentedly  such  half  yearly  or  yearly 
dividend,  as  the  directors  think 
proper  to  make  to  them.  .  .  .  The  di- 
rectors of  such  companies,  however, 
being  the  managers  rather  of  other 
people's  money  than  of  their  own, 
it  cannot  well  be  expected,  that 
they  should  watch  over  it  with  the 
same  anxious  vigilance  with  which 
the  partners  in  a  private  copartnery 
frequently  watch  over  their  own. 
Like  the  stewards  of  a  rich  man, 
they  are  apt  to  consider  attention  to 
small  matters  as  not  for  their  mas- 
ter's honour,  and  very  easily  give 
themselves  a  dispensation  from  hav- 
ing it.  Negligence  and  profusion, 
therefore,  must  always  prevail,  more 
or  less,  in  the  management  of  the 
affairs  of  such  a  company. 

In  the  university  of  Oxford,  the 
greater  part  of  the  public  profes- 
sors have,  for  these  many  years,  giv- 
en up  altogether  even  the  pretence 
of  teaching. 

The  subjects  of  every  state  ought 
to  contribute  towards  the  support  of 
the  government,  as  nearly  as  possi- 
ble, in  proportion  to  their  respective 
abilities;  that  is,  in  proportion  to 
the  revenue  which  they  respectively 
enjoy  under  the  protection  of  the 
state. 


The  tax  which  each  individual  is 
bound  to  pay  ought  to  be  certain,  and 
not  arbitrary.  The  time  of  payment, 
the  manner  of  payment,  the  quantity 
to  be  paid,  ought  all  to  be  clear  and 
plain  to  the  contributor,  and  to  every 
other  person. 

Every  tax  ought  to  be  levied  at  the 
time,  or  in  the  manner,  in  which  it  is 
most  likely  to  be  convenient  for  the 
contributor  to  pay  it. 


The  time  arid  manner 
and  quantity  of  payment 
[of  taxes],  should  be  plain 
to  the  contributor, 
and  to  every 
other  person. 


Every  tax  ought  to  be  so  contrived 
as  both  to  take  out  and  to  keep  out  of 
the  pockets  of  the  people  as  little  as 
possible,  over  and  above  what  it 
brings  into  the  public  treasury  of  the 
state. 

The  canton  of  Underwald  [Unter- 
walden]  in  Switzerland  is  frequently 


ravaged  by  storms  and  inundations, 
and  is  thereby  exposed  to  extraordi- 
nary expences.  Upon  such  occasions 
the  people  assemble,  and  every  one 
is  said  to  declare  with  the  greatest 
frankness  what  he  is  worth,  in  or- 
der to  be  taxed  accordingly.  At  Zur- 
ich the  law  orders,  that,  in  cases  of 
necessity,  every  one  should  be  taxed 
in  proportion  to  his  revenue;  the 
amount  of  which,  he  is  obliged  to 
declare  upon  oath.  They  have  no 
suspicion,  it  is  said,  that  any  of 
their  fellow-citizens  will  deceive 
them.  At  Basil  the  principal  revenue 
of  the  state  arises  from  a  small  cus- 
tom upon  goods  exported.  All  the 
citizens  make  oath  that  they  will 
pay  every  three  months  all  the  taxes 
imposed  by  the  law.  All  merchants 
and  even  all  inn-keepers  are  trusted 
with  keeping  themselves  the  ac- 
count of  the  goods  which  they  sell 
either  within  or  without  the  terri- 
tory. At  the  end  of  every  three 
months  they  send  this  account  to 
the  treasurer,  with  the  amount  of 
the  tax  computed  at  the  bottom  of 
it.  It  is  not  suspected  that  the  rev- 
enue suffers  by  this  confidence.  To 
oblige  every  citizen  to  declare  pub- 
licly upon  oath  the  amount  of  his 
fortune,  must  not,  it  seems,  in 
those  Swiss  cantons,  be  reckoned  a 
hardship. 


"MY  SECRETARY  GETS 
_  MORE  DONE  WITH 
m  INSIGHT  FROM  LANIER'.' 

wSmBfi?        „.,,,  — Arnold  Palmer 


automatically  counts  down  what  is  left.  She  even  knows  how  much  she's 
done  because  Insight  automatically  keeps  track  for  her. 

Get  Insight  into  your  work.  Find  out  how  you  and  your  secretary  can 
get  more  done  by  using  Insight.  Call  (800)  241  -1 706  toll-free.  In  Georgia, 
call  (404)  321  -1244  collect.  Or  send  in  the  coupon. 
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Adam  Smith  is  the 
classic  defender  of 
capitalism  and  free  enterprise. 
And  no  man 
ever  put  sharper  barbs 
into  the  hands  of  its  critics. 


I did  not  think  it  would  be  difficult  to  extract  from 
Adam  Smith  the  20-odd  paragraphs  which  give  the 
flavor  and  substance  of  the  whole.  It  was,  indeed, 
far  easier  than  I  expected;  and  I  venture  to  think 
that  most  students  of  Smith  would  come  up  with 
many,  if  not  most,  of  the  same  passages.  The  reason  is  that 
Adam  Smith  had  a  marvelous  talent  for  summarizing  his 
own  principal  positions  and  an  even  greater  one  for  com- 
pressing a  major  point  into  an  enduring  sentence  or  so. 
Thus  no  one  in  pages  or  a  treatise  was  ever  so  clear  on  the 
impulse  to  restraint  of  competition  as  Smith  in  that  one 
immortal  sentence:  "People  of  the  same  trade  seldom 
meet  together,  even  for  merriment  and  diversion,  but  the 
conversation  ends  in  a  conspiracy  against  the  public,  or  in 
some  contrivance  to  raise  prices."  Not  only  is  the  state- 
ment wonderfully  pointed  and  succinct,  but  it  illustrates 
admirably  another  characteristic  of  the  founding  father. 
He  is  the  classic  defender  of  capitalism  and  free  enterprise. 
And  no  man  ever  put  sharper  barbs  into  the  hands  of  its 
critics. 

Smith  begins,  as  do  these  selections,  with  his  compel- 
ling, but  no  longer  acceptable,  affirmation  that  labor  is  the 
source  of  all  of  a  nation's  wealth — either  of  the  product 
directly  consumed  or  that  exchanged  in  international  trade 
for  the  fruits  of  the  labor  of  oth-  -^^'l^^'^^M^i^^^ 
ers.  Then  he  goes  on,  as  here,  to 
the  proposition  with  which  he  is 
greatly  preoccupied,  that  the  effi- 
cacy of  labor  depends,  above  all, 
on  specialization  to  task  or  what 
he  made  forever  famous  as  the 
division  of  labor.  This  proposi- 
tion he  illustrated,  a  shade  apolo- 
getically,  reference  to  the  M^^^^MMHHHMi 
fling  manufacture"  that  he  had  himself  seen  and  which 
impressed  him  much.  That  was  the  making  of  pins.  Then 
comes  the  thought  that,  if  such  specialization  is  to  be 
possible,  there  must  be  trading  as  between  the  specialists. 
The  division  of  labor  is  not  consistent  with  a  narrow  self- 
supporting  economy;  there  must  be  truck,  trade  and  barter 
and  a  wide  market,  and  the  wider  the  market,  the  greater 
the  specialization  or  division  of  labor  can  be. 

From  the  division  of  labor  then  comes  the  modern 
economy  based  on  markets  and  the  exchange  of  goods. 
The  wider  the  market,  as  noted  above,  the  greater  the 
opportunities  for  specialized  production  and  thus  the 
greater  the  efficiency  in  production.  So  comes  Smith's 
case  for  the  greatest  possible  freedom  in  internal  and 
international  trade. 

It  will  occur  to  the  reader  that  Smith  hangs  a  great  deal 
on  the  division  of  labor  as  manifested  in  the  manufacture 
of  those  pins.  He  does  attribute  more  to  such  specializa- 
tion than  any  modern  view  of  the  elements  affecting  labor 
productivity  would  sustain.  But  for  getting  all  the  appara- 
tus of  markets  and  exchange  into  focus,  it  serves  him 
admirably.  He  can  then  go  on  to  what  determines  ex- 
change value  or  price  and  what  determines  the  disposition 
of  the  resulting  income. 

Here  Smith's  conclusions — his  theory  of  prices  and  of 
wages,  profits  and  rents — are  less  important  than  the 
shape  or  structure  that  he  gave  to  economics.  Not  all  of  his 
conclusions  stood  the  test  of  time,-  not  all  were  right  for 
their  own  time.  But,  following  Smith  for  most  of  the  next 
two  centuries,  economics  was  overwhelmingly  engaged 
with  the  theory  of  price  and  the  theory  of  distribution. 


After  these  great  issues  had  been  resolved  by  the  textbooks 
and  in  the  classrooms,  everything  else  would  be  detail. 

And  on  both  the  theory  of  value  and  of  distribution, 
there  are  great  flashes  of  insight,  as  the  preceding  pages 
make  clear.  He  anticipates  Malthus  with  the  notion  that 
labor  multiplies  to  absorb  the  means  of  subsistence,  a  far 
from  irrelevant  idea  in  Britain,  and  more  particularly  in 
Ireland,  at  the  time.  He  notices  the  relative  weakness  of 
labor  in  its  bargaining  position  and  comes  close  to  accord- 
ing a  special  sanction  to  trade  unions.  He  notes  that  a 
nation's  wealth  is  independent  of  the  prices  in  which  it  is 
valued.  He  identifies  the  "invisible  hand,"  another  endur- 
ing phrase,  which  leads  the  participant  in  industry  and 
commerce  "to  promote  an  end  that  was  no  part  of  his 
intention."  There  is  here  also  one  of  the  notable  and  less 
forgivable  misinterpretations  of  Smith.  The  too-literally 
devout  have  read  into  the  reference  to  the  invisible  hand  a 
spiritual  or  supernatural  justification  for  the  market  econo- 
my. It  is  as  certain  as  anything  of  this  sort  can  be  that 
Smith,  a  man  of  the  Enlightenment,  had  no  such  inten- 
tion. Any  great  writer  should  be  allowed  his  metaphor. 

On  numerous  other  subjects,  as  the  foregoing  selections 
also  tell,  Smith  writes  with  compelling  charm.  One  rel- 
ishes his  reference  to  the  Quakers  of  Pennsylvania  and 
HHHHH  their  slaves,  a  thought  which 
could  owe  much  to  his  acquaint- 
ance with  Benjamin  Franklin. 
Grim  honesty  required  that  I  in- 
clude Adam  Smith's  comment  on 
the  work  habits  of  professors — 
the  Oxford  public  professors. 
These  got  paid  a  flat  salary  at  the 
time,  as  compared  with  the  more 
•'^^SP*PSSRgaa^!^M  diligent  teachers  who  depended 
for  their  compensation  on  the  fees  of  the  students  they 
attracted. 

Adam  Smith's  canons  of  taxation  are,  in  the  main,  still 
relevant  today.  It  has  always  been  my  feeling  that,  having 
expressed  himself  in  favor  of  a  proportional  income  tax  in 
1776,  Smith  would  have  gone  on  to  a  progressive  one  by 
now.  His  case  that  taxes  should  be  convenient  and  certain 
and  that  costs  of  collection  should  be  as  small  as  possible — 
that  they  should  "take  out  and  keep  out  of  the  pockets  of 
the  people  as  little  as  possible  over  and  above  what  it 
brings  into  the  public  treasury" — can  still  be  accepted. 
There  will  be  general  pleasure  in  the  discovery  through 
Smith  that  the  Swiss  were  not  always  as  reticent  as  now  in 
financial  matters— that  in  those  years,  "To  oblige  every 
citizen  to  declare  publicly  upon  oath  the  amount  of  his 
fortune,  must  not  in  those  Swiss  cantons  [Unterwalden 
and  Zurich,  no  less!]  be  reckoned  a  hardship." 

The  greatest  modern  unease  about  Smith  could  concern 
his  position  on  corporations.  These  he  greatly  deplored; 
nothing,  he  believed,  could  be  a  greater  menace  to  his 
system.  He  had  a  low  view  of  their  efficiency,  a  highly 
developed  conviction  as  to  their  impulse  to  market  control 
and  monopoly.  He  would  be  appalled  were  he  to  return 
today  and  see  how  much  of  the  economic  life  of  the  U.S.  is 
under  the  aegis  of  the  largest  500  or  1,000  corporations. 
And  similarly  in  Japan,  Britain,  Germany  and  the  other 
industrial  countries.  Indeed,  it  occurs  to  me  that  for  some 
early  meeting  of  the  Business  Roundtable  he  should  be 
brought  back.  He  would  be  an  engaging,  surprising  and 
wonderfully  disconcerting  visitor.  It's  not  completely  cer- 
tain that  he  would  be  invited  again.  ■ 
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Delta  is  an  air  line  run  by  more  than  36,000 
irofessionals.  Like  Pam  Carnes,  Reservations 
Sales  Agent. 

For  seven  of  Pam's  eight  years  with  Delta, 
she's  helped  make  telephone  reservations.  She's 
ailed  on  nearly  100  times  a  day  to  get  someone's  trip 
if  to  a  flying  start. 
In  seconds,  Pam  can  spot  a  convenient  flight  for  a  customer, 
d  give  all  the  fare  facts  on  Delta  or  any  of  126  other  airlines, 
lus  reserve  a  rental  car  at  almost  any  Delta  destination, 
hanks  to  the  Deltamatic  computer. 

Her  goal  is  to  see  that  everyone  who  calls  gets  the 
right  flight  at  the  right  price.  She's  a  Delta  professional. 
Delta  is  ready  when  you  are.® 


rhis  is  Delta  s  Wide-Ride  Lock  heed  L-lOll  TriStar,  with  "living  • 
•oom  " cabins  8  feet  high  and  19  feet  wide.  You  fly  in  quiet  luxury. 


They  might  give  Detroit  fits  but  Japanese 
cars  are  a  hard  sell  to  their  own  people 
these  days. 


Good  evening, 
honored  customer 


By  Kathleen  K.  Wiegner 

At  Tokyo  Nissan  Auto  Sales, 
Japan's  largest  Nissan  dealer- 
k  ship,  the  workday  really  be- 
gins when  most  other  people  in  To- 
kyo are  slipping  off  their  shoes  at 
home.  That's  when  Tokyo  Nissan's 
500  salesmen  fan  out  across  the  city, 
prospect  lists  in  hand,  to 
start  knocking  on  doors. 
In  (apan  you  don't  have  to 
go  to  the  showroom  to 
look  at  a  new  car,  the 
salesman  comes  to  you. 
And  these  days  the  sell  is 
hard.  Japanese  carmakers 
may  terrorize  their  inter- 
national competition,  but 
they  are  having  a  rough 
time  at  home. 

With  38  million  vehi- 
cles on  the  road,  Japan  is 
the  second-largest  auto 
market  in  the  world.  It's  a 
market  that  is  fast  matur- 
ing. A  sluggish  economy, 
higher  prices  and  consum- 
er caution  born  of  succes- 
sive oil  shocks  are  also 
taking  their  toll  on  the 
Japanese  love  affair  with 
the  automobile.  Half  the 
new  cars  sold  in  Japan 

now    are  replacements,   

and  the  replacement  cycle  is  getting 
longer  as  the  Japanese,  as  Americans 
did  before  them,  start  looking  on  the 
auto  more  as  a  form  of  transportation 
and  less  as  a  status  symbol. 

True,  new-car  sales  in  Japan  jumped 
8.2%  in  April — the  first  year-to-year 
gain  in  14  months — but  that  was 
largely  because  of  buying  to  beat  a 
hike  in  the  commodity  tax  imposed 
on  all  new  autos.  The  very  next 
month  sales  dropped  16%  from  a  year 
earlier,  and  have  kept  falling  since.  All 


this  comes  at  a  time  when  exports, 
the  traditional  Japanese  solution,  are 
restrained  by  protectionist  pressures 
in  the  U.S.  and  Europe  and  gains  are 
coming  largely  in  developing  coun- 
tries in  Africa  and  Latin  America 
where  margins  are  not  nearly  as  good. 

Auto  ownership  has  become  an  ex- 
pensive proposition  in  Japan.  The  av- 


Tokyo  Nissan's  showroom  in  Roppongi 'section  of  Tokyo 
The  real  selling  is  not  on  the  floor,  but  at  the  door, 


erage  car  price  jumped  15%  over  the 
last  year,  to  around  $4,400,  or  about 
30%  of  the  $15,000  that  workers  at  a 
major  corporation  may  average  in  sal- 
ary and  bonuses  annually.  Result:  The 
country's  efficient  public  network  of 
trains  and  subways  has  become  more 
and  more  appealing,  particularly  in 
congested  urban  sprawls  like  Tokyo, 
where  on  any  day  it  feels  as  if  all  of 
that  city's  2.9  million  cars  and  trucks 
are  wheeling  down  the  narrow  streets 
at  once.  Roads  out  of  the  cities  are  so 


inadequate  that  for  long  distances 
most  people  take  high-speed  bullet 
trains  or  fly.  Getting  a  driver's  license 
is  a  complicated  and  expensive  pro- 
cess (around  $900).  Gasoline  now  runs 
$3  a  gallon  and,  since  May,  car  buyers 
must  pay  a  hefty  17%  to  22%  com- 
modity tax  on  new  cars,  depending  on 
the  engine  displacement. 

Then  there's  parking.  In  any  city  of 
over  50,000  people  no  one  can  buy  a 
car  unless  he  has  a  certificate  from  the 
police  proving  he  has  a  place  to  park 
it.  That  can  cost  over  $100  a  month 
and  authorities  frown  on  anyone  try- 
ing to  get  a  certificate  for  a  second  car. 

What's  an  automaker  to  do?  The 
Japanese  are  relying  on  some 
strengths  that  Detroit  had  better  hope 
they  never  start  exporting — their 
powerful  dealerships  and  those  deal- 
ers' energetic  salesmen. 

Take  the  two  industry  giants, 
Toyota  Motor  Co.  and  Nissan  Motor 
Co.,  which  together  share  53%  of  the 
Japanese  auto  market.  Both  are  put- 
ting pressure  on  their  dealers — and  of- 
fering rewards.  If  a  dealer  can  turn  a 
Nissan  owner  into  a  Toyota  owner 
(known  as  the  "conqueror  rate"), 
Toyota  gives  him  a  bonus 
allowing  the  dealer  to  of- 
fer the  customer  a  better 
deal  on  the  trade-in.  New 
cars  are  seldom  discount- 
ed heavily,  in  part  because 
lapan  has  a  fair  trade  law, 
but  that  doesn't  stop  a 
dealer  from  shaving  the 
price  on  the  stereo  system 
or  the  air-conditioning. 
The  buyer  often  takes  the 
salesman's  advice  on  such 
matters,  too,  because — in 
contrast  to  the  U.S.  ste- 
reotype of  car  salesmen  as 
sharpies,  the  Japanese 
trust  them.  Says  Toshi- 
tada  Yamashita,  Tokyo 
Nissan  sales  manager, 
"one  of  the  major  differ- 
ences in  selling  cars  in  Ja- 
pan and  overseas  is  the 
power  of  the  salesman  to 
determine  things  such  as 

  what  model  to  buy,  what 

options — even  when  to  buy.  Half  of 
Japanese  car  buyers  buy  on  the  basis 
of  trust  in  their  salesman." 

If  that  sounds  strange  to  American 
ears,  consider  what  a  Japanese  auto 
salesman  will  do  after  the  customer 
signs  on  the  dotted  line.  Customarily, 
he  visits  the  buyer's  home  three  or 
four  times  during  the  car's  first  year, 
just  to  see  how  it's  running.  A  me- 
chanic also  shows  up  periodically. 
The  salesman  dutifully  calls  to  remind 
the  motorist  when  it's  time  for  the 
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GAS 

Option 
update 


NEW  GAS  WELL 
COMPLETIONS 


1955 
3.613 


News  on  the  critical  role  of  gas  energy  in  meeting  America's  energy  needs— today  and  tomorrow. 

Record  levels  reached  in  gas  exploration  and  drilling  activities. 

Evidence  is  growing  that  the  United  States  has  significant  natu- 
ral and  supplemental  gas  supplies  to  tap  well  into  the  next  cen- 
tury. More  than  15,700  gas  wells  were  completed  last  year— a 
seven  percent  increase  over  1979.  In  addition,  the  total  rig 
count  has  reached  an  all-time  high.  As  of  March  1981,  3,595 
drilling  rigs  were  in  actual  operation,  surpassing  the  previous 
record  of  2,991  set  in  December  1955.  And  underscoring  the  oil 
and  gas  industries'  optimistic  drilling  plans,  seismic  crew  activ- 
ity (the  first  step  in  the  exploration  process)  increased  by  more 
than  30  percent  in  1980.  This  represents  the  highest  level  of 
crew  activity  since  1952. 

Methane  transportation  makes  strides. 

!Methane,  the  chief  component  of  natural  gas,  currently  powers 
over  300,000  light  vehicles  in  use  around  the  world,  but  only 
about  20,000  methane  vehicles  are  used  in  the  United  States, 
^nd  while  the  use  of  methane  as  a  transportation  fuel  is  not  new, 
only  recently  has  serious  attention  been  focused  on  its  enormous 
DOtential  for  reducing  America's  dependence  on  foreign  oil. 

Over  half  of  the  petroleum  consumption  of  the  U.S.  is  in  the 
ransportation  sector.  A  significant  percentage  of  the  gasoline 
onsumed  is  in  the  fleet  vehicle  sector,  and  could  be  replaced  by 
■nethane  or  compressed  natural  gas.  Recognizing  the  potential 
of  methane-powered  vehicles  for  reducing  oil  imports,  Congress 
ecently  passed  the  Methane  Transportation,  Research,  Develop- 
ment and  Demonstration  Act  to  enhance  the  use  of  natural  gas 
as  a  vehicular  transportation  fuel. 


1980 
5,737 


Study  shows  benef  its  of 
substituting  North  American 
pipeline  gas  imports  for 
OPEC  oil. 

The  U.S.  economy  would  benefitfrom  replacing 
OPEC  oil  with  increased  imports  of  gas  energy  by 
pipeline  from  Canada  and  Mexico,  specifically  in  the 
short-terrri.  For  example,  recent  analyses  show  sub- 
stitution of  1  Tcf  of  natural  gas  imported  from  our 
North  American  neighbors  for  an  equivalent  amount 
of  OPEC  oil  would  produce  a  benefitto  the  U.S.  as 
high  as  $1.3  to  $3.5  billion  annually  in  terms  of  an 
improved  balance  of  trade,  and,  if  carried  out  as  part 
of  an  overall  program  to  reduce  oil  imports,  a  stabiliz- 
ing impact  on  world  oil  prices.  Of  course,  the  Mexican 
and  Canadian  economies  would  accrue  substantial 
benefits  as  well,  as  would  the  value  of  the  U.S.  dollar. 


Conversion  trend  indicates  growing  consumer  confidence  in  gas. 

il-to-gas  heating  conversions  increased  dramatically  in  1979, 
according  to  A  G. A.  figures.  Over  365,000  househeating  units 

ere  converted  to  gas,  largely  from  oil,  a  155  percent  increase 

ver  1978  levels.  Conversions  to  gas  in  1980  have  been  estimated 
o  be  even  greater  than  in  1979—383,000.  This  upsurge  in  con- 

ersions  is  attributed  to  the  greatly  improved  gas  supply  picture 
oilowing  the  enactment  of  the  Natural  Gas  Policy  Act  of  1978. 

he  economic  attractiveness  of  gas  compared  with  other  fuels 

as  also  been  an  important  factor. 


Gas:  The  future  belongs  to  the  efficient. 

For  more  information,  write  to  American  Gas  Association.  Dept  32-DD.  1515  Wilson  Blvd  ,  Arlingtor  Va  22209  c  1981 


5,000-mile  checkup — he  will 
even  come  by  to  drive  the  car  to 
the  shop. 

The  Japanese  dealer  has  other 
things  going  for  him,  besides  a 
sales  force  with  a  lot  of  hustle. 
For  one  thing,  70%  of  all  Japa- 
nese car  buyers  pay  cash.  Those 
who  do  finance  can  get  rates  as 
low  as  6.5%.  As  for  inventory 
financing,  Toyota,  for  example, 
gives  the  dealer  50  days  to  pay 
for  a  shipment.  By  that  time  the 
cars  will  probably  be  sold — so 
Toyota  has  done  the  financing. 
In  the  cooperative  Japanese 
business  structure  (a  Toyota 
dealer,  for  example,  would  never 
consider  switching  alliances), 
dealers  work  closely  not  only 
with  the  manufacturer  but  also 
with  other  dealers. 

Nissan  has  some  equity  rela- 
tionship with  over  40%  of  its 
dealers.  And  if  Yamashita  misses  on 
his  three-month  forecast  to  the 
manufacturer  and  doesn't  order  the 
correct  assortment  of  cars,  he  can 
go  shopping  at  another  Nissan  deal- 
er for  the  models  h'1  needs.  Dealers 
for  Toyota  and  Nissan  each  have 
joint  ventures  for  two  of  Japan's 
largest  rental  car  agencies. 

Dealerships  in  Japan  are  not  mom- 
and-pop  outfits  but  mammoth  enter- 
prises. As  a  result  they  can  weather  a 
slowdown  better  than  their  U.S. 
brothers.  Tokyo  Nissan,  for  example, 
had  1980  sales  of  over  $300  million.  It 
operates  18  showrooms,  17  used  car 
lots  and  22  service  garages  employing 
600  mechanics.  Tokyo  Toyopet,  the 
largest  car  dealer  in  Japan,  employs 
5,000  people,  operates  50  offices  and 
moves  7,000  new  cars  and  8,000  used 
cars  a  month. 

Best  of  all  Japanese  dealers  have  the 
shaken  going  for  them.  Every  two 
years,  every  car  in  Japan  must  be 
brought  in  for  inspection.  Failure  to 
meet  stringent  safety  and  pollution 
laws  could  lead  to  an  arrest  and  no  car 
can  be  resold  without  a  valid  shaken 
sticker. 

A  crumpled  fender  or  a  bashed-in 
trunk  is  a  common  sight  in  the  U.S. 
In  Japan  it's  a  safety  code  violation. 
Fix  it,  or  fail  the  shaken .  When  a  car 
is  fairly  new  this  may  cost  around 
$800  (about  half  of  an  average  Japa- 
nese industrial  worker's  semiannual 
bonus).  On  older  cars,  the  cost  may 
be  over  $1,000.  Is  it  all  necessary? 
Japanese  who  understand  the  Ameri- 
can idiom  say  wryly  that  undergoing 
the  inspection  is  like  being  "shaken 
down." 

What  kind  of  car  do  Japanese  buy? 
For  years  they  moved  up  to  "bigger" 


A  mechanic  goes  under  the  hood  of  a  customer's 
A  pain  for  owners,  a  bonanza  for  dealers. 


cars — what  Americans  consider  com- 
pacts and  subcompacts.  Now  that 
trend  has  reversed.  The  Japanese  mo- 
torist is  moving  down — to  tiny  cars 
like  Suzuki  Motor  Co.'s  3-cylinder, 
1,200-pound  Alto,  that  sells  at  just 
over  $2,000,  or  minicars  from  Dai- 
hatsu Motor  Co.,  Fuji  Heavy  Indus- 
tries  Ltd.    and   Mitsubishi  Motors 


Corp.  Midget  cars  and  trucks 
that  get  up  to  49  miles  to  the 
gallon  in  city  driving  now  ac- 
count for  about  10%  of  Japan's 
1 1 -million-unit  annual  produc- 
tion. Fuji  now  has  a  5,000-order 
backlog,  and  Daihatsu  is  pro- 
ducing 9,000  midgets  a  month 
and  still  is  unable  to  fill  the 
demand. 

The  government — possibly 
eyeing  future  export  markets  in 
Asia  and  Latin  America — favors 
minis  with  preferential  tax  and 
insurance  treatment,  and  young 
Japanese  in  their  20s  who  have 
never  owned  a  car  before  are 
snapping  them  up. 

As     domestic  competition 
heats  up,  carmakers  are  resort- 
ing to  what  is  known  in  Detroit 
car     as  the  "more-car-per-car"  strat- 
egy— i.e. ,  if  you  can't  sell  more 

  cars,  sell  more  car.  Japanese  cars 

are  beginning  to  look  more  and  more 
like  computers,  with  digital  speedom- 
eters, trip  computers,  tachometers 
that  trace  lighted  curves  and  bar 
graphs  for  fuel  and  temperature 
gauges — all  at  an  increased  price,  of 
course.  As  any  American  marketing 
man  knows,  that's  a  sure  sign  the 
market  has  matured.  ■ 


As  taxpayers,  Britons  pay  billions  to  keep 
British  Leyland  afloat.  As  consumers,  they 
pay  again.  Fortunately  . . . 


The  market 
finds  a  way 


By  Barbara  Ellis 


A shiny  new  Jaguar  from  British 
Leyland's  Coventry  factory 
I  costs  $29,280,  pretax,  in  Lon- 
don. A  virtually  identical  car — made 
in  the  same  factory — costs  $15,555  in 
Frankfurt.  British  Leyland's  Mini 
Metro  goes  for  $6,100  in  Britain  but 
just  $4,026  in  Belgium. 

What's  going  on?  British  Leyland  is 
trying  to  keep  itself  afloat  by  soaking 


the  British  twice — once  as  taxpayers, 
to  subsidize  BL's  mounting  losses  (a 
record  $1.1  billion  last  year)  and  again 
by  charging  a  markup  to  Britons 
only — on  the  selling  price  of  the  car. 
Fortunately,  though,  markets  abhor  a 
vacuum,  and  clever  entrepreneurs 
usually  fill  it. 

The  problem  is  this:  British  cars 
cost  more  to  produce  than  Continen- 
tal ones.  But  it  is  local  markets  that 
set  auto  prices.  That  means  that  to 
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THE  OTHER  NORTHERN  IRELAND: 


He  probes  scientific 
frontiers— underwater 
and  in  Northern  Ireland 
electronics  industry. 


WHY  DOES  THE  WORLD'S  LEAD1NC 
SCIENCE  MAGAZINE  THIN, 
SCIENCE  FICTION  IS  SO  IMPORTANT 

CAUSE  OF  MEN1IKE  EdSAR  ALLAN  POt 


!  -J- 


1  j 


•  'f-V 


"Another  of  these  nriigi 
t;  i  constwctej±..d* creature 
.  that  put  to  shame  even 
the  geniuspf  him  who 
made.lt  j'fdr  so  great  wen 
its  reasoning  powers  that 
in  a  seconcl/it  perfofmec 
calculations  of  so  vost  an 
extent  that' Ihey  would" 
* .     have  required  the  Iqbor 
of  fifty  thousand-ffeshly 
men  for  a  year." 

TheThousand-anc 
»it  te^onci.fale  c 
'  Scheherazade,  184. 

OMNI  Magazkie  recognizes  fh< 
.  j     science  is  not  just  the  province  ■ 
u  scientists,  but  of  aU  thirfkirlg  men  or 

women.  That's  why  a  man  like- Edg> 
•    AllaaJ'oe,  whoavas  not  a  soientist  b 
.<*»*ip%>e  father  of  the  modern  detective  ar 
horror  story,  could  conceive  oNr? 
sophisticated  computers  that  toda 
perform  complex  calculations  beyon 
,   .    the  power  of  the  technicians  wbi 
create 'them  .  Poe  .was  a  man'  of  visic 
%  '    and  imagination,  the-most  basi 
,      •    elements  of  Science.  In  his  day,  the 
.       '  'called  the  idea  of  d  mechanics 


•  genius'wjld  speculation,  fiction.  Todai 
'•  we  would  cajl-it  prophetic. 


Which  is  why  OMNI  feels  that  scienci 
fiction  is  as  mucft  a  part  o.f  science  c 
|.  .are  laboratories  and  textbooks. ..an 
why  OMNI  readers  havd  come  to  se 
the  full  scope  of  today's  science-an 
•j^pfromorrow's.  OMNI.  Science  fact  am 
"  science  fiction.  The  Americari'Societi 
of  Journalists  and  Authors  Magazine  c 
the  Year.  For  Qlo/g.LnfQrmglion,  wrife.fd 
the  new  OM^ft?'e"a*a^nt^0lv!e*meri 
Study  conducted  by  Yanketovicl 
'  •  s  Skelly  &  While.  Contact  Beverlei 
Wardale,  Director  of  Advertising  OMr 
Magazine  909  Third  Avenue  New  Yor 
N.Y.  10022.  (212)  593-3301. 

annru 

The  Magazine^fTo'morrow.  ,• 


sell  anything  in  Europe,  BL  must  cut 
its  prices  to  the  bone.  Then  it  makes 
up  the  cuts  by  charging  exorbitant 
prices  in  the  domestic  market,  where 
BL  can  set  the  price.  BL's  foreign 
competitors  gladly  follow  along,  reap- 
ing a  windfall.  This  creates  huge  car- 
price  differentials — and  gaping  arbi- 
trage opportunities — between  Britain 
and  the  Continent.  Because  seven  out 
of  ten  new  cars  sold  in  Britain  now  go 
to  corporations  paying  with  pretax  in- 
come, the  only  party  really  hurt  by 
BL's  pricing  policy  is  the  private  Brit- 
ish buyer.  For  him  or  her,  the  arbi- 
tragers are  a  godsend. 

Take,  for  example,  Stephen  Cohen, 
whose  private  Ebecca  International, 
based  in  West  Sussex,  handles  "per- 
sonal import"  auto  purchases  for  Brit- 
ons. "If  you  buy  and  use  a  car  abroad, 
even  if  you  just  drive  it  down  to  the 
dock,  you  can  bring  it  into  this  coun- 
try and  register  it  legally,"  explains 
Cohen,  who  profitably  sells  new  cars 


"A  few  years  ago,  it  paid 
Greeks  to  buy  cars  in  En- 
gland. Next,  it  may  be  some- 
where in  Africa.  It  goes  with 
exchange  rate  movements 
and  import  regulations." 


to  the  Brits  for  30% -plus  off  the  U.K. 
sticker  price. 

Thousands  of  Britons  have  caught 
on:  The  last  time  an  official  estimate 
was  released,  three  years  ago,  person- 
al imports  were  running  between 
40,000  and  60,000  a  year  out  of  total 
new-car  purchases  by  Britons  of 
about  1.4  million. 

Cohen  is  careful  to  point  out  that  he 
puts  deposits  into  a  blocked  account, 
to  be  released  only  when  the  customer 
actually  has  the  car.  Discounters  have 
recently  had  some  unpleasant  public- 
ity. Last  summer,  German-born 
George  Wiesener  suddenly  left  En- 
gland for  California  not  long  before 
Britain's  Fraud  Squad  started  investi- 
gating allegations  that  his  company, 
Merkant  England,  had  closed  down 
with  around  $400,000  in  deposits  for 
cars  never  delivered.  Now  the  matter 
is  being  argued  in  Parliament. 

Cohen  sees  the  writing  on  the  wall: 
"With  wrangling  in  Parliament  and  so 
on,  I  give  the  business  another  18 
months  in  England."  But  he's  not 
worried:  "This  sort  of  thing  moves 
around  the  world.  A  few  years  ago,  it 
paid  Greeks  to  buy  cars  in  England. 
Next,  it  may  be  somewhere  in  Africa. 
It  goes  with  exchange  rate  move- 
ments and  import  regulations."  The 
market  finds  a  way.  ■ 
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New  Management  Tool! 

It's  called  the  Executive  ScanCard  "  System,  and  it  serves  as  a  por- 
table "control  center"  for  monitoring  all  your  projects  on  a  daily  basis,  so  you 
can  double,  even  triple,  the  number  of  projects  you  can  keep  moving 
simultaneously. 

Easy  to  use 

Projects  are  recorded  on  ScanCard '" 
project  cards  that  can  be  quickly 
scanned  to  jog  your  memory  on 
what's  to  be  done  next. 

Expandable 

Initially  holds  64  projects. 
More  panels  (40  cards 
each)  and  ScanCards  can 
be  ordered  as  needed. 

The  "Executive  Look" 

In  handsome,  rugged  leather 
like  material  that  will  last 
for  years.  Available  in  black, 
brown,  tan,  burgundy  or 
natural  suede. 


Add  $3  shipping  and  handling 
Ohio  residents  add  4'/5%  sales  tax. 


Important  extras 

Includes  pen  holder  and 
space  tor  your  tablet. 
Plus  500  ScanCards 
and  illustrated  instruc- 
tion booklet. 


FREE 

Handy  Pocket  Idea  m 

file  for  carrying  small 
supply  of  ScanCards. 
Jot  your  ideas  on 
cards  and  merge  into  system  later. 


Your  name  printed  here. 


Satisfaction  Guaranteed 

If  for  any  reason  you  are  not 
satisfied,  you  may  return 
the  system  within  30  days  for 
a  full  refund. 


We  honor  American  Express,  MasterCard,  Visa  and  Diners  Club. 


To  order  phone 

800-848-2618 

IN  OHIO  CALL  800-262-2630 


or  mail  check  to 

Executive  ScanCard  ™  Systems  Dept. 40 
6480  Busch  Blvd.  Suite  200 
Columbus,  Ohio  43229 

PATENTS  PENDING '  COPYWRITE  198)  EXECUTIVE  SCANCARD™  SYSTEMS 


CAD0:  MAXI  POWER.  MICRO  PRICE. 


/ 


III  yoyr  accounting, 
tg  and  electronic  mail— all  A 
It  the  same  time! 

fOu  needed  mainframe  comouters  ^ 


un  payables:  track  inventories;  TWX  s^&J 


or  Tetex;  automatically  print  person- 


alised letters ...  ail  at  once.  □  Npw  CADO  does  it  all  at '.a 
micro-low  .price!  □  CADO  includes  Just  Ask™— the  ;  /t/  » 
inquiry  system' thai  lets- you -create  rejwrts* wttHeut-*— A— 
programmer.  □  Selt-teaching  tutorials  make  iUajen  \/  1 
easier,  □  There's  a  CADO  Office  Information  / 
item  with  proven,  off-the-shelf  software  Ho  / 
r  business. 
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If  institutional  investors  are  still  eating 
lunch  with  him,  Alan  Shaw  says,  the  mar- 
ket bottom  is  still  to  come. 


Charting  a  course 
on  Wall  Street 


By  Allan  Sloan 


Alan  Shaw  is  one  of  Wall 
Street's  hardy  band  of  techni- 
k  cal  analysts,  people  who  pre- 
diet  performance  by  watching  market 
indicators  rather  than  by  analyzing 
corporate  fundamentals.  But  before 
talking  business,  he  clears  an  office 
table  of  coleslaw  and  four  untouched 
pickles — the  remnants  of  an  informal 


client  lunch  he  has  just  hosted. 
"When  institutions  are  still  coming  to 
things  like  this,"  he  quips,  "the  bear 
market  can't  be  over." 

Surveys  of  advisory  services,  Shaw 
adds,  show  that  only  about  60%  of 
professional  investors  are  negative  on 
stocks.  When  almost  all  of  them  are 
bearish,  he  explains,  it's  time  to  start 
buying:  People  who  had  stock  to 
dump  have  already  dumped  it. 


The  Money  Men 


That's  a  sample  of  Shaw's  brand  of 
technical  analysis.  Instead  of  probing 
balance  sheet  minutiae,  he  draws  in- 
ferences from  other  data.  Sometimes 
his  sources  border  on  the  wacky.  Last 
spring,  for  example,  Shaw  began  wor- 
rying when  a  special  signal  turned 
bearish.  "A  record  number  of  security 
analysts  were  hired,"  Shaw  explains. 
He  saw  that  as  a  tipoff  that  stock 
prices  were  at  or  near  a  peak.  And  so 
they  were. 

Now  Shaw,  43,  a  first  vice  president 
at  Smith  Barney,  Harris  Upham, 
thinks  that  the  mid-September  slump 
is  more  serious  than  the  declines  of 
October  1978,  October  1979  and  the 
Hunt  silver  debacle  of  early  1980. 
Those  markets  featured  sharp  drops 
on  heavy  volume,  amidst  fears  the 
world  was  ending,  but  the  1981  drop 
has  been  one  miserable,  undramatic 
day  after  another. 

"Unlike  the  other  three,  which  had 
terminal  bear  market  characteristics, 
this  looks  like  the  middle  of  a  real 
bear  market,"  he  claims.  "The  unmis- 
takable trend  is  down.  The  market 
lacks  leadership  from  a  group  point  of 


Smith  Barney  analyst  Alan  Shaw 

"We  need  some  60-million-share  days. 
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view."  What  this  means,  Shaw  ex- 
plains, easily  switching  from  jargon  to 
English,  is  that  "you  had  a  common 
thread  the  other  times  that  didn't  get 
ripped  apart — energy  stocks.  We  don't 
have  anything  like  that  now." 

lust  as  a  bull  market  is  over  when 
everyone  thinks  stocks  have  nowhere 
to  go  but  up,  he  continues,  a  bear 
market  is  over  when  everyone  is  con- 
vinced that  things  can  only  get  worse. 
"When  you  come  to  the  end  of  a  bear 
market,  there's  going  to  be  more  emo- 
tion [read  fear]  than  there  is  now," 
says  Shaw.  "What  you  need  is  a  sharp 
down-spike  on  heavy  volume.  We 
need  some  60-million-share  days  with 
drops,  then  testing  the  lows  later." 

Sitting  in  Smith  Barney's  chart 
room,  where  the  walls  are  covered 
with  charts  of  various  sizes,  colors 
and  degrees  of  seriousness,  Shaw  doc- 
uments his  bearish  conclusions  with 
statistics  like  the  difference  between 
stock  price  advances  and  declines. 
The  advance-decline  numbers  and  ex- 
trapolations based  on  them  are  among 
his  key  indicators.  A  while  back,  even 
when  the  market  indices  were  doing 
reasonably  well,  his  charts  show,  the 
advance-decline  statistics  forecast 
trouble. 

Shaw  doesn't  have  a  fixed  formula 
or  one  favorite  statistic.  He  weighs  a 
variety  of  data,  and  picks  the  conclu- 
sion he  thinks  the  market  is  trying  to 
show  him.  "Some  technical  analysts 
use  computer  models,  but  we  don't," 
he  says.  "It's  an  art,  not  a  science."  At 
no  point,  however,  does  Shaw  talk 
about  price/earnings  ratios,  return  on 
equity  and  the  other  items  dear  to 
most  market  gurus.  These  are  the 
tools  of  conventional  analysts,  whom 
Shaw  calls  "fundamentalists."  They 
try  to  predict  how  well  a  company  or 
industry  will  perform.  Then  they 
draw  conclusions  about  its  stock 
based  on  that  information. 

As  a  technician,  all  Shaw  cares 
about  are  indicators:  charts  of  trading 
activity  that  he  thinks  indicate  a 
price  has  reached  top  or  bottom,  signs 
a  stock  is  about  to  "break  out"  and 
rise  rapidly — or  that  it  will  fall 
through  what  Shaw  considers  a  "sup- 
port level,"  and  drop  like  a  stone.  If 
you  think  Shaw's  charts  have  nothing 
to  do  with  a  company's  financial  per- 
formance, you  are  right.  "We  divorce 
the  company  from  its  shares,"  he 
says.  "All  we  care  about  is  the  stock." 

Shaw,  who  has  a  healthily  humor- 
ous approach  to  his  job,  then  dips  into 
his  own  stock  of  aphorisms  to  explain 
technical  analysis:  "We  believe  the 
footprints  in  the  sand  do  have  a  bear- 
ing on  the  direction  of  the  future,"  or, 
"In  price,  there  is  knowledge."  Shaw 


says  technical  analysis  began  in  the 
late  1800s,  when  there  was  no  SEC, 
no  annual  reports  and  almost  no  infor- 
mation coming  from  companies.  To 
try  to  figure  out  what  insiders  were 
doing,  he  explains,  analysts  drew 
charts  of  stock  activity,  hoping  to 
gain  insight  into  who  was  manipulat- 
ing what  for  whom.  When  corporate 
disclosure  became  a  fact  of  life,  tech- 
nical analysis  hung  on — though  the 
fundamentalists  soon  overtook  it. 

To  simplify  greatly,  a  fundamental- 
ist is  trying  to  outsmart  the  market  by 
picking  a  stock  he  feels  the  market 
has  over-  or  undervalued.  Shaw  is  try- 
ing to  flow  with  the  market,  on  the 
assumption  that  the  market's  mes- 
sage is  the  correct  one,  if  only  it  can 
be  interpreted  properly.  As  you  would 
expect,  there  is  tension  between 
Shaw  and  his  chartists  and  Smith  Bar- 
ney's fundamentalist  analysts.  "We 
technicians  all  need  thick  skin,"  he 
admits. 

In  a  nutshell,  Shaw  is  saying  that 
technical  analysis  can  show  that  a 
good  company  with  fine  prospects 
can  nevertheless  be  a  lousy  stock  to 
purchase. 

Shaw  became  a  technical  analyst 
more  or  less  by  accident.  After  joining 
Harris,  Upham  as  a  trainee  in  re- 


search in  1958,  he  worked  himself  up 
to  following  obscure  industries — like 
shoes  and  food — that  other  analysts 
didn't  want.  Meanwhile,  he  kept  sta- 
tistics for  Ralph  Rotnem,  then  direc- 
tor of  research.  "A  lot  of  the  chart 
stuff  was  interesting,"  Shaw  recalls. 

Late  in  1961,  after  having  urged 
customers  to  buy  food  stocks  15 
months  earlier,  Shaw  saw  ominous 
things  on  his  charts.  At  the  same 
time,  the  industry's  fundamentals  had 
never  looked  better  to  him:  "My 
charts  said  they  would  go  down,  the 
fundamentals  said  it  was  impossible." 

Shaw  went  with  his  charts,  the 
stocks  plunged.  ("I  wasn't  smart 
enough  to  know  45  times  earnings 
was  expensive  for  General  Foods,"  he 
says.  "I  just  knew  the  charts  said  it 
was  time  to  sell.")  That  success  made 
Shaw  a  true-believing  chartist. 

Still,  Alan  Shaw  almost  never  risks 
his  own  money  on  what  his  charts  tell 
him  to  do.  "I've  bought  stocks  only  four 
times,  and  made  money  three  of  them, 
but  I'm  uncomfortable  doing  that,"  he 
says.  "I'm  afraid  that  if  I  own  stocks,  I'll 
lose  my  objectivity."  And  that  to  Shaw 
is  all  important.  Technical  analysts  are 
a  little  like  psychiatrists.  Their  judg- 
ment disappears  when  they  fall  in  love 
with  a  patient.  ■ 


When  a  legendary  investment  whiz  finally 
opens  to  the  press,  what  happens? 


Kiss  of  death 


By  Richard  Stern 


George  Soros  was  a  money 
man's  money  man.  His  off- 
shore Quantum  Fund  operates 
free  of  the  legal  restrictions  that  are 
imposed  by  U.S.  regulators,  and  the 
gossips  claimed  it  had  never  suffered  a 
down  year.  In  1980,  in  fact,  Soros 
neatly  doubled  his  assets — to  a  fat 
$381  million. 

Aged  41,  Hungarian-born,  educated 
at  the  London  School  of  Economics, 


The  Streetwalker 


Soros  generally  avoided  publicity.  Al- 
though almost  legendary  for  his  stock 
picking  and  timing,  he  had  little  time 
for  the  press  and  rarely  sat  still  for 
interviews.  Last  June,  however,  Soros 
opened  up.  Institutional  Investor  sang 
his  praises  in  a  six-page  story,  and 
Soros  smiled  from  the  magazine's 
cover.  The  article's  headline:  "The 
World's  Greatest  Money  Manager." 


FORBES,  OCTOBER  12,  1981 


243 


Hie  Streetwalker 

It  was  like  a  kiss  of  death.  The  word 
today  on  Wall  Street  is  that  Quantum 
Fund  was  clobbered  in  the  bond  mar- 
ket soon  after  its  manager  was  lauded 
in  print.  Soros  is  unwilling  to  diseuss 
his  eurrent  performance,  though  a 
spokesman  does  admit  to  losses. 
Knowledgeable  outsiders  estimate 
that  Soros'  assets  fell  as  much  as 
30% — because  of  a  bad  bet  on  interest 
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Quantum  Fund's  George  Soros 


Caught  with  his  bonds  down. 


rates  and  another  10%  when  many 
foreign  clients  pulled  out. 

What  went  wrong?  Soros  reportedly 
started  buying  bonds  after  the  early 
summer  rally.  Long-term  Treasuries 
maturing  in  2011,  for  example,  were 
as  high  as  109  in  June,  and  "smart" 
money  moved  in  when  they  dropped 
to  about  104.  But  prices  fell,  hitting  93 
by  summer's  end.  Hedge  fund  opera- 
tors like  Soros  can  buy  bonds  by  put- 
ting up  very  little  cash,  so  you  can 
imagine  the  hysteria  when  margin 
calls  come.  Ditto  for  those  wrong  bets 
on  interest  rate  futures. 

Robert  Smith,  an  investment  coun- 
selor and  executive  vice  president  at 
Gray  Seifert  &  Co.,  says  that  it  was 
mostly  equity  boys  like  Soros  who  got 
the  June  bug  for  bonds.  "They  were 
coming  off  a  high,"  he  explains.  "So 
they  plunged  in  with  both  feet." 
George  Soros  must  be  regretting  his 
brief  fling  with  publicity.  A  world  that 
didn't  know  about  his  triumphs 
wouldn't  care  about  his  setbacks. 

So  much  for  magazine  articles  on 
George  Soros.  But  wait.  Institutional 
Investor  scored  again  in  July,  when  it 
featured  money  man  Peter  Vermilye 
and  a  cover  headline  proclaiming 
"Citibank's  Investment  Comeback." 


Around  the  same  time,  Kuwait  report- 
edly pulled  $7  billion  out  of  Vermilye's 
department,  switching  $4  billion  of 
its  funds  to  Morgan  Stanley.  The  pub- 
licity jinx  strikes  again. 


Saxon:  a  paper  profit? 

For  years  Wall  Street  has  not  paid 
much  attention  to  Saxon  Indus- 
tries, the  $700  million  (sales)  New 
York-based  paper  and  copier  company. 
In  1971  the  stock  hit  29  and  the  follow- 
ing year  earnings  reached  a  decade 
high  of  $1 .23  a  share.  Since  then  Saxon 
has  weathered  rough  seas.  It  recently 
traded  below  5,  at  a  sober  8  times 
earnings.  That's  a  75%  discount  from 
book  value. 

Too  much  debt  is  Saxon's  big  prob- 
lem. In  the  late  1960s  and  early  1970s 
the  company  used  debt  rather  than 
equity  financing  to  help  diversify 
from  its  basic  paper  distribution  busi- 
ness. This  growth  has  been  expensive, 
though.  In  1980  interest  as  a  percent- 
age of  operating  income  was  a  whop- 
ping 68%. 

Now,  however,  Saxon's  leverage  is  a 
two-edged  sword.  Any  drop  in  inter- 
est rates  could  bring  about  a  signifi- 
cant upturn.  The  major  part  of  Sax- 
on's current  borrowing  includes  $100 
million  under  a  revolving  credit  term 
loan  agreement.  With  the  cost  tied  to 
110%  of  the  prime,  each  one-point 
drop  in  this  rate  could  mean  as  much 
as  an  additional  10  cents  added  to  the 
bottom  line. 

Paper  is  still  Saxon's  biggest  busi- 
ness, accounting  for  73%  of  sales  and 
50%  of  profits.  The  copier  division 
makes  as  much  profit,  but  is  only  one- 
fourth  the  size  of  Saxon's  paper  oper- 
ations. Yet  even  though  Saxon  has 
been  profitable  for  many  years,  its  fi- 
nancial performance  has  been  below 
par.  During  the  past  decade  the  com- 
pany's return  on  equity  has  averaged 
slightly  under  6%. 

For  a  time  it  appeared  as  though 
Carl  Icahn  of  Icahn  &  Co.,  a  brokerage 
firm  that  controlled  about  1 1%  of  Sax- 
on, was  prepared  to  intervene.  Icahn 
has  a  reputation  for  buying  into  un- 
dervalued companies,  creating  a  stir 
with  management,  and  ultimately 
benefiting  financially.  He  asked  for  a 
seat  on  Saxon's  board.  However,  Sax- 
on management  arranged  to  buy  out 
Icahn's  767,700  shares  at  $10.50  a 
share,  a  huge  60%  premium  over  the 
market  price  at  that  time. 

So  far  it  looks  as  if  Icahn  got  the 
better  end  of  the  deal — even  though 
management  now  seems  more  aggres- 
sive. A  sale  and  leaseback  program  for 
some  of  Saxon's  real  estate  holdings 
brought  in  about  $35  million,  which 


was  applied  toward  prepayment  of  se- 
nior debt.  The  new  $100  million  re- 
volving credit  term  loan  was  used  to 
pay  off  about  $65  million  of  existing 
credit;  the  rest  is  increasing  working 
capital.  In  the  past  two  years  Saxon 
spent  more  on  capital  outlays  than  in 
the  previous  five.  CEO  Stanley  Lurie 
says,  "We  have  projects  under  way 
that  will  increase  our  earnings  and 
decrease  our  debt." 

For  now,  Saxon  is  still  struggling. 
Second-quarter  results  were  a  disap- 
pointing 12  cents,  rs.  29  cents  a  share 
last  year,  and  the  rest  of  1981  doesn't 
look  too  promising.  Downside  risk, 
however,  seems  to  be  less  than  upside 
potential.  Some  analysts  expect  that 
earnings  could  reach  $1.05  a  share  in 
1982.  A  pickup  in  the  economy  might 
increase  industrial  and  consumer  de- 
mand for  paper  goods.  And  Saxon's 
prime-linked  debt  makes  the  com- 
pany one  of  the  more  outstanding  in- 
terest rate  plays. — Paul  Bornstein 


Phibro:  an 
interest-rate  play 

The  sages  all  agree  that  the  stock 
market  will  not  make  even  a  ten- 
tative move  up  until  there  are  clear 
signs  that  interest  rates  have  peaked. 
The  challenge,  then,  is  to  find  play 
that  has  the  potential  for  exploding  as 
money  gets  cheaper  and  carries  mini- 
mal downside  risk.  Chuck  Balis  of 
Balis  &  Zorn  Inc.,  a  small  brokerage 
firm  with  a  reputation  for  handling 
the  accounts  of  very  wealthy  individ- 
uals, disdains  the  conventional  logic 
that  favors  utility  stocks.  Instead,  he's 
putting  his  money  on  Phibro  Corp., 
perhaps  the  world's  most  successful 
commodities  firm. 

Balis  reasons  that  Phibro's  world- 
wide trading  volume  will  erupt  when 
interest  rates  fall,  with  increased  de- 
mand for  commodities,  leading  to  in- 
creased prices  as  well.  And,  says  Balis, 
the  acquisition  of  Salomon  Brothers,  a 
Wall  Street  bond  powerhouse,  makes 
the  strategy  of  using  Phibro  as  an  in- 
terest-rate play  all  the  shrewder.  "Sal- 
omon in  an  up  market  can  earn  $200 
million  a  year,"  he  explains.  "Lower 
interest  rates  mean  big  bond  trading 
activity  and  substantially  increased 
underwriting.  And  let's  not  forget  the 
increased  value  of  the  bond  inventory 
when  rates  drop." 

On  the  other  hand,  with  something 
like  70  million  shares  outstanding,  it 
will  take  soaring  increases  in  profit- 
ability to  flow  down  to  Phibro's  bot- 
tom line  in  any  big  way.  But  Balis 
maintains  that  in  times  of  lower  in- 
terest rates  and  rising  economic 
health,  Phibro's  earnings  grow  much 
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The  sun's  power 
nay  solve  our  energy 
roblems. 
But  can  it  happen 
ivernight? 

Some  people  are  convinced 
at  solar  power  is  the  quick  and 
isy  solution  to  our  country's 
lergy  problems. 

It's  true  that  the  sunshine 
lling  every  year  on  U.S.  roads 
Dne  contains  twice  the  energy  | 
the  fossil  fuel  used  every 
iar  by  the  whole  world. 


It's  also  true  that  the 
pply  is  limitless. 
Besides,  solar  power  is  non- 
living. Renewable.  And  maybe 
Dst  important  of  all,  nobody 
clusivelyownsit. 


The  problem  lies  in  converting  sun- 
shine into  usable,  affordable  energy 
to  heat  and  light  our  homes  and  operate 
our  appliances. 

At  today's  rates,  if  we  tried  to  convert 
all  our  oil,  gas  and  nuclear  power  sys- 
tems to  solar,  it  would  cost  hundreds  of 
billions  of  dollars. 

But  Atlantic  Richfield  and  thousands 
of  Americans  who  have  invested  with 
us  believe  that  the  sun  can  one  day 
replace  dwindling  oil  and  gas  supplies. 

So  ARCO  Solar  Industries  is  working 
on  the  development  of  a  number  of  solar 
technologies.  One  of  the  most  promising 

is  photovoltaic  electric- 
ity, or  power  from 
solar  "cells!' 

Today  electricity 
generated  from 
solar  cells  is  power- 
ing homes,  water 
pumps  and  communi- 
cations repeater  sites 
in  remote  areas  all  over 
the  world. 

In  the  not  too  dis- 
tant future  electricity 
from  solar  cells  will 
be  available  at  rates 
competitive  with 
conventional  fuel. 

Solar  power  can't 
solve  our  problems 
overnight.  But  it  can  help.  A  little  now. 
And  in  the  future,  quite  a  lot.  At  least 
that's  what  Atlantic  Richfield  believes. 

There  are  no  easy  answers. 


ARCO  <> 


Atlantic  Richfield  Company 


lhe  Streetwalker 


New  stock  issues  are  in  trouble,  options  are 
ailing  and  agricultural  commodities  are 
going  nowhere.  Where's  most  of  the  action 
today?  It's  in  financial  futures. 


Up  from  the  pits? 


faster  than  its  expenditures.  "That's 
why  it's  such  a  good  interest-rate 
play,"  he  explains. 

Others  see  potential  in  Phibro,  too. 
A.G.  Becker  analyst  Eric  Efron  points 
out  that,  historically,  Phibro  experi- 
ences a  virtual  "explosion"  in  earn- 
ings when  times  are  good.  Short  term, 
however,  he  is  less  enthusiastic,  wor- 
ried about  the  effects  of  continuing 
high  interest  rates  and  the  cost  of  the 
Salomon  Brothers  acquisition.  Phibro 
earned  $6.87  per  share  last  year,  and 
Efron  estimates  earnings  this  year  at 
perhaps  $5  or  less  after  the  Salomon 
acquisition  costs.  Still,  he  thinks  that 
Phibro  could  earn  over  $10  in  1983, 
assuming  a  healthy  economy. 

What  about  utilities?  Balis  sees  less 
potential  there.  Their  share  prices,  he 
explains,  have  not  fallen  the  way  they 
did  during  the  mid-1970s  economic 
crunch,  and  thus  he  assumes  they  will 
not  advance  as  much  when  condi- 
tions improve. 

As  for  bonds,  Balis  points  out  that 
credit  markets  have  been  extremely 
volatile  over  the  past  year,  and  many 
supposedly  savvy  investors  have  been 
bloodied  by  guessing  incorrectly  that 
interest  rates  were  headed  down.  The 
alternative,  of  course,  is  to  stay  put. 
"But  I  don't  feel  like  holding  a  bond 
until  the  year  2000,"  says  Balis. 

For  him,  at  least,  Philbro  has  upside 
potential  that  is  greater  than  a  utility 
and  at  4  times  earnings  carries  far  less 
downside  risk  than  a  bond. 


By  Thomas  O'Donnell 


W'  ith  the  stock  and  bond 
markets  in  a  tailspin,  finan- 
cial futures  are  becoming  the 
hottest  game  in  town,"  says  Henry 
Luk,  financial  futures  specialist  for 
the  New  York  Futures  Exchange 
(NYFE).  The  action  is  certificates  of 
deposit  and  Treasury  paper.  Most  in- 
vestors assume  that  prices  of  stocks, 
bonds  and  agricultural  commodities 
won't  rise  until  rates  peak,  so  dab- 
bling in  contracts  on  interest-sensi- 
tive securities  is  a  high-risk  way  to 
catch  the  first  move  up. 

One  indication  of  the  market's  po- 
tential is  the  fact  that  three  exchanges 
are  waging  a  battle  royal  to  handle  it. 
The  Chicago  Board  of  Trade  (CBOT), 
the  nation's  largest  futures  arena,  got 
into  the  act  back  in  October  1975. 
Now  it  is  fighting  the  International 
Monetary  Market  and  the  NYFE  for 
the  lead  in  trading  the  newest  prod- 
uct, bank  certificates  of  deposit, 
which  originated  in  July. 

In  short,  thousands  of  first-time  in- 
vestors are  rushing  into  the  fastest- 
growing  and  least-regulated  market  in 
America.  A  cause  for  concern?  It  has 
been  up  to  now. 

Traditionally,  investors — specula- 
tors may  be  a  more  accurate  word — 
lose  on  a  majority  of  futures  trades. 
They  count  on  an  occasional  big  hit  to 
put  them  ahead  in  a  game  that  some- 
times comes  very  close  to  a  crap- 
shoot.  Still,  some  recent  changes  are 
quietly  making  these  markets — in 
which  commodities  are  bought  and 
sold  for  delivery  at  a  later  date — into 
less  of  a  sucker's  game. 

For  one  thing,  almost  all  the  recent 
growth  is  occurring  in  financial  fu- 
tures, something  far  different  from 
soybeans  and  sow  bellies.  "In  this 


market,  one  man's  opinion  is  just  as 
valid  as  another's,"  says  the  NYFE's 
Luk.  No  one  has  any  inside  informa- 
tion. "And  prices  can't  be  as  easily 
manipulated  by  big  traders  or  hedg- 
ers,"  adds  Luk. 

What's  more,  the  availability  of  CD 
contracts  has  lured  some  of  the  na- 
tion's biggest  banks  into  the  market 
because  they  are  an  extraordinarily 
good  instrument  for  hedging  interest- 
rate  risk.  Their  presence  provides 
both  volume  and  some  much-needed 
respectability.  "Futures  are  no  longer 
the  illegitimate  child  of  the  financial 
markets,"  contends  Alan  Leventen, 
financial  futures  specialist  for  ACLI 
International,  which  recently  merged 
with  Donaldson,  Lufkin  &  Jenrette. 

The  Reagan  Administration's  new 
tax  law  also  boosts  the  respectability 
of  futures  trading.  It  bans  straddles — 
the  purchase  and  sale  of  contracts — 
solely  for  tax  purposes.  That  led  to 
fears,  however,  that  trading  would  dry 
up.  But  other  provisions  of  the  new 
law  are  offsetting  that  fear. 

All  commodity  trades  are  now 
taxed  at  a  maximum  rate  of  roughly 
32%  regardless  of  the  holding  period. 
Stocks,  by  contrast,  must  be  kept  for 
at  least  one  year  to  qualify  for  the  low 
capital  gains  rate  of  20%.  And  32%  is 
obviously  a  lot  better  than  the  present 
70%  maximum  rate  (50%  next  year) 
on  short-term  gains.  "The  Adminis- 
tration's moves  [on  taxes]  are  an  at- 
tempt to  create  a  more  attractive  in- 
vestment market,"  says  Donald  Scha- 
piro,  a  lawyer  who  helped  draw  up  the 
legislation. 

The  bad  news  is  that  you  can  lose 
just  as  much  money  in  the  futures 
market  as  you  ever  could.  Perhaps 
more  if  you  are  not  careful.  "The  prob- 
lem with  financial  futures  is  that 
speculators  think  they  know  more 
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Helmets  to  Hackensack. . . 
Drills  to  Decatur... 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
iTransway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
\  perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 


Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


Wheel  of  fortune 


The  financial  futures  market 
thrives  on  high  interest  rates,  eco- 
nomic uncertainty  and  violent 
price  swings.  That's  why  it 
boomed  during  the  1970s.  De- 


spite this  remarkable  growth,  fi- 
nancial futures  are  probably  still  in 
their  infancy.  On  the  drawing 
board  are  contracts  in  Euro- 
dollars and  stock  indexes. 


Source:  New  York  Futures  Exchange. 


about  the  market  than  they  actually 
do,"  points  out  one  economist.  In- 
deed, if  a  little  knowledge  is  a  danger- 
ous thing,  it  can  be  catastrophic  in 
futures,  where  high  leverage  magni- 
fies gains  and  losses. 

In  purchasing  Treasury  bills,  for  ex- 
ample, a  down  payment  of  $1,500  can 
secure  a  contract  on  $1  million  of 
bills.  That's  phenomenal  leverage:  A 
similar  investment  in  stocks  requires 
a  $500,000  margin  payment.  Also,  an 
interest-rate  movement  of  less  than 
1%  can  nearly  triple  a  speculator's 
investment — or  wipe  him  out.  Calling 
the  market's  direction  correctly  isn't 
enough;  a  quick  blip  in  rates  can  force 
liquidation. 

That's  why  many  first-time  inves- 
tors are  flocking  into  commodity 
pools  or  setting  up  managed  accounts, 
both  of  which  are  similar  to  stock 
market  mutual  funds.  Since  February, 
at  least  seven  financial  futures  funds 
have  been  set  up,  pushing  the  total 


number  to  around  35.  The  biggest,  the 
Future  Fund,  whose  general  partner  is 
Heinold  Commodities,  Inc.,  has  as- 
sets of  $34.6  million.  Performance  re- 
cently has  been  comparatively  good: 
In  August,  according  to  a  survey  by 
Norwood  Securities,  financial  futures 
funds  as  a  group  posted  an  average 
gain  of  1.8%  against  a  drop  of  6.8%  in 
the  Dow  Jones  industrial  average  and 
5.9%  in  the  S&P's  500. 

A  big  reason  the  funds  are  so  attrac- 
tive is  that  they  reduce  a  liability  to 
the  amount  of  money  invested.  They 
also  provide  professional  manage- 
ment and  diversification.  But  perhaps 
the  best  reason  for  investors  to  look  to 
the  funds  these  days  is  the  change  of 
attitude  on  the  part  of  the  industry's 
regulator,  the  Commodity  Futures 
Trading  Commission.  Former  CFTC 
Chairman  James  Stone  felt  he  should 
protect  unsophisticated  speculators 
by  keeping  them  out  of  the  market. 
New  Chairman  Philip  Johnson  be- 


lieves more  in  industry  self-regulation 
than  in  government  regulation. 

That  means  the  market's  growth — 
explosive  as  it  has  been  up  to  now — 
has  only  just  begun.  It  also  means  that 
investors  will  be  on  their  own  more 
than  ever  before.  In  the  next  few 
weeks,  Johnson  is  expected  to  ap- 
prove three  contracts  based  on  Euro- 
dollars. Also  on  the  drawing  board  are 
18  contracts  based  on  such  stock  aver- 
ages as  the  S&P's  500  or  the  Dow 
Jones.  Because  most  of  these  will  be 
settled  for  cash,  critics  say  they  come 
very  close  to  gambling. 

Johnson,  however,  is  able  to  give 
the  green  light  for  two  reasons:  His 
views  are  in  keeping  with  the  Reagan 
Administration's  free-market  philos- 
ophy. And  fears  about  the  -.jiKet 
have  proved  to  be  ev-o6crated.  Tw 
years  ago,  for  °xample,  the  "r  ^uiy 
worried  that  a  mammoth  purchase  of 
T-bill  future^  c^uld  lead  to  a  shortage 
of  deliverable  bills  to  back  them  up — 
something  that  could  knock  the  price 
of  new  T  bills  all  over  the  lot.  "So  far, 
the  fears  have  proved  groundless," 
says  Leventen  of  ACLI. 

Even  the  Hunt  brothers'  silver  pur- 
chases— which  helped  push  the  price 
of  the  metal  up  to  more  than  $50  per 
ounce  in  January  of  last  year  and  then 
led  to  a  crash  that  seemed  to  threaten 
other  financial  markets — looks  less 
terrifying  today.  "The  commodity 
market  demonstrated  its  ability  to 
self-regulate  during  the  silver  crisis," 
contends  Robert  Wilmouth,  president 
of  the  CBOT  Others  add  that  the 
only  people  hurt  were  the  speculators 
who  deserved  to  be. 

Clearly,  in  the  uncertain  world  of 
futures  trading  only  this  much  is  cer- 
tain: More  speculators  than  ever  will 
enter  the  arena  in  coming  months, 
and  that  possibility  delights  Wall 
Street.  Some  firms  already  pull  down 
30%  of  commissions  from  futures. 
And,  says  Robert  Stovall,  director  of 
investment  policy  at  Dean  Witter 
Reynolds:  "Our  brightest  trainees 
from  the  best  business  schools  want 
to  work  in  either  futures  or  mergers 
and  acquisitions.  They  want  to  make 
big  money  fast,  and  their  presence  is 
adding  to  the  futures  market's  new- 
found respectability." 

Let's  face  it.  Anyone  who  has  been 
in  the  stock  market  recently  has 
learned  the  hard  way  about  interest 
rates.  So  has  anyone  who  has  bought  a 
house  or  sold  some  bonds.  Says  Ste- 
phen Greenberg,  vice  president  at 
Bear,  Stearns:  "We're  all  in  this  mar- 
ket, whether  we  want  to  be  or  not." 
Financial  futures,  for  those  who 
haven't  had  enough  already,  are  just 
some  stronger  medicine.  ■ 
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Knowing  what  it's  worth 
can  be  worth  a  lot. 


MKRICAX 
PPRAISAL 


We  weren't  around  when  Mrs.  O'Leary's  cow  kicked  off 
the  Chicago  Fire.  But  we  have  helped  thousands  of 
property  owners  keep  from  getting  burned.  The 
world's  largest  appraisal  firm  can  help  you,  too,  with 
property  valuations  and  much  more.  WE  KNOW  VALUES. 

Atlanta  •  Baltimore  •  Bangkok  •  Boise  •  Boston  •  Buffalo  •  Charlotte  •  Chicago  •  Cincinnati  •  Cleveland  •  Dallas  •  Denver  •  Detroit  •  Hong  Kong 
Honolulu  •  Houston  •  Jakarta  •  Kansas  City  •  London  •  Los  Angeles  •  Madrid  -  Manila  •  Mexico,  D  F.  •  Miami  •  Milan  •  Milwaukee  •  Minneapolis 
Montreal  •  New  Orleans  •  New  York  •  Pasadena  •  Philadelphia  •  Pittsburgh  •  Portland  •  Princeton  •  Rolling  Meadows  •  Rome  •  St.  Louis 
Salt  Lake  City    •    San  Francisco    •    Seattle    •    Singapore    •    Spokane    •    Stamford    •    Tampa    •    Toronto    •    Vancouver    •    Washington,  D  C 
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Richard  Dunbill  of  Alfred  Dunbill  of  London 
Smokers  are  still  the  mainstay. 


Rices 

BehindThe  Figures 


Edited  b>  Jefferson  ( jrigsby 


Dead  reckoning 

When  he  was  test-flying  military  air- 
craft for  Chance  Vought  Corp.  in  the 
1940s,  Paul  Thayer  was  adept  at  navi- 
gation. It's  a  skill  he  still  relies  on  at 
the  controls  of  $8  billion  (1980  sales) 
LTV  Corp.,  Chance  Vought's  corpo- 
rate descendant.  When  Thayer  bought 
Lykes  Corp.  a  few  years  back,  for  ex- 
ample, its  Youngstown  Sheet  &  Tube 
unit  boosted  the  capacity  of  LTV's 
Jones  &  Laughlin  'Steel  division  by 
60%,  while  J&L,  in  return,  provided 
much-needed  tubular  products  to 
Continental  Emsco,  LTV's  energy 
equipment  group. 

So  tar,  so  good.  Then  Thayer  pushed 
the  throttle  and  took  off  on  a  $50 
million  expansion  and  it  became  ap- 
parent this  year  what  he  was  homing 
in  on:  the  boom  in  oilfield  tubing.  The 
result:  a  near  doubling  in  Continental 
Emsco's  sales  and  a  95%  jump  in  op- 
erating income  between  midyear 
1980  and  mid- 1981. 

Thayer's  latest  acquisition,  a 
500,000-square-foot  plant  in  Evans- 
ville,  Ind.,  will  lift  Continental  Ems- 
co's manufacturing  square  footage  by 
about  40%.  Now,  he  says,  "We're  go- 


LTVs  Paul  Thayer 


On  target. 


ing  to  tread  water  for  a  while  and 
consolidate  what  we  have." 

While  Continental  Emsco  was 
more  profitable  last  year  than  J&L 
($114  million  vs.  $69  million),  Thayer 
believes  steel  will  be  LTV's  top  earner 
in  1981. — Kevin  McManus 


What's  in  a  name? 

Alfred  Dunhill,  founder  of  Alfred  Dun- 
hill  of  London,  Ltd.,  made  his  trade- 
mark a  single  white  dot  on  his  famous 
briar  pipes.  But  his  grandson  Richard 
holds  the  top  spot  of  the  $150  million 
iRothman-controlled)  company  in  an 
era  of  designer- labeled  merchandise. 
Since  1976,  when  he  took  over  from 
his  aunt,  Mary  Dunhill,  the  55-year- 
old  CEO  has  splashed  the  family 
name  across  men's  ties,  suits,  luggage, 
pencils  and  pens  and — of  course — 
smoking  items. 

"We've  changed  our  whole  market- 
ing philosophy,"  says  Dunhill.  "In  ad- 
dition to  smoking  requisites,  we  now 
have  household  and  masculine  acces- 
sories." Despite  a  shift  to  broader 
lines,  lighters  alone  still  account  for 
20%  of  sales.  (The  first  horizontal 
flint-wheel  lighter  was  introduced  by 
Alfred  in  1924.)  In  fact,  Dunhill  is 
currently  on  a  world  tour  to  introduce 
the  new  Gemhne  cigar  and  cigarette 
lighters.  The  slim,  Swiss-made  light- 
ers are  lacquered  to  look  like  tiger's 
eye,  lapis  lazuli,  amber,  camelian  and 
other  gemstones.  Not  for  everyone, 
and  the  price  is  typically  Dunhill: 
$325  and  up.  Matching  pens  in  jet, 
tiger's  eye  or  gold  plate  with  black 
lacquer  are  priced  from  $85  to  $195. 

"There  is  a  return  to  elegance  and 


style  now,"  he  says,  drawing  on  his 
Dunhill  cigar.  "We  see  writing  in- 
struments particularly  becoming  a 
luxury  item  for  fashion-conscious 
companies."  How  many  companies 
will  indulge  in  "luxury  items"  these 
days  is  another  question:  Dunhill 
himself  has  seen  the  profit  increases 
for  this  once-staid  tobacconist, 
which  catered  to  such  luminaries  as 
Winston  Churchill,  Joseph  Stalin, 
Groucho  Marx  and  Mary  Pickford, 
go  up  in  the  smoke  of  currency 
translations.  Is  mass  advertising  (a 
la  'Flick  My  Bic")  for  lower-priced 
lighters  in  the  cards?  Sniffs  Dunhill: 
"That's  not  the  sort  of  thing  we 
want  to  represent." — Gerald  Odening 


Coal  comfort 

Just  as  many  owners  of  apartment 
houses  are  scrambling  to  get  out  of  the 
business,  Wendy  Luscombe  is  clam- 
bering to  get  in.  Among  some  158 
managers  working  for  the  British  Na- 
tional Coal  Board's  large  pension 
funds  (assets:  approximately  S8  bil- 
lion), she  is  the  one  directing  its  cur- 
rent drive  into  U.S.  real  estate.  She 
has  helped  plunge  S250  million  into 
the  market  here  in  the  last  two 
years — probably  the  biggest  spending 
spree  of  any  foreign  institution. 

Thus  far,  it  has  mostly  been  offices, 
shops  and  factories  (the  fund's  most 
visible  investment  is  the  Watergate 
complex  in  Washington),  but  now 
Luscombe,  a  29-year-old  Briton,  has 
told  real  estate  agents  she's  looking 
for  apartments.  "The  market  in  rent- 
ed apartments  is  very  depressed,"  she 
agrees.  "Landlords  are  squeezed  by 
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Faces 

Behind  The  Figures 


high  interest  rates  and  would  like  to 
co-op,  but  tenants  cannot  afford  mort- 
gages at  present  rates.  But  if  rates  fall, 
there  is  a  good  upside  because  people 
will  then  buy  their  apartments."  Lus- 
combe  thinks  a  short-term  decline  in 
interest  rates  is  possible. 

Luscombe,  a  keen  horsewoman 
(winning  dressage  events  on  both 
sides  of  the  Atlantic),  is  choosy.  She's 
going  to  give  New  York,  where  she 
now  lives,  a  wide  berth  because  of  the 
city's  rent  stabilization.  But  the 
Southwest  might  suit.  "Texas  will 
probably  be  the  last  place  to  have  rent 
controls,"  she  says. 

She  is  used  to  swimming  against 
the  tide.  At  Oxford  School  of  Archi- 
tecture, where  she  studied  real  estate 
surveying,  she  was  the  only  woman  in 
a  class  of  35.  At  one  exam  she  was  the 
only  female  in  a  room  of  300. 

She  moved  to  the  U.S.  last  January 
and  reckons  that  New  York  is  a  much 
easier  place  for  a  woman  to  get  on 
than  London.  "People  are  less  sur- 
prised here  that  you  are  young  and 
female,"  she  says.  But  she  still  gets 
callers  who  ask  her  if  she  is  Mr.  Lus- 
combe's  secretary. 

Do  real  estate  agents  add  an  extra 
million  or  two  to  the  price  when  they 
see  a  young  woman  coming  through 


The  British  Coal  Board's  Luscombe 


No  to  New  York,  for  now. 


the  door?  "Possibly,"  she  replies,  with 
a  glint  in  her  eye,  "but  they  won't  get 
away  with  it." — Eamonn  Fingleton 


Getting  answers 

When  Dorothy  Spielman  noticed  in 
1979  that  a  6%  surcharge  had  been 
tacked  on  her  bill  by  the  South  Nor- 
walk  (Conn.)  Electric  Works,  the  util- 
ity refused  her  an  explanation.  "They 
said  I  wouldn't  understand,"  says 
Spielman,  a  bank  employee  trained  as 
a  bookkeeper. 

Unfortunately  for  them,  Spielman 
understood  very  well.  It  took  her  two 
years  to  track  through  the  discrepan- 
cies, but  in  the  process  she  uncovered 
corruption  that  has  so  far  led  to  seven 
arrests,  including  the  utility's  three 
commissioners,  a  former  commis- 
sioner, the  superintendent,  a  utility 
foreman  and  a  vendor. 

Looking  into  the  6%  surcharge, 
Spielman  began  to  notice  irregulari- 
ties, including  13  bills  in  a  12-month 
period  and  a  fuel  adjustment  charge 
that  seemed  too  high.  She  complained 
to  the  Connecticut  Department  of 
Public  Utilities  Control  but  was  told 
that  since  the  utility  was  owned  by 
registered  voters  in  its  service  area, 
the  state  had  no  jurisdiction. 

At  that  point,  even  though  it  ap- 
peared there  was  no  one  she  could  go 
to,  Spielman  kept  on  itemizing  her 
bills — and  put  a  letter  in  a  local  news- 
paper. Enough  dissatisfied  customers 
signed  a  petition  to  force  the  utility's 
commissioners  to  hold  a  special  meet- 
ing to  hear  their  complaints.  The  Ad- 
vocate, a  local  paper,  picked  up  the 


I  tility  watchdog  Dorothy  Spielman 
"They  said  I  wouldn't  understand." 


trail  and  filed  a  freedom  of  informa- 
tion request  that  forced  the  utility  to 
make  its  books  public.  They  revealed, 
among  other  things,  a  kickback 
scheme,  "petty  cash"  checks  to  super- 
intendent August  R.  DiStasi  Sr.  for 
$600  and  unusually  large  salaries  for 
DiStasi  and  his  sons. 

A  grand  jury  probe  resulted  in  the 
officials'  arrests  in  September  on 
charges  of  diverting  $215,000  to  their 
personal  use. 

How  about  Spielman's  utility  bill? 
Before  the  case  broke,  she  says,  she 
was  paying  $50  to  $70  a  month.  Last 
month,  her  bill  was  $20  less.  "I  didn't 
start  out  to  be  a  Ralph  Nader,"  she 
says.  "I  just  wanted  to  let  them  know 
I  needed  answers." — Carol  E.  Curtis 


Landing  on  his  feet 

Ever  wonder  what  happened  to  Alvin 
C.  Rice,  once  the  heir  apparent  to 
Bank  of  America's  top  job,  who  re- 
signed under  a  cloud  three  years  ago? 
Well,  he's  alive  and  well  and  working 
in  Los  Angeles  as  president  of  tiny 
Imperial  Bank,  the  principal  subsid- 
iary of  Imperial  Bancorp.  Obviously, 
there  are  a  lot  of  differences  between 
giant  BofA,  with  $115  billion  in  as- 
sets, and  $1.3  billion  (assets)  Imperial. 
But  the  polished,  low-key  Rice  says 
he's  not  looking  back. 

One  reason:  He  may  be  making  more 
money  than  he  would  have  had  he 
succeeded  former  BofA  Chairman 
A.W.  Clausen.  His  salary  tops  $300,000 
and  in  a  good  year  can  be  doubled 
through  assorted  bonuses  and  perks. 
And  he  has  picked  up  stock  options 


President  Al  Rice  of  Imperial  Bank 


Quick  nickels,  not  slow  dollars. 
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The  Great  Domesday  Book  was  a  medieval  data  bank. 
All  the  facts  were  there,  but  there  was  only  one  copy. 
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orthern  Telecom's  585  word  and  data  processing  system  offers  a  modern 
ternative.  Everyone  has  instant  access  to  the  same  information. 
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)86,  William  the  Conqueror's  commissioners  made  a  thorough  land  survey  of  England.  The 
nmation  they  gathered  was  edited  and  bound.  It  became  known  as  the  Domesday  Book  because 
isputes  over  taxes  or  land  ownership,  it  gave  the  Last  Judgement. 

Ibday  many  businesses  are  still  using  the  Domesday  approach  to  information  management:  maintaining 
lgle  data  bank  that  can't  be  reached  by  the  people  who  really  need  the  information  it  contains. 
With  the  585  System,  each  terminal  operator  can  enter, 

eve,  and  process  text  and  data.  In  companies  with  many  nt%tthtitl% 
sions  or  office  locations,  the  585  allows  a  paperless,  two-way       BriBiB  {■Mnrrm-t 
of  current  information.  Our  new  generation  of  electronic  office  LL  TCIGC WrTi 

ems  is  the  product  of  an  internationally  recognized  R&D  — 

inization  that  combines  expertise  in  computers  and  telecom-       .  ,  ,   ,  ;    ,.      .,  ~.     ,    „     P  , 

L.  .  .,  ,     .    .      c    .       .  r     .  ...  For  further  information,  write:  Northern  telecom  Inc.,  Fubhc  Relations 

HCatlOnS.  ACCeSSlble  information  IS  OUr  Speciality.  Department,  259  Cumberland  Bend,  Nashville,  TN  37228. 
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Faces 

Behind  The  Figures 


currently  valued  at  over  $1  million. 

Another  is  that  he  likes  the  free- 
wheeling way  Imperial  does  business. 
Indeed,  he  left  the  nation's  largest 
bank  after  it  was  alleged  that  his  out- 
side financial  interests  conflicted 
with  his  job.  He  was  later  cleared  of 
any  wrongdoing  by  a  grand  jury.  "This 
bank  encourages  entrepreneurs,"  says 
Rice.  "If  one  of  our  employees  has  an 
idea,  we'll  give  him  enough  money  to 
finance  it."  If  it  pays  off,  he  shares  the 
profits.  If  it  doesn't,  he  may  get  fired. 

That  attitude  has  made  Imperial, 
which  concentrates  on  medium-size 
corporations  and  affluent  individuals, 
one  of  the  most  aggressive  and  fast- 
est-growing banks  in  southern  Cali- 
fornia. Imperial  Bancorp's  earnings 
last  year  rose  by  43%  over  1979.  The 
stock,  in  turn,  has  jumped  from  $5  to 
about  $23  per  share,  making  it  one  of 
the  rare  banks  selling  above  book  val- 
ue. The  runup  largely  accounts  for 
Rice's  whopping  stock  options. 

"I  couldn't  be  happier,"  says  the 
former  boy  wonder.  And  it's  easy  to 
see  why.  His  first  job  after  BofA  was 
as  a  part-time  venture  capitalist  try- 
ing to  develop  something  called  K- 
fuel,  a  coal-like  substance  that  has  yet 
to  pan  out. — Thomas  O'Donnell 


Horrors!  A  profit! 

Shades  of  old  foe  Kennedy — has  some 
of  the  patriarch's  business  acumen 
rubbed  off  on  his  grandson,  29-year- 
old  Joseph  P.  Kennedy  II?  Two  years 
ago  the  eldest  son  of  the  late  Senator 
Robert  Kennedy  formed  Citizens  En- 
ergy Corp.,  a  nonprofit  corporation,  in 
his  hometown  of  Boston.  The  idea 
was  suitably  liberal:  Citizens  Energy 
would  try  to  give  needy  customers  in 
Boston  a  break  on  energy  costs. 

Citizens  Energy's  first  deal  was  to 
buy  nearly  1  million  barrels  of  oil — 
with  zero  capital.  Kennedy  did  it  by 
securing  an  oil  contract  in  Venezuela 
and  borrowing  against  it,  then  lining 
up  a  refiner  and  delivering  the  heating 
oil  to  Boston  for  sale  to  the  poor  at 
rates  nearly  40%  below  prevailing 
prices.  As  it  turned  out,  when  the 
transaction  was  completed,  Citizens 
Energy  had  some  money  "left  over." 
To  try  to  use  it  up,  Citizens'  latest 
undertaking  is  helping  Cornwall  Re- 
gional Hospital  in  Montego  Bay,  Ja- 


Citizens  Energy's  Joe  Kennedy 
It  runs  in  the  family. 


maica  install  a  solar  hot-water  heating 
system  by  "reinvesting"  $200,000  of 
its  profits.  The  400-bed,  government- 
run  facility  now  frequently  runs  out  of 
hot  water  during  most  days  because  it 
can't '  afford  to  run  a  diesel-powered 
generator.  Elsewhere,  Citizens  Energy 
is  working  on  three  biomass  projects 
in  Costa  Rica  and  hopes  to  bring  5 
million  gallons  of  heating  fuel  to  Mas- 
sachusetts this  month. 

Young  Kennedy  has  already  had  his 
consciousness  raised.  When  it  comes 
to  helping  the  poor,  he  says,  private 
enterprise  is  a  lot  more  effective  than 
the  government.  In  1978-79  he 
worked  on  projects  in  the  govern- 
ment's Community  Services  Admin- 
istration. "That's  the  federal  govern- 
ment's so-called  antipoverty  pro- 
gram," Kennedy  explains,  "which  is 
kind  of  a  joke." 

Would  he  like  to  return  to  Washing- 
ton, perhaps  in  another  capacity,  to 
stump  for  his  program?  "Oh,  hell  no," 
he  says.  "I've  got  my  hands  full  right 
here." — Kevin  McManus 


Another  round 

Robert  Kinney  has  no  intention  of 
improving  his  golf  or  pruning  his 
roses  when  he  steps  down  as  chair- 
man of  Minneapolis-based  General 
Mills  at  the  end  of  the  year.  Instead,  at 
64  he  will  plunge  into  a  new  job  as 
chief  executive  of  the  Investors  Group 
of  Companies,  the  $6  billion  mutual 
fund  complex  also  headquartered  in 
Minneapolis. 

Investors  Group  takes  in  18  mutual 
funds,  each  with  its  own  board  of  di- 


rectors. An  important  part  of  Kin- 
ney's job  will  be  to  keep  an  eye  on 
Investors  Diversified  Services,  an  arm 
of  Alleghany  Corp.  that  looks  after 
Investors  Group's  investment  man- 
agement under  contract.  He  may  have 
his  work  cut  out  for  him;  several  of 
the  Investors  Group  funds  are  lumber- 
ing giants  that  have  been  notably  slow 
on  their  feet  over  the  years. 

What's  the  most  important  thing 
Kinney  brings  to  the  job-  "People 
skills,"  he  announces  without  fear  of 
contradiction.  But  at  General  Mills 
there  were  65,000  of  those  people;  at: 
Investors  Group,  there  will  be  about 
20.  Won't  Kinney  feel  lonely?  "No, 
that's  what  will  make  it  exciting," 
he  says. 

Annual  meetings  will  be  another  of 
his  responsibilities.  But  he  should  not 
feel  too  stretched  there,  given  that 
mutual  fund  stockholder  meetings 
are  notoriously  placid  affairs.  At  Gen- 
eral Mills  he  has  been  used  to  as 
many  as  600  stockholders  turning  out 
for  a  meeting.  He's  expecting  smaller 
turnouts  at  Investors  Group.  "If  as 
many  as  that  attend,  they'll  probably 
be  looking  to  hang  somebody,"  he 
quips.  Unless  that  happens,  says  Kin- 
ney, he  intends  to  keep  on  going 
until  he's  at  least  70.  "I  get  as  much 
fun  out  of  working  as  I  would  playing 
golf." — Eamonn  Fingleton 

Air  Florida  versus  the 
Air  Florida  way 

The  way  Air  Florida  President  Eli  Ti-i 
moner  tells  it,  he  was  "hoping  against: 
hope  that  no  one  would  respond" 


Kin? lev  of  Investors  Group 
On  and  on. 
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No 

pipe  dream. 


he  largest  privately-financed 
atural  gas  pipeline  project  ever 
ndertaken  is  becoming  reality  on 
le  north  central  plains.  Ground 
as  been  broken  and  construction 
as  begun  on  the  initial  phase 
f  the  $2.5  billion,  1,131-mile 
Sorthern  Border  Pipeline  from 
iontana  to  Illinois. 

litially  the  pipeline  will  carry 
early  one  billion  cubic  feet  per 
ay  of  Canadian  natural  gas  to  help 


meet  U.  S.  energy  needs.  This  is 
an  early  phase  of  the  proposed 
Alaska  Natural  Gas  Transportation 
System.  In  the  mid-1980s,  when 
the  entire  system  is  completed, 
Northern  Border  will  transport  70% 
of  the  new  Alaskan  gas  supplies 
to  markets  in  the  eastern,  southern 
and  midwestern  United  States. 

Northern  Plains  Natural  Gas 
Company,  an  InterNorth  operating 
company,  is  the  managing  partner 
in  a  group  of  companies  respon- 


sible for  design,  construction 
and  operation  of  Northern  Border. 

Over  50  years,  InterNorth  has 
applied  its  resources  and  abilities 
to  growth-directed  strategies. 
The  result  is  a  balanced  and  diver- 
sified business  structure  of  secure 
profitability  and  expansionary 
opportunity.  For  further  information 
call  Roy  A.  Meierhenry,  Vice 
President  and  Treasurer, 
402-633-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  ■ 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  Oil  Company  ■  Northern  Coal  Company 

The  right  mix  at  the  right  time 


INTERNORTH 


International  Headquarters,  Omaha,  Nebraska  68102 


Air  Florida  President  Eli  Timoner 
Only  one  bullet. 

hope  that  no  one  would  respond" 
when  Pan  Am  introduced  its  low  New 
York-to-Miami  fare  last  month.  Of 
course,  Pan  Am's  new  president  is  C. 
Edward  Acker,  who  was  chairman  of 
Air  Florida  until  September,  hut  Ti- 
moner says  he  read  Acker's  move  as 
merely  a  "gesture." 

So  why  did  Air  Florida  choose  to 
respond  by  lowering  its  one-way  fare 
to  $69,  which  only  TWA  has  matched 
and  no  one  has  beaten? 

Maybe  the  best  answer  is  that,  with 
both  Acker  and  Timoner,  it's  simply 
the  Air  Florida  way.  "Our  competitors 
offered  'unrestricted  low  fares'  as  if 
they  had  just  invented  fresh  milk," 
Timoner  scoffs,  pointing  out  that  he 
waited  for  three  days  before  announc- 
ing his  own  cuts.  "Waiting  was  the 
key  because  I  couldn't  shoot  twice," 
he  says.  "There  aren't  that  many  bul- 
lets in  my  gun." 

Indeed,  Air  Florida  made  its  name — 
under  Acker — on  unrestricted  budget 
fares,  and  aggressive  marketing  has 
kept  it  squarely  in  the  black.  Profits 
were  $4.5  million  on  revenues  of  $161 
million  last  year  (compared  with  Pan 
Am's  airline  operations  loss  of  $248 
million  for  the  same  period).  The  bulk 
of  those  profits  come  from  full-fare 
intrastate  flights  and  Caribbean 
routes.  But  Air  Florida  recently  ex- 
panded service  in  the  Northeast  corri- 
dor and  invaded  the  Miami-London 
market  quite  successfully  with  such 
flourishes  as  offering  first-class  pas- 
sengers a  Rolls-Royce  ride  into  town 
from  London's  Gatwick  Airport. 

Timoner  says  he's  going  full  steam 
ahead  with  Air  Florida's  purchase  of 


Faces 

Behind  The  Figures 


Western  Airlines — it  has  12%  and 
CAB  approval  to  buy  more.  He's  also 
hoping  to  buy  more  equipment  so  that, 
by  the  end  of  the  year,  all  his  non-DC- 
10s  will  be  less  than  four  years  old. 
Will  the  Air  Florida  technique  also 
work  at  Pan  Am?  One  thing  is  plain: 
It  certainly  does  seem  to  work  at  Air 
Florida. — Barbara  Rudolph 

Can  Wall  Street 
save  Main  Street? 

Thomas  J.  Owen  never  intended  to 
work  in  a  savings  and  loan  in  the  first 
place — "it  just  seemed  like  a  schlocky 
business."  But  his  father  was  chair- 
man of  Perpetual  Federal  Savings  &. 
Loan  Association  in  Washington, 
D.C.  "Nepotism  is  a  great  tradition  in 
the  S&T  industry,"  jokes  Owen,  so  he 
wound  up  as  chairman  of  its  descen- 
dant, Perpetual  American  Federal. 
Now  he  wants  to  change  the  face  of 
the  thrift  industry  by  getting  it  into 
the  brokerage  business. 

Along  with  Robert  W.  Antrim, 
president  of  Coast  Federal  Savings  & 
Loan  Association  in  Sarasota,  Owen 
filed  application  in  August  with  the 
Federal  Home  Loan  Bank  Board  to  set 
up  a  company  called  Savings  Associ- 
ation Financial  Corp.,  which  would 
allow  the  two  S&Ls — and  any  others 


Perpetual  American's  Thomas  Owen 
Dont  forget  that  folksy  ambience. 


Coast  Federal's  Robert  Antrim 
Cracking  the  brokerage  business. 

that  want  to  join — to  sell  securities. 
Participating  thrifts  would  subscribe 
to  the  services  or  buy  stock  in  SAFC, 
which  would  control  back-office  oper* 
ations.  SAFC  in  turn  would  set  up  a 
subsidiary  called  Savings  Association 
Investment  Securities  Inc.  to  house 
the  traders  and  salesmen.  Result:  Thd 
nation's  hard-pressed  S&Ls  would  add 
the  brokerage  business,  including  cusi 
tomer  financing  for  stock  buys  and 
access  to  money  market  funds,  td 
their  growing  collection  of  consumer 
services.  (Under  the  Glass-Steagall 
Act,  of  course,  commercial  banks  are 
barred  from  the  brokerage  business. 
Fortunately,  Glass-Steagall  doesn'C 
cover  the  thrifts.) 

Though  a  feasibility  study  by  Arthur 
Andersen  &  Co.  will  not  be  completed 
until  November,  Owen  is  ready  to  pre- 
dict right  now  that  the  venture  will] 
"generate  positive  cash  flows  in  a  veryj 
short  period  of  time."  The  thrifts  have 
two  key  advantages,  he  says,  over  most 
traditional  brokerage  houses:  an  exten- 
sive branch  network  and  a  folksy  ambi- 
ence. Many  people,  he  figures,  would 
rather  do  business  with  Main  Street 
types  than  Wall  Street  types.  Can  Wall 
Street  really  save  Main  Street?  In  the 
long  run,  says  Owen,  only  interest-rate 
parity  can  do  that,  but  in  the  meantime, 
invading  the  brokerage  business  might 
improve  their  chances  of  surviving.  A 
good  number  of  hurdles  he  ahead, 
though:  FHLBB  approval  (as  well  as- 
that  of  the  SEC) — and,  of  course,  the 
problem  of  where  S&Ts  are  going  to 
find  salesmen,  back-office  expertise 
and  analysts. — Ellyn  Spragins 
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with  correspondent 
Charlayne  Hunter-Gault 
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Co-produced  by  WNET/THIRTEEN,  New  York  and 
TA/Washington.  D  C.  Made  possible  by  grants  from 
on,  the  Bell  System  and  member  stations  of  PBS. 


Robert  MacNeil  and  Jim 
Lehrer  don't  condense  the 
news  into  a  series  of  brief  reports. They  examine 
one  story  a  night— presenting  a  timely,  probing, 
authoritative  report  that  both  explores  and 
informs. 

AT&T  and  your  local  Bell  System  company 
are  proud  to  help  underwrite  this  incomparable 
news  program. 

If  you  want  a  better  understanding  of  what's 
going  on  in  the  world  around  you,  watch  The 
MacNeil-Lehrer  Report  tonight  on  PBS.  Check 
your  local  listings  for  time  and  channel. 


(S)  Beil  System 


"Amfac. 

Aren't  they  in  farming? 


Farming?  Our  Agricultural  Group  includes  both  the  largest  wholesale 
horticulture  and  sugar  cane  production  operations  in  the  country. 

Pharmaceuticals?  Just  one  part  of  our  Distribution  Group,  which  had 
1980  sales  of  $829  million.  Clearly,  all  our  eggs  aren't  in  the  same 
basket.  When  the  question  is  Amfac,  the  answer  is  yes. 

Forbes  500.  $2  billion  revenues. 
Dividend,  $1.44.  Return  on  Equity,  18.9%. 


'1981  Amfac.  Inc 


The  Forbes/ Wilshire  5000  Review 


!000 


;  Market  value  of  Wilshire  5000: 
;  $1,235.5  billion  as  of  9/18/81 


500 


;  Wilshire  5000  Equity  Index 

All  stocks  with  daily  price  quotations, 
weighted  by  market  value   


Dow  Jones  industrial  average 

The  sum  of  the  market  prices 

of  30  blue-chip  industrial  stocks   
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Vhen  will  the  fall  be  over?  Until  then,  each  new  low 
Prompts  another  round  of  margin  calls  and  the  slump 
leeds  itself.  Still,  daily  trading  volume  in  this  bear  market 
las  tended  to  be  on  the  low  side.  Several  analysts  believe 
hat  the  market  needs  to  purge  itself  before  bottoming 
put.  So  expect  a  heavy  volume  of  selling  before  any  rally. 
'  While  overall  market  performance  over  the  last  four 
veeks  has  been  dismal,  the  ASE  stocks  were  hit  hardest. 
The  NYSE  index  was  off  10.4%,  about  in  line  with  the 
I  1%  loss  registered  by  the  Wilshire.  But  the  ASE  market 
ralue  index  fell  a  hefty  1 7.6% — a  reflection  of  weakness  in 
•oth  secondary  issues  and  in  oils.  The  slump  in  the 
Vilshire  translates  into  a  $154  billion  loss  in  value. 


As  our  Statistical  Spotlight  on  page  264  illustrates,  sec- 
ondary stocks  have  taken  the  biggest  beating.  During  the 
last  four  weeks  low-yield,  high-growth  and  high-volatility 
securities  have  had  much  greater  setbacks  than  their  more 
conservative  counterparts.  The  good  news  is  that  many 
secondary  stocks  are  now  descending  to  bargain  levels.  Now 
is  the  time  to  start  shopping  securities. 

The  curse  of  high  interest  levels,  of  course,  is  what  is 
keeping  investors  away.  Given  this  summer's  succession 
of  false  peaks  in  the  money  markets,  it  will  take  more 
than  just  a  slight  decline  in  the  prime  to  spark  a  spree  on 
Wall  Street.  So  don't  be  in  a  big  rush  to  snap  up  equities  at 
a  discount  today.  Prices  could  get  even  cheaper. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-11.0 

-9.2 

-10.4 

-17.6 

-10.9 

in  last  52  weeks 

-9.3 

-13.2 

-10.1 

-11.7 

-5.7 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-13.9 

-5.2 

-15.4 

-9.2 

-5.6 

-11.2 

-14.3 

-7.3 

-10.5 

-10.6 

in  last  52  weeks 

-7.1 

4.7 

-10.0 

-1.7 

-2.5 

0.2 

-5.9 

1.2 

-9.2 

3.7 

A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
K  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


■lote:  All  data  for  periods  ending  9/1 8/8 1 .  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
ORBES,  OCTOBER  12,  1981 
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WhereThe  Action  Is 


It  was  a  rough  two  weeks.  Eight  of  nine  sectors  fell 
further  behind.  Only  finance  bucked  the  trend.  A  rash  of 
S&.L  mergers  buoyed  hopes  for  the  recovery  of  this 
industry  and  produced  a  slim  0.2%  gain.  While  high 
interest  rates  are  hurting  lending  institutions,  however, 
they  make  utilities  look  attractive.  These  stocks  regis- 
tered a  0.3%  setback,  while  energy  companies,- hit  hard, 
lost  8.6%. 

In  previous  weeks,  technology  stocks  have  generally 


underperformed  the  market  by  a  wide  margin.  Although 
this  group  lost  another  1.8%  during  the  current  period, 
it  fared  much  better  than  the  ma)or  market  indicators; — 
a  sign  that  things  could  be  moderating. 

Two  weeks  ago  three  sectors  still  showed  gains  for  the 
past  year.  All  are  in  the  red  now.  This  is  a  clear  sign  that  the 
market  decline  is  widespread.  But  all  stocks  are  not 
treated  with  the  same  disdain.  Technology  companies  are 
down  by  18.9%,  while  utilities  are  in  the  red  by  only  1%. 


Percent  change  in  last  52  weeks  Percent  chanSe  in  l»»t  tw0  weeks 


Capita)  goods 


+75% 


+50 


Energy 


+75% 


+50 


+25 


'■  i  I  I  I  i  i  I  I  I  I  I  i  I  I  I  )  |  i  i  i  I  I  I  I  I 


'80 


81 


Technology 


+75% 


+50 


l       M  I  I  I  I  I  I  I  I  I  I  i  i  i  I  I  1  I  

'80        '  -81 


Consumer  durables 


+75% 


+50 


K25 


Finance 


+75% 


+50 


+25 


l  l  I  I  l  I  I  I  I  I  I  l  I  I  I  l  l  l  I  I  l  I  I  I  I  I  I 


•80 


■81 


Transportation 


+75% 


+50 


'  ■   ■   '   '   '   '  '   '  I   '   '   '   I   I   I  I  I   I   I  1   I  I    I   [   !  I 

•80         '  -81 


Consumer  nondurable*  and  services 


+  75% 


+50 


-25 


l  l  l  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  i  I  I  I  I  i  i  i  I 


'80  * 


'81 


Raw  materials 


k75% 


►so 


Utilities 


+75% 


+50 


+25 


I  H  I   I  I  II   I  I   I  I  I  I   I  I  I  I  1  1  I   I  I  I  I  I  1 


•81 


Note:  All  data  for  periods  ending  9»18/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calil. 
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Why  Trade  the  New  90-Day  CD  Futures 
Contract  on  the  Chicago  Board  of  Trade? 


THAT'S  WHERE  OVER  70% 
OF  ALL  INTEREST  RATE  FUTURES 
CONTRACTS  ARE  TRADED. 


FIRST  THE  GNMAS  futures  contract.  On 

October  20,  1975  the  Chicago  Board  of  Trade  created  the 
interest  rate  futures  market  by  offering  this  innovative 
instrument.  Protection  from  the  risk  of  interest  rate 
fluctuation  was  available  to  hedgers.  At  the  same  time  a 
large  new  opportunity  was  opened  for  speculators. 
So  far  over  6  million  GNMA  contracts  have  been 
traded  on  the  Chicago  Board  of  Trade 
And  that's  over  98%  of  all  GNMA 
futures  contracts  traded  anywhere 

THEN  THE 

T-BONDS".u«ures 

contract.  This  new  instrument 
was  introduced  by  the 
Chicago  Board  of  Trade  on 
August  22,  1977.  To  date, 
over  15  million  contracts 
have  been  traded  on  the 
floor  of  the  world's  leading 
and  largest  futures  9 
exchange — by  far  the 
most  impressive  beginning 
ever.  Currently  over  97% 
of  all  T-Bond  contracts 
are  traded  here. 


NOW  THE  NEW  CD'S  futures  contract. 

Underlying  this  contract  are  the  short  term  private  debt 
instruments  issued  by  a  number  of  America's  leading  banks. 
The  contract  is  designed  to  respond  very  precisely  to  private 
sector  conditions.  For  the  commercial 
hedger  this  can  mean  a  more  precise 
hedge.  For  the  speculator  this 
offers  new  opportunity. 

And  finally,  the  new  CD 
contract  is  being  traded 
by  many  of  the  same 
professionals  who  trade 
the  highly  successful 
GNMA  and  T-Bond 
contracts.  Their 
experience  coupled  with 
the  traditional  liquidity  of 
the  Chicago  Board  of 
Trade  explains  the 
immediate  acceptance 
of  this  new  trading 
opportunity. 

'Futures  contracts  in  U.S. 
Government  debt  are  not 
obligations  of  the  U.S. 
Treasury  Department. 


ASK  YOURBROKER  ABOUT 
TRADING  OPPORTUNITIES  ON  THE 
WORLD'S  MOST  LIQUID  INTEREST 
RATE  FUTURES  EXCHANGE. 

(f§i  Chicago  Board  of  Trade 


For  a  copy  of  our  new  CD  booklet  mail  this  coupon 
or  call  800/621-4641.  In  Illinois  800/572-4217. 

MAIL  TO:  James  Sauls 

Marketing  Manager-Financial  Instruments 

Chicago  Board  of  Trade 

LaSalle  at  Jackson,  Chicago,  Illinois  60604 


Name 


Title 


Company 


Address 


City 


State 


Zip 


CBT-FB 


Statistical  Spotlight 


Over  the  past  14  weeks,  thousands  of  secur- 
ities have  slumped — but  a  few  issues  have 
scored  handsome  gains.  There  may  be  op- 
portunity at  both  extremes: 

How  to  skin  a 
bear  market 


By  Steve  Kichen 
and  Paul  Bornstein 

WVVali  Streei  is  full  of  advice, 
aitttf  an^  lately  the  sages  arc  spout- 

WWing  tips  on  bear  market  strate- 
gy. Old-timers,  of  course,  saw  falling 
markets  as  a  time  to  pick  up  bargains, 


Best  industry  groups 


1. 

Real  estate  investment  trusts  +15.9 

2. 

Gold  mining 

8.9 

3. 

Diversified  metals 

8.0 

4. 

Fertilizer 

5.9 

5. 

Offshore  drilling 

4.0 

6. 

Domestic  integrated  oils 

3.5 

7. 

Natural  gas  distribution 

1.8 

8. 

Natural  gas  pipelines 

0.6 

9. 

International  integrated  oils 

-2.2 

10. 

Electric  utilities 

-2.6 

11. 

Telephone  companies 

-4.0 

12. 

Apparel 

-4.9 

13. 

Crude  oil  producers 

-5.5 

14. 

Canadian  oil  and  gas 

-5.7 

15. 

Tobacco 

-5.7 

and  their  classic  investing  style  may 
still  be  relevant  today. 

The  stocks  to  buy  when  the  aver- 
ages are  collapsing,  so  the  traditional 
adage  goes,  are  those  that  fall  most 
and  those  that  fall  least.  The  first 
group  is  likely  to  be  oversold  and  thus 
full  of  bargains.  The  second,  with 


Worst  industry  groups 


1. 

Machine  tools 

-34.0 

2. 

Toys 

-29.7 

3. 

Air  transport 

-29.7 

4. 

Pollution  control 

-27.3 

5. 

Casinos/gambling 

-26.6 

6. 

Home-building 

-26.4 

7. 

Aerospace 

-25.2 

8. 

Air  freight 

-24.8 

9. 

Hospital  management 

-24.1 

10. 

Hotels 

-23.4 

1.1. 

Entertainment 

-23.0 

12. 

Computer  services 

-22.5 

13. 

Railroad  equipment 

-22.1 

14. 

Electronics/semiconductors 

-21.4 

15. 

Retail  drugstores 

-21.4 

Source  Standard  &  Poor's 


enough  support  to  buck  the  broadet 
negative  trend,  is  likely  to  soar  a| 
soon  as  the  overall  market  starts  movj 
ing  up.  Calling  a  precise  market  bot) 
torn  traditionally  bas  been  less  impou 
tant  than  finding  the  right  stocks  t 
buy  when  the  turn  came. 

With  that  in  mind,  this  Statistical 
Spotlight  focuses  on  50  companies  ij 
each  of  the  three  major  trading  are. 
nas — the  25  that  have  gained  thj 
most  and  the  25  that  have  lost  th 
most  in  price  since  the  market's  pea] 
on  June  1 1 . 

Over  the  14  weeks  between  Juni 
11  and  Sept.  15,  the  cutoff  date  fu 
our  computers,  the  broad-based  Wil 
shire  index  slumped  by  10%.  Look  a 
these  lists,  however,  and  you  wil 
quickly  see  that  some  stocks  marl 
aged  impressive  gains  during  that  pe 
riod  while  others  collapsed  far  mon 
than  the  market  as  a  whole.  When 
ever  possible,  we  have  tried  to  elimi 
nate  companies  involved  in  take 
overs,  spinoffs  or  other  special  situd 
tions  that  affect  stock  prices. 

On  the  Big  Board,  over  half  the  is 
sues  in  the  list  of  gainers  were  energy 
related  companies — a  sector  that  ha 
been  notably  depressed  for  most  c 
this  year.  Among  the  losers,  on  thfl 
other  hand,  there  are  several  compul 
er  and  instrument  makers.  A  few  c 
these  stocks  were  soaring  just  month 
ago.  What  the  lists  could  be  saying  i 
that  some  oil  shares  are  due  for  a: 
upward  move,  while  newly  out-of-fa 
vor  high-tech  issues  are  perhaps  ovei 
sold  at  this  time. 

The  results  from  the  America 
Stock  Exchange  lists  tell  a  similar  tab 
Amex  companies  are  smaller  an 
more  volatile  than  their  Big  Boar 
brethren,  so  the  magnitudes  of  bot 
the  gains  and  losses  are  greater.  Bu 
the  companies  that  moved  the  mos 
are  largely  the  same:  Energy  stock 
scored  well  on  the  upside,  while  tecr 
nology  issues  were  clobbered. 

In  many  ways,  however,  the  ove: 
the-counter  results  make  for  the  mos 
fascinating  reading.  In  that  hurly-bu: 
ly  market,  one  stock  more  than  dot 
bled  in  price  while  another  dropped  b 
more  than  90%.  The  magnitude  c 
many  of  the  declines,  in  fact,  puts  o 
the  list  several  companies  that  no' 
trade  below  $1  per  share. 

It  may  not  yet  be  buying  time  o 
Wall  Street.  But  shopping  is  always  i 
season.  If  conventional  wisdom 
right,  these  150  gainers  and  losers  in 
elude  some  of  the  hottest  opportun 
ties  around.  Pick  the  right  ones  an( 
you  just  might  win  big. 


Good,  bad— and  nearly  all  ugly 


The  performance  of  industry  groups  during  Wall 
Street's  recent  collapse  illustrates  the  magnitude  of 
the  overall  decline.  Barely  half  of  the  industries  that 
fared  best  in  the  turmoil  scored  absolute  gains  for 
the  period.  What's  more,  the  worst  losers  were  off 
by  34%,  while  the  leading  gainers  were  up  less  than 
half  as  much.  Note  that  the  list  of  winners  is  domi- 
nated by  energy  companies.  Meanwhile,  the  ranks 
of  the  declining  issues  are  bulging  with  technology 
and  transportation-related  issues. 
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Another  Grow  Group  Innovation: 

234  QC— the  world's  only  epoxy  coating  that  cures  at  sub-freezing 


This  means  that  shipyards  from  Gdansk,  Poland  to 
Newport  News,  Virginia  can  now  add  winter  as  a  full  painting 
season  to  their  construction  and  maintenance  calendar. 

Our  Devoe  Marine  Division's  Devran®234QC  is  the  only 
epoxy  coating  in  the  world  that  allows  painting  to  continue 
12  months  a  year.  The  results  are  more  efficient  employee 
work  schedules,  iess  drydock  time,  and  higher  profit 
potential  for  ship  owners  and  shipyards. 

Productive  innovation  through  technology,  on  the 
oceans,  lakes  and  rivers  of  the  world  is  the  continuing 


commitment  of  Devoe  Marine  and  Grow  Group. 

Devoe  Marine  Coatings  Co.  is  part  of  our  Marine  and 
Corrosion  Control  Group,  one  of  four  Grow  Groups.  Since 
1961,  we  have  grown  from  $10  million  in  saies  to  over  $230 
million,  and  have  paid  69  consecutive  quarterly  cash 
dividends  and  over  132%  in  stock  dividends. 

If  you'd  like  to  know  more,  write  to  us,  Grow  Group,  Inc. 
Pan  Am  building,  200  Park  Avenue,  New  York,  N.Y.  10017, 
for  a  copy  of  our  annual  report.  And  find  out  more  about 
what  makes  us  Grow. 


Statistical  Spotlight 


Bear  market  pickings: 

the  New  York  Stock  Exchange 

Here  are  the  25  companies  that  fared  best  during  the    old  market  adage  is 

correct, 

there  are 

choice 

invest- 

recent  market  decline  and  the  25  that  fared  worst.  If  an    ment  opportunities  to  be  found  on  both  lists. 

The  best  performers 

%  change 

— Latest  12-month — 

52- week 

price/ 

Book 

)une  1 1, 

Recent 

price 

earnings 

earn  inj^s 

value  per 

Company/principal  business 

1981 

price 

range 

per  share 

ratio 

Dividend 

Yield 

share 

Sou  t  h  hind  Rov.'ilt v/i  11 1  md 

47% 

34 

41  -21 

$0.65 

52.3 

$  .04 

0. 1  % 

<  0  1  7 

*J>  £..11 

Copperweld/specialty  stee] 

29 

39  Vi 

47'/2-19'/4 

5.08 

7.7 

1.60 

4.1 

27.70 

Pioneer  Corp/oil  and  gas 

26 

27Vi 

33%-21% 

2.74 

10.0 

0.88 

3.2 

8.99 

Amalgamated  Sugar/sugar 

25 

43% 

66%-29 

13.92 

3.1 

6.25 

14.3 

54.25 

McDermott/oiliicld  set vices 

21 

34'/4 

46%-27 

3.20 

10.8 

1.60 

4.6 

19.90 

RAMPAC/REIT 

20 

2  6 'A 

27'/4-l  77/K 

i-i  f    /**        if  to 

1.42 

IS. 4 

1 .80 

6.9 

1 7  82 

Marathon  Oil/oil 

19 

59% 

82%-44% 

4.83 

12.3 

2.00 

3.3 

32.96 

Pacific  Tel  &  Tel/telecommunications 

19 

16% 

L7Vi-ll% 

1.76 

9.1 

1.40 

8.7 

21.58 

Chicago  &  NW  Transp/railroad 

17 

32  Vi 

36%- 14 

3.99 

8.1 



d 

Enserch/oil  and  gas 

17 

29  Vh 

40   -23 Va 

3.30 

8.8 

1.36 

4.7 

14.96 

Salant/apparel 

16 

9 

9%-  6Vh 

0.86 

10.4 

16.04 

Mountain  Fuel  Supply/natural  gas 

15 

37 

53%-30'/2 

3.44 

10.8 

2.44 

6.6 

31.75 

El  Paso/natural  gas 

14 

25 

29»/2-19% 

1.89 

13.2 

1.48 

5.9 

9.16 

North  American  Coal/coal  mining 

14 

31% 

45  -26% 

0.85 

36.9 

0.72 

2.3 

24.32 

Standard  Oil  of  Calif/ml 

13 

41'/2 

51%-35% 

7.37 

5.6 

2.40 

5.8 

35.12 

Dreyfus/finance 

12 

18'/4 

20  -14% 

2.94 

6.3 

0.82 

4.4 

6.93 

Dome  Mines/gold  mining 

11 

23 'A 

32%- 17 'A 

1.49 

15.6 

0.19 

0.8 

4.90 

Fotomat/film  processing 

1 1 

8V2 

97/g-  5% 

0.04 

NM 

4.59 

Gen  Amer  Oil  Co  of  Texas/oil  and  gas 

11 

39% 

61  -34 

2.11 

18.7 

0.44 

1.1 

1 6.36 

Kaneb  Services/oilfield  services 

11 

22% 

40% -19% 

2.40 

9.2 

1.00 

4.5 

12.48 

Southern  Natural  Res/natural  gas 

11 

32'/4 

37'/4-27 

3.83 

8.4 

1.10 

3.4 

21.62 

Union  Oil  of  Calif/oil  and  gas 

11 

35  V2 

56'/2-28'/4 

3.82 

9.2 

0.80 

2.3 

21.73 

United  Energy  Resources/natural  gas 

11 

44  Vi 

56    -37  Vi 

7.28 

6.1 

1.92 

4.3 

28.96 

United  Guaranty/finance 

10 

34  Vh 

34%-24% 

3.03 

11.2 

0.40 

1.2 

21.07 

Williams  Cos/fertilizer 

9 

30  Vi 

49%-25% 

4.56 

6.6 

1.20 

3.9 

31.92 

The  worst  performers 

%  change 

— Latest  12-month — 

since 

52-week 

price/ 

Book 

June  11, 

Recent 

price 

earnings 

earnings 

value  per 

Company/principal  business 

1981 

price 

range 

per  share 

ratio 

Dividend 

Yield 

share 

National  Medical  Care/health  care  svs 

-56 

9% 

25%- 10 

1.39 

7.1 

0.46 

4.7 

4.68 

AVX/electronics 

-53 

16 '/a 

45  -15% 

d  0.02 

NM 

0.32 

1.9 

13.62 

Prime  Computer/computer  equipment 

-51 

22  Vh 

49V4-21 

1.19 

18.5 

4.03 

Data  Terminal  Sys/electronic  registers 

-50 

8% 

28%-  8 

d  2.57 

NM 

7.68 

Gerber  Scientific/computer  equipment 

-49 

13'/4 

28*2-12% 

1.00 

13.2 

0.12 

0.9 

5.43 

Filmways/publishing,TV  programs 

-48 

3% 

10%-  3% 

d  10.54 

NM 

d 

Mesta  Machine/machinery 

-48 

7V* 

18    -  7'/4 

d  35.80 

NM 

7.51 

Mohawk  Data  Sciences/computer  equip 

-47 

13% 

31!/4-ll% 

1.21 

11.4 

11.22 

PSA/airlinc 

-46 

20% 

42'/2-20'/2 

0.09 

NM 

0.60 

2.9 

28.90 

Safeguard  Sciences/electronics 

-46 

7% 

L5%-  4'/4 

0.26 

29.3 

5.73 

Intl  Harvester/agricultural  equipment 

-45 

9% 

35    -  8'/k 

d  8.64 

NM 

53.30 

Ramada  Inns/hotels,  casinos 

-45 

6% 

11%-  5% 

0.77 

8.2 

0.12 

1.9 

6.30 

Deltona/develops  land 

-44 

10% 

19%-  9% 

1.53 

.  6.8 

14.20 

Republic  Airlines/airline 

-43 

6 

11%-  5% 

d  1.11 

NM 

0.10 

1.7 

4.51 

Itek/precision  instruments 

-42 

22  Vi 

42%-19% 

2.36 

9.5 

0.30 

1.3 

30.43 

USAir/airline 

-42 

14% 

26%-13% 

4.61 

3.1 

0.12 

0.8 

18.36 

Veeco  Instruments/electrical  equip 

-42 

18% 

33%-17% 

1.11 

16.5 

0.20 

1.1 

5.20 

Arlen  Realty  &  Development/real  estate 

-41 

1% 

4'/2-  1% 

0.39 

4.1 

d 

Compugraphic/photo  typesetting 

-41 

13% 

31%— 11% 

0.18 

NM 

19.39 

Envirotech/pollution  contr  &  mng  equip 

-41 

8% 

19's-  7% 

d  1.16 

NM 

22.28 

GenRad/electronics 

-41 

14<> 

33'/8-12% 

0.74 

19.4 

0.08 

0.6 

9.75 

Sav-A-Stop/rctail 

-41 

9'/8 

17'/s-  7% 

1.42 

6.4 

0.10 

1.1 

9.19 

Watkins-Johnson/electronics 

-41 

22 

40  -20% 

2.20 

10.0 

0.48 

2.2 

21.40 

Allis-Chalmers/agricultural  equip 

-40 

16'/4 

37'/8-15'/2 

2.33 

6.9 

1.00 

6.2 

49.66 

Sullair/machinery 

-40 

14% 

35%-12 

0.83 

17.3 

0.32 

2.2 

7.72 

d:  deficit.  NM:  not  meaningful 

Source.  Stunt/cirri  c-  Poor's,  Ra(ndata. 
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er  view  of  a  chemical  company.  Sequence  14 


po  Aho,  chief  engineer  at  Galvatek,  talking  about  his  friend  Veikko  Lausi,  field  sales  engineer  at  Suomen  Henkel,  Finland. 

\feikko  and  his  Henkel  products  have 
lelped  us  with  many  a  catch'.' 


ji  yes,  how  many  times  a  'business 
j'h'  of  this  kind  started  on  a  fishing 
I  out  here. 

:  here  -  that's  Veikko's  small  island 
Dng  the  skerries  just  off  the  Baltic  coast. 
l:asionally  the  island  almost  seems  to 

ike  a  Henkel  subsidiary  when  we  start 
,l  ing  shop  while  fishing.  Yes,  Veikko  is 
>  kind  of  person  for  whom  work  and 
(jre  have  much  in  common.  He  hasn't 
inged  in  the  23  years  I've  known  him. 
•  ould  point  out  that  we  at  Galvatek 

customers  of  Veikko.  We  produce 
jipment  for  treating  metal  surfaces. 
:  cko  sells  us  the  chemical  products 
ti  which  this  equipment  cleans, 
peases  or  dewaxes  metals. 
j;se  are  the  Henkel  P3  products.  It  is 
ij-ntial  to  us  that  they  do  a  first-class 
:  And  Henkel  products  are  first-class 

>ur  equipment. 

ly  then  is  our  business  a  success:  with 
:iufacturers  of  sanitary  equipment, 
Jngs,  and  so  on. 


Veikko  certainly  knows  his  job.  Time  and 
again  he  has  helped  us  sell  equipment  to 
customers  by  providing  us  with  specific 
chemical  products  tailored  to  the  specific 
requirements  of  these  customers. 
What's  more,  Veikko  has  often  had  these 
products  newly  developed  especially  for 
us.  Our  association  has  proved  successful 
-  for  us  all.  Whenever  we  are  selling 
equipment  here  in  Finland  or  to  one  of 
the  COMECON  countries,  Veikko  also 
sells  his  P3  products. 
Yes,  it's  not  only  fishing  for  cod  that  we 
coordinate  our  efforts. 
We've  become  good  friends  over  all  these 
years  -  Veikko,  Mikko,  our  Galvatek 
general  manager,  and  myself 
Our  only  point  of  disagreement,  and  this 
is  something  we'll  never 
resolve,  is  which  one  of  us 
sings  best  in  the 
sauna .  . ." 


My  friend  Veikko. 


Oy  Suomen  Henkel  Ab,  Helsinki, 
is  one  of  more  than  100  companies  of 
the  Henkel  Group,  situated  in  more 
than  40  countries.  Worldwide  sales 
1980  =  7.6  billion  DM.  33,000 
employees.  Headquarters  Diisseldorf, 
Federal  Republic  of  Germany. 
Product  range  includes  laundry  prod- 
ucts, household  cleaners,  cosmetics, 
adhesives,  industrial  cleaners,  oleo- 
chemicals,  auxiliary  products  for 
textile  and  leather  industries.  Over 
8,000  products  for  all  walks  of  life. 


Chemistry  working  for  you. 


Statistical  Spotlight 


Bear  market  pickings:  the  American  Stock  Exchange 


Here  are  the  25  companies  that  fared  best  during  the 
recent  market  decline  and  the  25  that  fared  worst.  If  an 


old  market  adage  is  correct,  there  are  choice  invest- 
ment opportunities  to  be  found  on  both  lists. 


The  best  performers 


%  change 


— Latest  12-month— 


since 

52  week 

price/ 

Book 

June  1 1, 

Recent 

price 

earnings 

earnings 

value  per 

Company/principal  business 

1981 

price 

range 

per  share 

ratio 

Dividend 

Yield 

share 

North  Canadian  Oils/oil  and  gas 

65% 

24  Vi 

29%-13V4 

S1.91 

12.8 

— 

S  7.30 

Volume  Merchandise/retail 

52 

£.1/ 
OV4 

£.1/  17/ 

6'/2  —  3/s 

4.6 

0. 13 

2.0 

1 1  00 

Supron  Energy/oil  and  gas  expl,  dev 

43 

29% 

3674-15% 

0.83 

35.8 

0.12 

0.4 

4.08 

Yankee  Oil  &  Gas/oil  and  gas 

43 

15'/z 

20  -1072 

1.00 

15.5 

-  — 

— 

2.59 

CMI/construction  equipment 

39 

19'/i 

2272—  5Vs 

0.64 

30.4 

0.05 

0.3 

7.64 

BRT  Realty  Trust/REIT 

33 

2 

2%-  l'/4 

d0.69 

NM 

— 

— 

1  59 

Crawford  Energy/energy 

33 

9Vi 

107s-  75/8 

0.95 

10.0 

0.84 

Sanmark-Stardust/apparcl 

32 

3'/s 

3%-  2Va 

0.05 

62.4 

— 

— 

1.32 

Seaboard  Allied  Milling/tood  processing 

32 

26  V* 

34   —  1 83/s 

4.38 

5.9 

0.50 

1 .9 

39.57 

Porta  Systems/telecomm  equip 

31 

1 7% 

23%-14% 

0.50 

35.2 

— 

— 

6.79 

Adobe  Oil  &  Gas/ml  and  gas 

29 

36 

457.-2672 

1.51 

23.8 

0.20 

0.6 

8.11 

Noel  Industries/apparel 

29 

6'/8 

67/s-  2Va 

1.06 

5.7 

5.66 

Standard  Products/rubber  and  plastic 

27 

20% 

2372-10% 

4.12 

5.0 

0.60 

2.9 

29.72 

Heldor  Industries/swimming  pools 

24 

9 

10  %-  8 

0.85 

10.5 

2.53 

luniper  Petroleum/oil  and  gas 

23 

157s 

28    —  1 1 1 « 

072 

22.0 

4.34 

Pep  Boys-Manny  Moe  lack/retail 

23 

60% -34% 

7.61 

- : 

1.20 

2.2 

45.2" 

Grubb  &  Ellis/real  estate 

22 

4'/g 

4'/2-  25/8 

0.22 

18.7 

13.69 

United  Cos  Financial/finance 

22 

24 

24'/2-127/8 

2.40 

10.0 

0.84 

3.5 

20.89 

Guardsman  Chemicals/spec  chemicals 

19 

12% 

15'/4-10y8 

0.90 

14.2 

0.55 

4.3 

8.68 

Hudson's  Bay  Oil  &  Gas/oil  and  gas 

19 

345/s 

39*4-17% 

1.41 

24.6 

0.27 

0.8 

7.58 

Post/newspapers,  broadcasting 

19 

24 

317/8-15% 

1.55 

15.4 

0.40 

1.7 

0.31 

Vertipile/textiles 

19 

6'/4-  3% 

0.98 

5.6 

0.15 

2.7 

5.09 

XOIL  Energy  Resources/oil  and  gas 

19 

17'/4 

17>/2-14 

0.17 

NM 

1.25 

American  Biltrite/footwear 

18 

10% 

127/8-  6'A 

0.68 

15.8 

0.30 

2.8 

16.44 

Numac  Oil  &  Gas/oil  and  gas 

18 

28  Vi 

32%-20'/4 

0.34 

NM 

0.17 

0.6 

5.99 

The  worst  performers 

%  change 

— Latest  12-month — 

since 

52-week 

price/ 

Book 

June  11, 

Recent 

price 

earnings 

earnings 

value  per 

Company/principal  business 

1<)81 

price 

range 

per  share 

ratio 

Dividend 

Yield 

share 

Data  Access  Systems/computer  equip 

-64% 

5% 

24 Vi-  5Va 

S  1.31 

4.2 

S0.20 

3.6% 

$7.19 

Instrument  Sys/bldg  and  comm  equip 

-58 

3'/8 

12'/2-  3 

d2.06 

NM 

3.11 

EECO/electronics 

-54 

7% 

19-7 

0.69 

10.6 

0.24 

3.3 

8.11 

Vermont  Research/computer  equip 

-52 

12'/4 

35'/2-12l/4 

1.63 

7.5 

0.15 

1.2 

3.41 

Bolt,  Beranek  &  Newman/consulting 

-51 

10  V* 

25   -  8V2 

0.44 

23.2 

0.28 

2.7 

10.65 

ATI/packaging 

-50 

1 

2%-  1 

d0.93 

NM 

0.68 

Coradian/telecomm  equip 

-48 

55/s 

12'/4-  47/8 

d0.51 

NM 

2.72 

Adams  Resources  &  Energy/energy 

-47 

157/8 

35'/4-14s/8 

d0.96 

NM 

4.21 

Bradford  National/computer  services 

-47 

7% 

15s/s-  7 

0.73 

10.6 

0.26 

3.4 

10.32 

Aeronca/aerospace 

-46 

3% 

93/s-  3 

0.01 

NM 

2.36 

Air  Express  Intl/freight  forwarding 

-46 

8% 

24%-  8V4 

1.19 

7.4 

0.20 

2.3 

4.34 

Anderson  Jacobson/computcr  equip 

-45 

12  V4 

25'/2-10'/4 

0.64 

18.9 

6.87 

Willcox  &  Gibbs/sewing  equip 

-45 

2 

4   -  1% 

0.45 

4.4 

4.07 

Campanelli  Industries/building 

-44 

3'/2 

12   -  3Va 

0.10 

"  35.0 

8.99 

CompuDyne/communications 

-44 

5% 

10%-  5 

1.20 

4.4 

6.09 

De  Rose  Industries/mfrd  homes 

-44 

2'  4 

5'/8-  l7/8 

0.03 

75.0 

1.46 

Refinemet  Intl/metal  reclamation 

-44 

5'/2 

14   -  4% 

0.37 

14.8 

2.95 

Solid  State  Scientific/electronics 

-44 

7Vi 

24-6 

0.66 

11.3 

7.04 

Systems  Planning/engineering 

-44 

4% 

9'/2-  4'/s 

0.64 

6.8 

0.24 

5.5 

7.10 

Topaz/computer  equipment 

-44 

11  Va 

19%- 11 

0.66 

17.0 

0.08 

0.7 

3.86 

Acton/food  processing 

-43 

11  Vi 

2178-1078 

1.13 

10.1 

0.40 

3.5 

6.82 

Applied  Data  Research/computer  svs 

-43 

13 

2574-13 

1.32 

9.8 

6.58 

Applied  Devices/electronics 

-43 

3 

6   -  2% 

d0.36 

NM 

0.01 

Fair-Tex  Mills/textiles 

-43 

IVi 

5%-  1V4 

d0.40 

NM 

7.67 

Salem/industrial  equipment 

-43 

8Va 

I8V2-  8'/4 

0.1 7 

48.5 

0.40 

4.8 

11.16 

d:  deficit.  NM:  not  meaningful 

Source:  Standard  6-  Poor's 
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FORBES,  OCTOBER  12,  1981 


irbes 


th  Annual 
Report  nn 
American 
Industry 


indispensable  yearly  reference 
he  nation's  largest  companies 


33  consecutive  years,  the  Forbes 
al  Report  on  American  Industry  has  pro- 
the  major  management  community 
he  most  complete,  start-of-the-year 
isnce  on  America's  leading  companies, 
i this  period,  the  information  in  the 
al  Report  Issue  has  expanded  greatly  to 
de  coverage  of  more  companies  and 
i  industries.  Thus,  the  issue  has  become 
iasingly  more  valuable  to  readers, 
le  upcoming  34th  yearly  edition  will  rank 
ompare  over  1 ,000  top  corporations 
9  major  industry  groups  on  the  basis  of 
ability,  growth  and  stock  market  per- 
ince.  Using  these  revealing  yardsticks, 
sue  will  rank  all  of  the  companies 
ist  each  other,  as  well  as  against 
•etitors  within  their  own  respective 
tries. 

irbes  tracks  these  data  for  the  most 
it  12  months  to  provide  current  trends, 
longer  view,  the  issue  presents  these 
urements  based  on  the  past  five  years, 
ther,  these  data  provide  an  accurate 


index  of  performance  over  the  short  and  long 
haul,  which  offers  insights  into  a  company's 
and  an  industry's  future  potential. 
An  exceptional  advertising  opportunity 

The  U.S.  management  community  will  turn  to 
the  Forbes  34th  Annual  Report  on  American 
Industry  to  discover  how  well  the  nation's 
mightiest  corporations  fared  during  the  first 
critical  year  of  the  new  administration. 
They'll  learn  who's  where  and  why  in  Ameri- 
can big  business.  Because  they  will  refer  to 
the  issue  repeatedly  throughout  the  year, 
advertisers  are  offered  the  bonus  of  addi- 
tional exposures  among  the  business  leaders 
who  comprise  Forbes'  readership — those 
who  own  and  run  American  business. 
■  Plan  now  to  advertise  in  this  highly  pro- 
ductive communications  medium.  It  is  the 
most  complete,  up-to-date  report  on  corpo- 
rate America  available  anywhere.  For  more 
information,  contact:  Stephen  G.  Nicoll, 
Director  of  Advertising,  Forbes  Magazine, 
60  Fifth  Avenue,  New  York,  NY  1 001 1 , 
(212)  620-2228. 


losing  date:  November  30,1981 


Statistical  Spotlight 


Bear  market  pickings:  over  the  counter  stocks 


Here  an-  the  25  companies  that  fared  best  during  the 
recent  market  decline  and  the  25  that  tared  worst.  If  an 


old  market  adaj^e  is  correct,  there  are  choice  invest- 
ment opportunities  to  be  found  on  both  lists. 


The  best  performers 


%  change 

—Latest  12-month— 

SI  IK  G 

S2-h  eek 

price/ 

Book 

|UI1C   1  1 

Recent 

price 

earn 1 ngs 

earnings 

value  per 

Company/pi  inc  ipal  business 

l'Ml 

price 

range 

niT  sli'iri' 

Dividend 

Yield 

share 



Trans  Western  Exploration/oil  and  gas 

1 1 2% 

13 

14Vh-  4'/4 

Sd  0. 1 5 

NM 

$  0  .90 

Delta  Queen  Steamship/recreation 

V  1 

S'/u 
O  In 

O  /H  —    .  J  In 

0.43 

1 8.9 

u  77 

0.  f  f 

Versa  f  ethnologies/ 1  u!>Ih  t  and  tluids 

59 

18% 

19   -  87/8* 

1.29 

14.3 

$0.24 

1.3% 

6.65 

Advanced  Monitoring  Sys/prec  mstr 

58 

9Vi 

1 1 '/«-  V* 

d  0.09 

NM 

0.10 

Ccnova/ building  materials 

53 

2% 

3   -  IVh* 

d  0.36 

NM 

3.67 

First  COIony  Life  Ins/insurance 

49 

61 

67'/2-30 

3.28 

18.5 

0.80 

1.3 

21 .63 

Patrick  [ndustries/building  materials 

42 

•J  in 

V/u-  IVu* 
O  in —    1  In 

dO.12 

NM 

4  43 

Service  Fracturing/oilfield  svs 

38 

21% 

28'/i-15'/2 

1 .05 

20.7 

5.73 

Woodward  &  Lot  hrop/t  c  tail 

38 

36% 

40'/2-19'/4 

4.24 

8.5 

1.70 

4.7 

40.92 

Lane  Wood/mult  iLinnpany 

36 

3% 

4%-  l%* 

0.30 

12.5 

4.63 

Data  Packaging/pat  k.igmg 

35 

8'/» 

8V4-  5%* 

0.46 

17.9 

9.36 

Hart  Exploration    Production/oil  iN  ga 

s  33 

t  '16 

D  /8—    it  IH 

d  0.10 

NM 

Snelling  &  Snelling/personnel  agencies 

32 

6'/4 

8%-  4* 

1.07 

5.8 

0.17 

2.7 

4.60 

President  Brand  (.old  Mng  ADR/gold 

31 

45% 

59%-27* 

18.66 

2.4 

7.03 

15.5 

NA 

Victoria  Ban  ksharcs/b.m  king 

31 

32% 

32%-20* 

3.50 

9.2 

0.80 

2.5 

23.05 

(ones  &  Vining/fobtweai  materials 

29 

4% 

6  -  3%* 

0.94 

4.7 

6.25 

Transport  lite  Insurance/insurance 

29 

16'/4 

15%-  7% 

1.72 

9.4 

6.50 

ley  Industries/piomotiiinal  products 

28 

27/8 

3'/4-  2' 

0.50 

5.7 

0.24 

8.3 

1.57 

Wolverine  Aluminum/aluminum  siding  27 

97/8 

14'/4-  7'/i 

0.28 

35.2 

0.20 

2.0 

14.31 

Hamilton  Bros  Petroleum/oil  and  gas 

26 

26% 

30  -16% 

1 .95 

13.5 

0.10 

0.4 

10.26 

Consolidated  Accessories/apparel 

25 

10 

10  -  6  y4* 

1.56 

6.4 

0.24 

2.4 

20.18 

National  (Dior  Labs/photoprocessing 

25 

3'/8 

3'/8-  2%* 

0.50 

6.2 

0.06 

1.9 

3.36 

Amer  Medical  Prods/h<  alth  care  equip 

24 

6'/2 

7'/4-  2%' 

0.20 

32.5 

0.05 

0.8 

0.52 

City  trust  Bancorp/hankmg 

24 

20'/i 

22'/2-12% 

3.75 

5.4 

1.16 

5.7 

28.32 

Manning  May  Oil/oil  and  gas 

24 

4% 

8%-  3% 

d0.20 

NM 

0.46 

The  worst  performers 

%  change 

—Latest  12 

month — 

since 

52- week 

price/ 

Book 

tune  1  1 . 

Recent 

price- 

earnings 

earnings 

value  per 

Company/principal  business 

1  OK  1 

price 

range 

per  share 

ratio 

Dividend 

Yield 

sliarc- 

APE  1  Icctronics/clcctromcs 

-91% 

V* 

13    -  V* 

$d  2.98 

NM 

SO.  73 

Solid  State  Tech/computer  equip 

-84 

1S/l6 

i4'/4-  y« 

d  1 .28 

NM 

0.03 

Osrow  Products/household  products 

-81 

S/8 

4S/8-  % 

d0.34 

NM 

0.78 

Bunnington/nieta]  fabrication 

-78 

23/4 

12'/2-  2'/2 

d0.76 

NM 

1.01 

Aerosonic/acrospace 

-  77 

1SU 

12V8-  2'/2 

0.10 

27.5 

1.52 

FSC/fmancc,  refining 

-  76 

% 

4%-  Vi 

d3.23 

NM 

1.43 

Dash  tads/textiles,  computer  equip 

-70 

7/8 

5'/8-  % 

d0.03 

NM 

0.71 

Specialized  Systems/telecomm  equip 

-69 

4'/4 

15'/8-  4'/4* 

d0.37 

NM 

0.82 

Renal  Devices/health  care  equipment 

-66 

2% 

75/8-  2%» 

d2.79 

NM 

0.51 

Standard  Logic/computet  equipment 

-65 

3% 

12V8-  3% 

d0.41 

NM 

091 

Bonanza  International/rest aurants 

-64 

2% 

67/8-  2% 

d0.29 

NM 

4.11 

Horizons  Research/photo  supplies 

-64 

3'/4 

9%-  31/.* 

0.43 

7.5 

1.39 

Maxon  Industries/industrial  equipment 

-64 

l'/4 

6V2-  %* 

d  4.36 

NM 

0.93 

Mini-Computer  Sys/computei  equip 

-64 

1% 

4'/4-  l'/8 

d2.79 

•  NM 

0.20 

Reliable  Investors/insurance 

-64 

i% 

15    -  V* 

d  4.93 

NM 

5.79 

Natl  Environ  Contr/waste  mgmt 

-63 

1% 

4%-  1% 

0.04 

34.2 

0.56 

CCA  (  omputer  Assoc/computer  svs 

-62 

5 

16'/2-  5 

0.63 

7.9 

3.77 

Computer  Magnetics/electrical  equip 

-62 

2J/4 

8   -  2  '/4« 

0.38 

7.2 

1.81 

Infotron  Systems/a  lecomm  equip 

-61 

15% 

45  -14V2 

0.67 

23.1 

4.40 

\  .nation  Spa  Resort/n  i  n  atmn 

-61 

% 

2%-  %• 

0.08 

9.3 

0.24 

Executive  House/hotels 

-60 

Vi 

1V4-  Vl' 

0.09 

5.5 

0.30 

Levin  Computer/computer  leasing 

-58 

lS/8 

sk-  i%* 

d0.08 

NM 

1.79 

Nu-Med  Systems/financial  svs 

-58 

2% 

8   -  1% 

dO.43 

NM 

0.08 

Biotech  Research  Lab/biotechnology 

-57 

12% 

28'A-  6%' 

0.02 

NM 

1.68 

Randando  Oil  &  Minerals/oil  and  gas 

-57 

1% 

8%-  1% 

d  0.11 

NM 

0.86 

•1981  range  d  deficit  NA:  Not  available  NM:  not  meaningful 

Source  Standard  6  I'oor's. 
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IOK1U  s  OC  I  OIUK  i:  I'M 


Now,  in  one  package,  7  Special  Reports 
to  help  you  answer  this  question: 


WHAT  STOCKS  SHOULD  YOU  TARGET 

FOR  BUYING  NOW? 

Get  facts,  figures,  analysis,  appraisal  of  risk. . . 
United  s  clear  recommendations  and  advice. 


OPZHigh  Activity  Stocks 

LJKJrm  the 


'on  the  NYSE 

Vmer  Airlines      Cities  Service 


ATT 
Atl  Richfield 
Sank  America 
Boeing 
Citicorp 


Dow  Chem 
DuPont 

East  Kodak 
Exxon 

Gen  Motors 


Gulf  Oil 

K  mart 
LTV  Corp 
Mobil  Corp 
Phillips  Pet 
Ralston  Purina 


Sears 

Sony 
Std  Oil  Calif 
Std  Oil  Ind 

Tandy 
Texaco 


Union  Oil  Calif 


7 


Takeover  candidates 
to  buy  now 


Takeover  stocks  have  shown  sizable  price  gains  over  the  past  year 
or  two.  However,  it  is  not  easy  to  tell  in  advance  who  is  going  to  try 
to  take  over  whom.  United  has  done  the  research  for  you  and 
presents  for  your  consideration  an  attractive  group  of  companies 
which  seem  to  fit  the  bill.  They  look  like  a  good  place  to  start 
prospecting  in  your  attempt  to  make  money  in  takeovers. 


yV Low-priced  stocks 
selected  for  profit 


or  those  investors  searching  for  higher  profits,  United 
ecommends  a  special  selection  of  7  low-priced  stocks.  Though 
till  selling  at  low  prices,  the  stocks  in  this  group  have  some 
sery  intriguing  earnings  records  and  potentials.  To  spread  your 
sk  and  improve  your  opportunity  for  profit,  we  suggest  you  buy 
t  least  two  or  three  of  these  well-situated  low-priced  stocks. 


Of)  Utility  stocks 

OvS  United' s  own  13  point  evaluation 

United  analysts  know  that  each  utility's  individual  strengths  and 
weaknesses  can  mean  a  lot  to  its  investment  performance.  It  can  be 
deeply  affected  by  the  regulatory  climate  in  its  area.  In  this  analysis 
we  show  main  fuel  source,  rate  the  attitude  of  the  regulatory  bodies, 
and  present  11  other  important  factors.  All  thirteen  points  are 
weighed  before  we  give  you  our  advice  on  which  utility  stocks  we 
believe  you  should  buy,  hold  or  sell. 


^OLD  STOCKS 

JT  Buy?  Hold?  or  Sell? 

Jnited's  analysts  have  some  sound  advice  for  you  about  these 
tocks,  and  the  legendary  yellow  metal  which  has  been  so  highly 
rized  by  all  civilizations.  They  touch  on  the  political,  psychological, 
nd  supply-demand  factors  that  underly  the  prices  of  gold  and  gold 
tocks.  And  they  point  out  that  some  gold  stocks  are  now  about  40% 
elow  their  1980  highs.  Is  this  a  buying  opportunity  for  you  now? 
Vhat  should  be  your  objective?  Which  stocks 
hould  you  consider?  This  Report 
/ill  help  you  answer  these 
uestions, 
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Wimnent  Now  or  Later 

6  income  issues  -6 growth  stocks 


With  all  the  discussion  of  retirement,  pensions,  and  Social  Security 
in  the  media,  it  is  a  most  imprudent  executive  indeed  who  is  not 
thinking  of,  and  planning  for,  his  retirement  years— or  simply  the 
years  when  he  will  cut  down  on  his  work.  United  has  prepared  two 
model  portfolios  to  help  you  achieve  your  financial  objective 
whether  you  are  retiring  now,  or  later.  One  portfolio  offers  you 
liberal  income  with  the  potential  for  dividend  increases  plus 
moderate  capital  gains.  The  other  concentrates  on  capital  gain 
potential  to  increase  your  nest  egg  to  the  necessary  proportions 
you  may  need  when  you  retire. 
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Plus  a  full  6-Week  Subscription  to 
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Stock  Market  Analysis  and  specific  recommendations  •  General  Business  Forecast  •  United's 
Supervised  List  •  Buying  advice  of  other  services  •  Bonds  and  Preferred  Stocks  •  Stocks  to  sell  or  avoid 
•  New  product  studies  •  Views  of  leading  authorities,  and  much  more 
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WE  WILL  BILL  YOU 


OUR  GROWTH  CURVE] 
ISNTCURVACEOUSilTSl 
JUST  LONG  ANDTALL 

reported  higher  earnings  for 
18  consecutive  quarters,  with 
record  highs  being  set  in  each 
of  the  last  13  of  them. 

There  are  lots  of  reasons 
for  our  success.  But  perhaps 
the  mostimportant  is  that 
we've  been  in  the  right  place 
with  the  right  banks. 

Since  1977  the  number  of 
Barnett  Banks  in  Florida  has 
doubled.  Now  there  are  more 
than  150  of  them  statewide. 

That's  importantinastate 
that's  growing  like  ours  is. 

Inthel970's,Floridaadded 
2.9  million  residents,up  44%. 

And,forthel980's,Florida 
expects  to  grow  even  faster, 
passing  Pennsylvania,Ohio 
and  Illinois  to  become  fourth 
largest  in  the  nation. 

So,ifyouwantastockwith 
a  proven  history  as  well  as 
a  promising  future,  maybe  it's 
time  you  were  taking  a  closer 
look  at  Barnett  Banks. 

Because  as  Florida  grows, 
so  grow  the  Barnett 
Banks.  And  then  so 
can  your  investment. 

All  Barnett  Banks  are  members  FD1C. 

For  more  information,  wrtte  Joseph  C.  Bowies,  Assistant  Treasurer.  Barnett  Banks  of  Florida.  Inc..  PO.  Box  40789.  Jacksonville.  Florida  32231  Or  call  (904)  791-7403. 
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YEAR  END 


Take  a  look  at  our  growth 
curve,  and  it's  easy  to  see  why 
more  and  more  investors  have 
been  taking  a  long,  hard  look 
at  Barnett  Banks  of  Florida. 

Our  assets  have  increased 
by  more  than  100%  since!975, 
compared  to  an  average  rate 
of  growth  for  all  Florida  banks 
of  62%.Tbday,  Barnett  assets 
are  nearly  $5billion. 

Barnett  profits  have  also 
gone  straight  up.  In  fact,we've 


Capital  Markets 


MONEY  &  INVESTMENTS 


There  is  more  than  one  way  to  play 
declining  interest  rates — without  risking 
life  and  limb. 

BEFORE  THE  FALL 


By  Ben  Weberman 


If  some  of  the  $156  billion  now  in 
the  hands  of  money  market  mutual 
fund  managers  is  yours,  maybe  you 
should  be  thinking  about  taking  at 
least  some  of  it  back  and  putting  it 
elsewhere — that  is,  of  course,  if  you 
believe,  as  I  do,  that  yields  are  com- 
ing down. 

The  money  market  funds  have 
served  their  clients  well  these  past 
18  months  or  so,  in  effect  allowing 
them  to  have  their  cake  and  eat  it 
too — paying  fatter  yields  with  far 
less  (indeed,  virtually  no)  risk. 
Against  that  kind  of  competition, 
the  bond  market  has  offered  only 
sweat,  tears  and  capital  losses. 

But  in  a  time  of  declining  interest 
rates,  the  strategy  changes.  As 
yields  start  to  fall,  bond  prices  rise, 
prompting  thoughts  of  total  re- 
turns— yields  plus  capital  gains.  I 
doubt  that  we  will  see  long-term 
Treasuries  yielding  15%  again  soon 
in  the  market.  Today's  14%  return 
on  long-term  Treasuries  will  look 
just  lovely  a  year  from  now,  say, 
when  short-term  rates  are  likely  to 
be  below  10%.  And  capital  gains?  A 
30-year  Treasury  bond  now  selling 
at  98  5/4  to  yield  14%  would  be  sell- 
ing at  around  136  when  long-term 
yields  fall  under  10%.  Alternatively, 
it  will  look  good  for  the  next  30 
years  when  those  fat  interest  cou- 
pons are  cashed. 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine 


Still,  a  good  many  money  market 
shareholders,  understandably  ap- 
palled by  all  that  fresh  blood  still  on 
the  floor,  may  not  be  keen  to  step 
into  the  bond  market  just  yet.  A 
17%  daily  return  is  attractive.  For 
such  people,  who  nevertheless  want 
to  position  themselves  for  a  decline 
in  interest  rates,  money  market  se- 
curities that  have  a  fixed  rate  of 
return  would  be  better  than  money 
market  mutual  fund  shares,  whose 
interest  rates  vary  daily  with  the 
market.  One  sensible  choice  would 
be  a  6-month  savings  certificate  or 
even  a  30-month  certificate,  if  that 
isn't  too  far  off  for  their  taste. 

A  greater  play  on  declining  interest 
rates  is  possible  through  shares  in 
unit  investment  trusts  that  special- 
ize in  long-term  corporate  bonds  and 
are  currently  yielding  about  16.30%. 
These  are  pools  of  a  fixed  portfolio  in 
which  investors  buy  a  participation. 
Most  brokers  have  a  variety  to  sug- 
gest. The  commission  bite  is  typical- 
ly 3%.  Their  advantage,  in  a  time  of 
declining  interest  rates,  is  that  the 
yield  received  the  day  you  buy  in  is 
the  yield  to  be  received  throughout 
its  life.  These  trusts  are  liquid  be- 
cause they  can  be  sold  back  to  your 
broker  at  the  prevailing  market  price 
without  commission  charge. 

An  interesting  play  in  the  Trea- 
sury market  is  to  buy  an  intermedi- 
ate-term note,  say  one  due  in  four  to 
six  years,  which  has  a  low  coupon 
and  sells  at  a  discount  from  par  val- 
ue. Take  the  8%s  of  June  1984,  as  an 
example.  As  this  is  written,  they 
trade  at  85%.  The  yield  to  maturi- 
ty— the  combined  interest  and  ap- 
preciation over  the  two  years-plus 
to  redemption  at  maturity— is 
15.35%.  The  current  yield — coupon 
divided  by  price — is  10.10%.  The 
remainder  will  be  capital  gains  sub- 
ject to  the  new  20%  ceiling.  If  you 
arc  in  a  tax  bracket  greater  than 


20%,  your  aftertax  equivalent  re- 
turn rises  beyond  15.35%.  That's 
going  to  look  very  good  indeed. 

Beyond  these,  of  course,  is  the 
bond  market  itself.  If  you  have 
$25,000  and  the  stomach  for  buying 
a  bond  directly,  I  would  prefer  Trea- 
sury issues.  I  don't  recommend  the 
purchase  of  small  lots  of  bonds; 
commissions  and  odd-lot  differen- 
tials in  price  make  it  very  expensive 
to  buy  and  sell. 

A  word  about  the  context  for  all 
this.  It's  credit  demands  that  set  the 
levels  of  short-  and  long-term  inter- 
est rates.  These  rates  usually  rise 
sharply  in  the  early  months  of  a 
business  slowdown.  That's  because 
production  levels  do  not  adjust  im- 
mediately to  a  slower  pace  of  sales. 
Accumulated  inventories  must  be 
financed.  That  stage  has  passed.  We 
are  about  to  experience  the  diges- 
tion of  excess  inventories  and  the 
repayment  of  short-term  credits. 

Inflation  is  also  moderating.  Ener- 
gy costs  are  no  longer  rising  rapidly. 
Foodprices  are  holdingstable,  thanks 
to  bumper  harvests  of  key  crops. 

The  net  of  all  this  is  that  short- 
term  interest  rates,  while  volatile, 
should  fall  substantially  in  the 
months  ahead.  The  1980  recession 
brought  overnight  federal  funds 
from  19'/2  %  in  April  to  9%  in  June.  I 
don't  think  we  will  see  a  decline  of 
similar  magnitude  during  the  cur- 
rent cycle.  But  funds  have  already 
come  down  from  19%  to  16%  and 
further  easing  is  due. 

The  shrinkage  of  short-term  cred- 
it demands  that  will  follow  diges- 
tion of  large  inventories  will  curb 
bank  loan  requirements  and  the 
supply  of  commercial  paper.  With 
that,  short-term  interest  rates  will 
decline  still  more.  As  the  federal 
funds  rate  and  commercial  paper 
rates  come  down,  banks  will  be 
forced  to  reduce  their  prime  lending 
rate.  By  the  end  of  this  year,  the 
bank  prime  lending  rate  should  be 
closer  to  15%  than  the  current 
19V2 %.  It  could  even  drop  to  12%  as 
inflation  cools  and  economic  activ- 
ity remains  spongy. 

Long-term  bonds  will  also  rally. 
The  gains  will  be  strong.  How 
strong?  The  Treasury  13%s  of  201 1 
hit  a  low  of  92>/>,  yielding  15%, 
soon  after  they  were  issued  in  May, 
and  then  rallied  to  a  peak  of  110. 
They  should  test  that  level  again, 
and  break  through.  ■ 
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Stock  Comment 


When  as  many  as  500  stocks  fall  to  new 
one-year  lows  in  a  week,  it  makes  little 
sense  to  give  specific  recommendations. 

TOUGH 
COMPETITION 


By  Heinz  H.  Biel 


The  stock  market  is  down  over  18% 
from  its  highs  of  just  a  few  months 
ago.  Many  stocks  have  declined 
twice  as  much  and  more.  It's  a  bear 
market,  and  it  is  too  early  to  say 
whether  we  have  seen  the  worst  of 
it  or  whether  that  is  still  to  come. 

To  be  sure,  we  had  some  glaring 
excesses  on  the  upside  earlier  this 
year:  a  flood  of  new  issues  of  ques- 
tionable merit;  hectic  speculations 
in  unseasoned  stocks,  particularly 
in  the  field  of  high  technology, 
whose  price/earnings  multiples 
seemed  to  be  based  on  blind  faith 
rather  than  realities.  However,  the 
rank  and  file  of  investment-grade 
stocks  were  quite  soberly  priced,  and 
did  not  appear  to  be  terribly  vulner- 
able. So  why  this  bear  market? 

I  am  inclined  to  attribute  the  sell- 
off  in  stocks  to  the  increasingly  se- 
vere competition  coming  from  other 
investment  media.  Early  last  year 
such  competition  came  from  specu- 
lation in  gold  and  "collectibles"  of  all 
sorts,  even  houses  and  condomin- 
iums, whose  prices  soared  to  fantas- 
tic levels.  This  year  the  competition 
comes  from  an  area  that  is  far  more 
important,  because  of  its  direct  ef- 
fect on  investment  returns — the 
bond  and  money  markets. 

These  are  the  disaster  areas  of 
today.  Disarray  is  too  mild  a  word  to 
describe  the  situation.  We  have  nev- 

Heiuz  H.  Biel  is  a  vice  president  of  the  NYSE 
firm  ofjanney  Montgomery  Scott. 


er  seen  anything  like  it  before. 
Long-term  corporate  bonds  are  all 
but  unsalable,  except  for  issues  of 
truly  prime  quality,  and  they  have 
to  yield  over  17%.  Consumers  Pow- 
er Co.  found  out  that  underwriters 
could  not  sell  even  a  ten-year  mort- 
gage bond.  To  be  marketable  the 
size  of  this  issue  had  to  be  reduced 
from  $100  million  to  $75  million 
and  the  maturity  cut  to  eight  years. 
This  is  not  a  sound  way  to  finance 
the  construction  of  power  plants. 
Yet,  the  line  of  would-be  borrowers 
on  almost  any  terms  is  lengthening. 

The  market  for  tax-exempts  is  in 
even  worse  shape.  The  Dow  Jones 
municipal  bond  yield  index  has 
climbed  above  14%,  and  the  highly 
rated,  long-term  bond  of  the  Wash- 
ington Public  Power  Supply  System 
was  offered  at  par  with  a  15%  cou- 
pon, tax-free.  Need  more  be  said? 

How  many  investment-grade 
stocks  can  produce  a  total  return 
that  can  match  those  yields?  Still, 
investors  who  followed  the  advice 
that  this  was  the  time  to  buy  bonds 
have  been  badly  burned.  Thus,  find- 
ing themselves  between  the  devil 
and  the  deep  blue  sea  investors  have 
sought  and  found  refuge  in  the 
short-term  money  market  invest- 
ments— Treasury  bills  and  notes, 
bank  CDs  and,  of  course,  those  con- 
venient money  market  funds. 

There  is  a  great  deal  of  money 
around  awaiting  investment,  but 
people  are  afraid  to  act  because  of 
lack  of  confidence.  Who  would  have 
believed  it  possible  a  year  ago  that 
President  Reagan  would  now  face  as 
serious  a  credibility  gap  as  bedeviled 
limmy  Carter?  The  gap  was  build- 
ing up  even  before  his  election  last 
year,  and  his  very  long  August  vaca- 
tion may  have  made  matters  worse. 

Now  there  is  near  panic  in  Wash- 
ington, and  scapegoats  are  desper- 
ately needed.  Of  course,  Wall  Street 
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and  the  greedy  bankers  are  supposed 
to  be  the  culprits.  It  is  their  inexcus- 
able lack  of  faith  in  the  wisdom  of 
Reaganomics  that  is  the  cause  of  it 
all.  These  accusations  are  hardly 
logical,  because  it  is  the  financial 
community  that  has  suffered  in- 
credibly large  losses  as  a  result  of  the 
clcrontc  of  the  financial  markets. 

While  it  is  wrong  to  blame  the 
bearer  of  bad  news,  one  should  also 
not  be  too  critical  of  this  Adminis- 
tration. After  all,  the  Reagan  pro- 
gram hasn't  had  a  chance  to  work. 
The  presumed  benefits  of  the  tax 
cut  still  lie  in  the  future,  while  Rea- 
gan is  struggling  with  budgetary 
problems  left  by  his  predecessor. 
But,  as  I  have  believed  from  the  very 
beginning,  the  Reagan  program  at- 
tempts to  do  the  impossible:  reduce 
inflation  to  a  tolerable  rate;  cut 
taxes;  increase  defense  spending; 
and  balance  the  budget  by  1984.  It 
just  can't  be  done.  The  tax  cut,  wel- 
come as  it  is,  is  premature.  It  puts 
the  cart  before  the  horse. 

The  federal  debt  has  now  reached 
the  trillion-dollar  mark.  Do  you  real- 
ize what  it  costs  to  service  this  debt 
at  present  interest  rates?  And  what 
that  will  do  to  the  Administration's 
budget  estimates?  The  Treasury's  fi- 
nancing needs  are  huge  and  will 
continue  to  grow.  Unless  the  Fed  is 
"forced"  to  pump  newly  printed 
money  into  the  system,  thereby 
killing  all  hopes  for  less  inflation, 
interest  rates  will  remain  high. 
That's  the  thermometer,  and  break- 
ing it  will  not  cure  the  tever.  The 
dollar's  slump  in  the  foreign  ex- 
change markets  conveys  a  clear 
message. 

President  Reagan's  extraordinary 
political  skill  and  persuasiveness 
may  possibly  succeed  in  calming 
down  the  financial  markets  and 
thereby  reduce  money  rates  as  well 
as  longer-term  interest  rates. 
Whether  that  will  result  in  merely  a 
"rally"  or  have  a  more  lasting  effect 
remains  to  be  seen.  And  that  goes 
for  the  stock  market  too. 

When  as  many  as  500  stocks  fall 
to  new  one-year  lows  in  a  single 
week,  it  makes  little  sense  to  give 
specific  buy  recommendations, 
which  may  still  be  premature  any- 
way. However,  there  is  no  gainsay- 
ing that  excellent  values  are  now  in 
the  making,  and  in  the  long  run  I 
would  rather  own  good  stocks  than 
even  the  best  long-term  bonds.  ■ 
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/  am  more  confident  than  I  have  been  in 
20  years  that  we  will  get  our  affairs  in 
order  without  a  ruinous  inflation. 

INTO  THE  CRISIS 


By  Ashby  Bladen 


Make  no  mistake  about  it,  the  days 
are  over  when  politicians  could 
plausibly  tell  us  that  the  govern- 
ment can  make  life  easy  for  every- 
one by  simply  borrowing  and  spend- 
ing. Quite  simply,  the  bond  market 
is  recording  a  collapse  of  confidence 
in  the  ability  of  a  political  democra- 
cy to  conduct  its  financial  affairs 
responsibly.  That  collapse  has  al- 
ready produced  a  level  of  interest 
rates  that  is  certain  to  do  serious 
damage  to  our  productive  economy, 
and  the  worst  is  probably  not  over 
yet.  Confidence  can  only  be  re- 
stored by  a  long  period  in  which  our 
political  leaders  are  seen  to  be  act- 
ing responsibly  and  realistically. 
After  a  half  century  in  which  it  has 
seemed  that  the  best  way  to  get 
elected  was  to  make  promises  with- 
out the  slightest  consideration  of 
the  possibility  of  fulfilling  them  in 
real  terms,  restoring  that  confi- 
dence won't  be  easy. 

To  people  like  myself,  with  a  rea- 
sonable number  of  gray  hairs  and  a 
fairly  long  memory,  it  seems  almost 
incredible  how  long  we  have  gotten 
away  with  irresponsible  policies. 
One  of  my  earliest  memories  of  fi- 
nancial affairs  is  of  my  father  and 
other  deep  thinkers  in  the  Hartford 
insurance  community  saying,  in  the 
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mid- 1930s,  that  selling  Social  Secu- 
rity as  an  insurance  scheme  was 
tantamount  to  fraud  because  of  the 
total  lack  of  a  proper  actuarial  re- 
serve to  support  it. 

Simply  put,  for  more  than  40 
years  we  have  been  promising  the 
people  of  this  country  retirement 
incomes  without  putting  aside  any 
savings  to  make  good  upon  those 
promises.  Since  I  wrote  about  that 
in  my  book,  I  have  been  accused  of 
believing  that  the  Social  Security 
Act  simply  should  be  repealed.  Ob- 
viously, we  cannot  renege  on  a 
promise  on  which  millions  of  peo- 
ple now  depend.  But  it  also  turns  out 
that  the  assumptions  on  which  the 
Social  Security  taxes  are  based  were 
too  optimistic,  and  that  a  sufficient 
tax  to  provide  the  current  level  of 
benefits  would  probably  constitute  a 
crippling  disincentive  to  productive 
efforts.  As  an  officer  of  a  financial 
institution  that  does  not  make 
promises  to  people  without  being 
reasonably  certain  that  it  can  make 
good  on  them,  I  do  not  envy  the 
politicians  the  job  of  unscrambling 
that  one. 

During  the  last  20  years  the  rate 
at  which  our  political  system  has 
made  irresponsible  promises  has  ac- 
celerated greatly.  It  is  Mr.  Reagan's 
great  misfortune  to  have  become 
President  just  as  confidence  is  col- 
lapsing, in  spite  of  the  fact  that  he  is 
doing  the  most  responsible  job  of 
coping  with  the  problems  since  the 
Kennedy  and  Johnson  Administra- 
tions started  to  get  us  into  this 
mess.  However,  he  has  compound- 
ed his  problems  by  flirting  with 
economist  Arthur  Laffer's  notion 
that  a  substantial  tax  cut  would  be 
self-financing — a  notion  that  finan- 
cial market  participants  clearly  re- 
gard as  black  magic.  It  would  help 
greatly  if  the  President  renounced 
Lafferism  and  stated  frankly  that 


we  have  gotten  ourselves  into  a  seri- 
ous bind  that  is  going  to  require 
some  painful  sacrifices. 

The  political  reaction  to  high  in- 
terest rates  started  as  soon  as  the 
Congress  got  back  from  vacation, 
and  several  congressmen  made  ill- 
considered  noises  about  doing  some- 
thing about  them.  It  should  be  clear, 
just  18  months  after  President  Car- 
ter's fiasco  with  credit  controls,  that 
there  is  little  or  nothing  that  politi- 
cians can  do  directly  that  would  not 
be  counterproductive.  This  is  a  psy- 
chological crisis  of  confidence,  and 
political  meddling  would  be  virtually 
certain  to  make  it  worse. 

Two  things  are  required  to  restore 
financial  stability,  and  each  will 
take  time.  The  first  is  disciplined 
self-restraint  on  the  part  of  govern- 
ment with  respect  to  inflationary 
borrowing  and  spending.  The  sec- 
ond is  a  financial  crisis  in  the  pri- 
vate sector  that  breaks  the  inflation 
hedging  mania  and  restores  finan- 
cial prudence.  In  spite  of  the  Ad- 
ministration's flirtation  with  Laf- 
ferism, I  believe  that  it  has  made  a 
good  start  on  the  first.  It  seems  clear 
that  a  collapse  in  the  prices  of 
houses  will  soon  produce  an  effec- 
tively inflation-breaking  financial 
crisis.  I  am  now  more  confident 
than  I  have  been  in  20  years  that  we 
will  get  our  affairs  in  order  without 
a  really  ruinous  inflation,  but  it  will 
be  neither  easy  nor  painless. 

The  political  repercussions  of  a 
crash  in  house  prices  will  be  so  se- 
vere that  it  is  impossible  to  be  sure 
that  the  Administration  will  not 
yield  to  the  temptation  to  make 
enormous  amounts  of  mortgage 
loans  at  bargain  rates  in  an  attempt 
to  prop  them  up.  I  do  not  believe 
that  it  will,  but  I  think  we  will  be 
able  to  make  a  better-informed  judg- 
ment about  that  in  a  few  months. 

Unfortunately,  in  a  political  de- 
mocracy that  has  taken  on  many  of 
the  trappings  of  a  social  democracy, 
even  a  painful  victory  against  infla- 
tion is  unlikely  to  be  permanent. 
The  French  have  successfully  over- 
come potentially  ruinous  inflation 
twice  since  World  War  I,  and  it  is 
disheartening  to  see  their  new  gov- 
ernment making  the  same  old  mis- 
takes. It  will  probably  take  another 
Poincare  or  de  Gaulle  to  overcome 
the  consequences  of  M.  Mitterrand. 
We  must  hope  that  this  country  will 
learn  its  lesson  better.  ■ 
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The  phrase  is  American,  but  the  idea  is 
very  Japanese;  that's  what  the  giant  trad- 
ing companies  are  all  about. 

I  CAN  GET  IT  FOR 
YOU  WHOLESALE 


By  Srully  Blotnick 


These  days  everybody's  talking 
about  what  makes  Japan  such  an 
economic  success.  But  the  discus- 
sions often  ignore  an  interesting  in- 
gredient (and  beneficiary)  of  that 
success — the  Japanese  trading  com- 
pany. My  own  surveys  suggest  that 
most  Americans  know  little  about 
these  uniquely  Japanese  firms. 

Yet,  six  of  the  ten  largest  foreign 
companies  are  Japanese  (see  "The 
100  largest  foreign  companies," 
Forbes, July  6)  and  all  six  are  trading 
companies.  Each  is  larger  in  terms 
of  annual  revenues  than  IBM. 

The  trading  companies  grew  out 
of  Japan's  economic  backwardness 
and  developed  into  one  of  its  great 
strengths.  We  can  understand  the 
beginnings  by  the  following: 

Suppose  there  are  two  Japanese 
textile  mills  of  modest  size,  owned 
respectively  by  two  entrepreneurs, 
Yuji  and  Kenji.  Neither  man  is  rich 
and  neither  firm  is  well  capitalized. 
Nevertheless,  they  would  like  to  do 
business  with  the  U.S. 

Even  if  Kenji,  say,  hires  a  sales- 
man who  is  fluent  in  Japanese  and 
English,  and  the  fellow  manages  to 
book  some  orders  with  American 
firms,  there  is  a  serious  problem 
here.  As  anyone  in  the  export-im- 
port business  can  tell  you,  currency 


Dr.  Srully  RIotnick  is  a  practicing  ps)xholo- 
gist  and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


fluctuations  may  increase  an  ex- 
pected profit  or  turn  it  into  an  unan- 
ticipated loss. 

Distance  greatly  magnifies  the 
problem.  The  goods  take  time — usu- 
ally weeks — to  deliver.  And  if  deliv- 
ery is  delayed  (a  common  occur- 
rence), so  is  payment.  Kenji  is  ap- 
propriately worried,  but  fills  the 
initial  orders  he  receives  from 
America  anyway. 

Much  to  his  distress,  his  worst 
fears  are  realized.  The  dollar  sinks 
in  value  against  the  yen  during  this 
particular  period,  and  the  payment 
he  receives  barely  covers  his  costs. 

Yuji,  on  the  other  hand,  was  a 
buyer  of  U.S.  textile  machinery 
parts  during  the  period  and  was 
thrilled  that  the  dollar  had  under- 
gone a  sinking  spell.  That  allowed 
his  yen  to  buy  more  equipment  for 
less  money  than  he  had  previously 
figured  it  would. 

Although  Yuji  benefited  during 
the  period  and  Kenji  was  burned, 
the  positions  had  been  reversed  in 
prior  periods  and  would  be  again. 
The  two,  therefore,  decided  to  open 
a  trading  company,  quite  apart  from 
their  manufacturing  businesses. 
One  of  its  main  goals:  to  reduce 
their  net  vulnerability  to  losses  re- 
sulting from  currency  fluctuations. 

The  staff  they  hired  for  the  com- 
pany soon  became  responsible  for 
everything  connected  with  overseas 
trade:  parts  availability,  shipping 
schedules  and  terms,  quality  com- 
parisons, minimizing  the  price  of 
purchases  and  maximizing  the  sales 
price  of  the  firms'  output. 

By  collecting  information  world- 
wide, and  using  sophisticated  data- 
processing  equipment  and  soft- 
ware, the  trading  company  was 
able  to  gather  over  the  years  a 
sufficient  body  of  knowledge  to 
help  Yuji  and  Kenji  determine  at 
any  given  moment  which  custom- 


ers   were    considered  preferable. 

The  costs  of  establishing  and 
maintaining  a  trading  company 
were  high,  but  the  savings  and  effi- 
ciencies were  even  greater.  The  op- 
eration more  than  paid  for  itself.  So 
much  so  that,  when  other  mill  own- 
ers saw  the  success  Yuji  and  Kenji 
were  experiencing  with  the  aid  of 
the  trading  company,  they  too 
wanted  to  join. 

From  this  process  grew  great  trad- 
ing companies  whose  names  are 
now  world  renowned — Mitsubishi, 
Mitsui,  C.  Itoh,  Marubeni  and  many 
others.  Out  of  them  and  around 
them  and  through  them  grew  many 
more  companies,  some  bearing 
their  names,  some  not.  Gradually, 
these  trading  companies  became 
more  important  than  the  compa- 
nies they  represented.  The  tail  soon 
was  wagging  the  dog.  Credit  was 
extended  or  withheld,  and  so  were 
orders. 

In  a  way,  the  emerging  domi- 
nance of  the  trading  company  was 
entirely  appropriate.  If  you  were  a 
buyer  of  Japanese  goods,  you  would 
have  favored  the  arrangement. 

Why?  To  be  specific,  suppose  you 
own  an  apparel  manufacturing  firm, 
and  you  see  a  fabric  you  think  your 
customers  will  like  very  much.  You 
learn  that  it  is  made  by  a  Japanese 
mill,  hear  that  the  price  is  reason- 
able and  want  to  buy  some.  Con- 
tacting a  trading  company  repre- 
sentative is  enormously  easier  than 
finding  on  your  own  the  proper  mill 
in  the  Orient.  The  barriers  of  dis- 
tance, custom  and  language  would 
make  your  job  inordinately  diffi- 
cult— and  expensive.  But  it  is  a 
comparatively  simple  task  for  the 
trading  company  to  decide  which 
mill  can  best  handle  the  order. 

Although  the  history  of  each  of 
the  ten  largest  trading  companies  is 
unique  and  complicated,  five  of  the 
ten  (Marubeni,  C.  Itoh,  Toyo 
Menka,  Kanematsu-Gosho  and  Ni- 
chimen)  started  out  as  textile 
wholesalers.  That's  not  surprising: 
Textiles  were  one  of  Japan's  earliest 
and  most  important  exports. 

With  Japanese  industry  now  con- 
taining so  many  giant  firms  able  to 
do  their  own  buying  and  selling,  the 
role  of  the  trading  companies  has 
diminished  somewhat,  but  the  trad- 
ing companies  remain  a  vital  part  of 
the  Japanese  economic  appara- 
tus. ■ 
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High  interest  rates  have  discouraged  pro- 
ducers of  just  about  everything,  but  hog 
farmers  are  watching  another  number. 

HOG  EXPANSION  = 
PRICE  EXPLOSION 


By  Stanley  W.  Angrist 


Hogs  like  to  eat  corn.  That  is  an 
uncontested  fact.  Indeed,  90%  of  all 
of  the  corn  grown  in  the  U.S.  is  fed 
to  livestock.  At  this  writing  it  looks 
as  if  there  will  be  at  least  a  16% 
increase  over  1980  in  the  U.S.  corn 
crop.  This  news  has  caused  corn 
prices  to  go  into  the  tank.  So  an 
initial  interpretation  of  the  funda- 
mentals might  lead  one  to  the  con- 
clusion that  cheap  corn  means  low- 
er-price hogs  on  the  way.  Alas,  such 
a  conclusion  for  the  near  term  is 
dead  wrong. 

There  is  no  doubt  that  the  unpre- 
cedented high  and  sustained  inter- 
est rates  that  have  prevailed  over 
the  past  months  have  influenced  de- 
cisions on  expanding  production  of 
every  item  from  apples  to  zippers. 
And  these  rates  in  most  cases  have 
caused  producers  to  be  more  cau- 
tious about  expansion  plans.  Yet, 
hog  producers  have  put  aside  inter- 
est rate  considerations  and  are  go- 
ing to  increase  their  production.  So 
why  do  I  believe  this  is  going  to  lead 
to  higher  prices? 

A  very  rough  measure  of  how 
farmers  feel  about  whether  to  feed 
their  corn  to  hogs  or  to  sell  it  on  the 
market  is  expressed  by  the  hog/ 
corn  ratio.  The  ratio  is  computed  by 
dividing  the  price  of  a  bushel  of  corn 
into  the  price  of  100  pounds  of  live 


Stanley  W  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


hogs.  Many  farmers  consider  a  hog/ 
corn  ratio  of  14  to  be  the  break-even 
point.  If  the  ratio  is  higher  than 
that,  they  have  a  tendency  to  ex- 
pand their  hog  production.  If  lower, 
many  farmers  believe  they  can 
make  more  money  by  selling  their 
corn  than  feeding  it  to  hogs.  In 
recent  weeks  the  ratio  has  shot  up 
to  18,  after  averaging  15  for  a  num- 
ber of  months.  Most  farmers  have 
read  this  signal  to  mean  there  is 
money  to  be  made  in  raising  hogs. 

The  process  of  expanding  hog 
numbers  turns  out  to  be  bullish  for 
hog  prices,  since  animals  otherwise 
destined  for  slaughter  will  now  be 
retained  for  breeding,  thus  tempo- 
rarily reducing  market  supplies. 

Shearson/American  Express  gave 
the  history  of  this  process  in  a 
recent  report  on  the  hog  complex. 
They  examined  the  record  for  the 
past  25  years  and  found  that  there 
were  5  years  in  which  the  August 
corn  crop  estimate  exceeded  the 
previous  year's  final  production  by 
more  than  10%.  These  years  were 
1959,  1965,  1967,  1971  and  1975. 
The  study  reveals  that  in  two  of 
these  five  years  farmers  were  in  the 
midst  of  a  liquidation  cycle,  result- 
ing in  fourth-quarter  hog  prices  be- 
ing contra-seasonally  higher  than  in 
the  third  quarter. 

In  1965  hog  farmers  were  in  the 
second  year  of  a  contraction  phase  of 
hog  production.  An  increase  in  the 
corn  crop  encouraged  expansion  of 
hog  production.  So  hog  prices  moved 
up  in  the  fourth  quarter.  The  August 
corn  corp  of  1 97 1  showed  the  greatest 
increase  in  year-to-year  comparisons 
to  that  date.  Hog  producers  had  begun 
liquidation  earlier  but  had  abruptly 
changed  their  plans  and  begun  expan- 
sion. Once  again  hog  prices  increased 
in  the  fourth  quarter. 

In  two  of  the  five  years  under 
examination,  1959  and  1967,  farm- 


ers were  in  the  second  year  of  an 
aggressive  expansion  program.  In- 
deed, 1959  followed  one  of  the  big- 
gest expansion  years  on  record,  as 
1958  farrowings  (breeding)  in- 
creased 15%  over  1957.  So  hog 
prices  experienced  a  not-unexpect- 
ed decline  for  an  expansion  year 
from  the  third  to  the  fourth  quarter. 

The  remaining  year  studied  in 
which  a  corn-crop  expansion  was 
expected,  1975,  was  unusual  in  sev- 
eral respects.  It  was  the  fifth  year  of 
a  very  long  contraction  phase  in  the 
hog  cycle,  so  the  potentially  large 
corn  corp  precipitated  a  huge  expan- 
sion in  hog  production.  However, 
nearly  all  commodity  prices  ex- 
ploded in  the  third  quarter,  includ- 
ing hogs,  and  these  unusually  high 
price  levels  reduced  demand  for 
pork,  as  would  be  expected,  making 
third-quarter  prices  unsustainable 
into  the  fourth  quarter. 

What  about  1981?  The  conditions 
appear  to  be  right  for  a  major  expan- 
sion in  hog  production:  1)  a  large 
corn  corp — about  16%  larger  than  in 
1980;  2)  hog  farmers  have  already 
completed  one  year  of  contraction 
as  in  1965  and  1971,-  and  3)  hog 
prices  based  on  futures  market  con- 
siderations are  well  above  the 
break-even  point.  Add  to  those 
three  factors  the  thought  that 
economists  might  actually  be  right 
about  lower  interest  rates  being  on 
the  way  and  one  comes  to  the  con- 
clusion that  an  expansion  in  hog 
production  might  occur  very  soon. 
Hence,  farmers  will  be  holding  hogs 
back  from  market  now. 

Adding  strength  to  the  bull  argu- 
ment is  the  seasonal  tendency  for 
December  hog  futures  to  advance 
from  early  fall  to  mid-December.  It 
should  also  be  noted  that  in  the 
midst  of  this  seasonal  advance  there 
tends  to  be  some  interim  weakness 
in  the  first  three  weeks  of  October. 
Though  seasonal  advances  and  in- 
terim declines  don't  always  occur,  it 
is  useful  to  be  aware  of  them  when 
planning  a  trading  strategy.  I  would 
attempt  to  buy  December  hog  fu- 
tures under  53  cents.  I  would  risk  no 
more  than  3  cents  per  pound  ($900 
per  contract)  from  my  entry  price.  I 
believe  this  rally  could  carry  up  to  at 
least  the  63-cent  level  for  about  a 
10-cent  profit  ($3,000  per  contract). 
The  margin  on  a  hog  contract  is 
$900,  while  the  round-turn  commis- 
sion is  about  $60.  ■ 
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Market  Trends 


Individual  investors  will  move  in  to  buy 
the  depressed  bonds  spurned  by  institu- 
tions, as  they  did  with  stocks  in  1974. 

THE  SKINNER  BOX 
SYNDROME 


By  Richard  B.  Hoey 


Bond  prices  collapsed  to  new  lows 
and  bond  yields  rose  to  record  highs 
following  passage  of  the  Reagan  eco- 
nomic program.  That  wasn't  the 
way  it  was  supposed  to  work.  In 
retrospect,  it's  clear  what  happened. 
The  tax-cut  package  being  pushed 
by  the  Reagan  Administration  in 
the  early  summer  was  a  risky  but 
reasonable  program.  But  in  the  last- 
minute  scramble  to  get  a  political 
victory  over  the  Democrats,  the  Ad- 
ministration allowed  the  tax-cut 
program  to  become  overloaded  with 
too  many  extra  goodies,  adding  to 
Wall  Street's  fears  of  future  deficits. 
It's  all  very  well  for  the  Administra- 
tion's supply-siders  and  monetarists 
to  argue  that  deficits  and  govern- 
ment financing  pressures  don't  mat- 
ter that  much,  but  they  haven't  ex- 
perienced the  pain  of  owning  long- 
term  government  bonds  as  they 
drop  like  a  rock. 

Deficits  don't  matter  much  to  in- 
terest rates  under  either  of  two  cir- 
cumstances. In  a  sharp  recession, 
deficits  aren't  very  important,  be- 
cause private  credit  demands  plum- 
met. And  if  bond  buyers  have  a 
great  deal  of  confidence  in  the  fu- 
ture control  of  inflation  and  the  fed- 
eral budget,  big  deficits  can  be  easily 
financed.  Right  now,  neither  case 
prevails.  So  big  deficits  Jo  matter. 

Richard  B  Hoes'  is  a  vice  president,  econo- 
mist and  investment  strategist  at  Bache 
Halsev  Stuart  Shields 


The  confidence  of  bond  buyers  in 
federal  economic  policy  has  been 
undermined  by  the  decade  and  a 
half  of  mismanagement  since  Presi- 
dent Johnson  decided  on  a  guns- 
and-butter  policy  in  1965.  It  didn't 
help  confidence  much  this  summer 
when  1)  the  Treasury  raised  its  esti- 
mate of  the  amount  of  federal  fi- 
nancing needed  in  the  fourth  quar- 
ter; 2)  the  Republicans  and  Demo- 
crats got  into  a  tax  auction  for  the 
votes  of  Congressmen  on  the  tax 
bill;  and  3)  budget  deficit  forecasts 
increased  as  estimated  Treasury  fi- 
nancing costs  rose. 

The  key  to  the  collapse  in  bond 
prices  this  summer  is  what  we  call 
the  "Skinner  Box  Syndrome."  Sci- 
entists have  shown  that  animals  in 
a  cage  called  a  Skinner  Box  will 
quickly  cease  any  behavior  that  al- 
ways leads  to  an  electric  shock.  In 
the  last  several  years,  bond  buyers 
received  the  painful  shock  of  an  im- 
mediate loss  whenever  they  bought 
a  long-term  bond.  As  a  result,  many 
bond  portfolio  managers  have  just 
stopped  buying  long-term  bonds, 
while  others  have  been  fired  be- 
cause they  kept  buying  them. 

This  parallels  the  pattern  near  the 
end  of  the  1974  bear  market  in  the 
stock  market.  The  aftermath  is  like- 
ly to  be  the  same — individual  inves- 
tors will  move  in  to  buy  the  de- 
pressed assets  spurned  by  institu- 
tional investors. 

Previous  Presidents  had  the  bene- 
fit of  bond  buyers  who  were  willing 
to  accept  low  or  even  negative  real 
yields.  Despite  their  inflationary 
policies,  interest  rates  remained  low 
during  their  terms  in  office.  Ronald 
Reagan  had  the  bad  luck  to  come 
into  office  just  when  the  bond  buy- 
ers began  to  say:  "We're  not  going 
to  take  it  any  more."  They  now 
require  a  large  expected  real  yield 
before  they  extend  maturities  be- 
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yond  one  year.  Interest  rates  are 
thus  high  despite  the  Administra- 
tion's anti-inflationary  policies. 

The  trend  toward  maturity  con- 
traction because  of  bond  buyers' 
fears  of  future  principal  losses  on 
long-term  bonds  is  a  dagger  at  the 
throat  of  the  Reagan  program.  Be- 
cause the  corporate  sector  is  being 
forced  to  finance  in  the  banking  sys- 
tem rather  than  in  the  bond  market, 
the  demand  for  bank  reserves  has 
increased.  But  the  supply  of  reserves 
is  precisely  what  the  Fed  has  been 
restraining.  The  result  is  that  short 
rates  have  remained  relatively  high 
despite  weak  economic  activity. 

One  aspect  of  maturity  contrac- 
tion provides  a  painful  but  neces- 
sary restraint  on  federal  policy.  The 
Federal  Reserve  no  longer  has  the 
option  to  ease  credit  aggressively  to 
relieve  the  leveraged  borrowers, 
since  the  result  would  be  even  fur- 
ther erosion  of  confidence  in  the 
long-term  bond  market.  It  is  there- 
fore stuck  with  an  anti-inflationary 
policy  that  will,  in  the  end,  bring 
inflation  and  interest  rates  down. 

What's  the  implication  for  bond 
investors?  They  will  earn  high  real 
yields,  well  in  excess  of  inflation. 
They  have  a  good  shot  at  capital 
gains  over  the  next  year,  but  for  a 
change  they're  being  paid  a  very 
high  current  yield  while  they  wait. 
If  the  Treasury  Department  sus- 
pends the  issuance  of  30-year  bonds, 
the  gains  could  occur  quickly. 

In  today's  uncertain  markets, 
there's  a  great  deal  of  logic  in  con- 
centrating on  low-multiple  stocks. 
For  example,  Mobil  (26)  sells  at  about 
4.1  times  1981  estimated  earnings 
of  $6.40,  and  about  3.3  times  1982 
estimated  earnings  of  $8.  The  com- 
pany is  a  major  oil  with  an  aggres- 
sive exploration  program.  It's  not  as 
exciting  a  trading  vehicle  as  it  was 
when  the  oil  stocks  were  soaring  to 
new  highs  daily.  But  on  the  other 
hand,  the  stock  is  more  attractively 
priced  at  26  than  it  was  at  its  high 
above  41. 

Stauffer  Chemical  (21)  is  another 
low-multiple  stock.  The  stock  sells 
for  about  6  times  1981  estimated 
earnings  of  $3.60,  and  about  5  times 
estimated  1982  earnings  of  $4.45. 
The  company  has  divested  some  of 
its  weaker  operations,  and  pros- 
pects are  favorable  for  a  turnaround 
in  its  troubled  plastics  business  over 
the  next  two  years.  ■ 
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Value  Line  looks  at . . . 

Major  Stocks  With 
P/E's  Under  5  And 
Yields  Over  7% 

Plus  the  potential  to  double  in  price, 
we  estimate,  within  3  to  5  years. 


compared  with 


Among  1700  major  stocks  under  its  continuing  review,  The  Value  Line  Investment 
Survey  finds  .  .  . 

•  171  stocks  are  selling  at  less  than  5  times  estimated  current  earnings, 
past  P/E  ratios  up  to  10  times  or  higher.  (Value  Line  9/18/81). 

•  39  of  these  low-P/Estocks  also  offer  Appreciation  Potentialsinthe  next  3  to  5  years  of 
more  than  100%  .  .  .  based  on  Value  Line's  estimates  of  their  earnings  and  P/E  ratios  in 
that  future  span.  (11  offer  long-term  Appreciation  Potentials  of  more  than  150%.) 

•  In  addition,  a  significant  minority  of  these  "combination"  stocks  currently  yield  from  7% 
to  10.0%,  based  on  our  estimate  of  dividends  in  the  12  months  ahead.  (In  many  of  these 
stocks,  moreover,  we  look  for  sizable  dividend  increases— from  50%  to  100%— in  the 
next  few  years.) 

But  we  urge  you  not  to  leap  into  stocks  like  these,  good  as  they  may  sound,  without  also 
checking  Value  Line's  current  ratings  for  Probable  Price  Performance  and— most  im- 
portantly— Safety.  This  is  easy  to  do: 

UPDATED  EVERY  WEEK 

Every  week,  Value  Line's  regular  Summary  &  Index  presents  up-to-date  ratings  of  EACH  of 
1700  stocks  relative  to  all  the  others,  as  follows  .  . . 

a)  Rank  for  Probable  Price  Performance  in  the  Next  12  Months— ranging  from  1  (Highest) 
down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  Yield  in  the  Next  12  Months. 

d)  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years— showing  the  future  "target" 
price  range  and  percentage  change  from  current  price. 

e)  P/E  ratio  and  current  price,  plus  estimated  annual  earnings  and  dividends  in  current 
12  months.  Also  latest  quarterly  results  against  a  year  ago. 

PLUS  FULL-PAGE  REPORTS 

In  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehensive  new  full-page  Rating 
&  Report  at  least  once  every  three  months — including  22  series  of  vital  financial  and  operat- 
ing statistics  going  back  15  years  and  estimated  3  to  5  years  ahead.  About  130  new  full-page 
Reports  like  this  are  issued  each  week  .  .  .  1700  every  13  weeks. 

SPECIAL  INVITATION 

You  are  invited  to  receive  the  complete  Value  Line  Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  10 weeks  for  only  $33— about  HALF  the  regular  rate— if  no 
member  of  your  household  has  had  a  Value  Line  subscription  in  the  last  two  years. 
You  receive,  as  a  bonus,  Value  Line's  2000-page 
Investors  Reference  Service  incuding  our  latest  full- 
page  Ratings  &  Reports  on  each  of  1700  stocks— fully 
indexed  and  looseleaf-bound  for  your  quick  and  easy 
reference.  .  .and  systematically  updated  by  new  full- 
page  Reports  in  the  weeks  ahead.  (It  takes  only  30 
seconds  to  replace  the  old  Reports  with  the  new  in 
your  binder.)  All  this  material  is  so  organized  that  you 
can  quickly  find  a  continually  updated  report  and  cur- 
rent evaluation  on  almost  any  stock  you  may 
be  interested  in  buying  selling,  or  equally  import- 
ant, holding. 

And — as  an  extra  bonus— you  will  also  receive  Evaluating  Common  Stocks, 
by  Arnold  Bernhard,  Value  Line's  founder  and  research  chief.  This  96-page 
book  explains  how  even  inexperienced  investors  can  apply  thousands  of 
hours  of  professional  research  to  their  own  portfolios  by  focusing  on  only  two 
unequivocal  ratings,  one  for  Timeliness  (Performance  in  next  12  months),  the 
other  for  Safety.  This  book  is  YOURS  TO  KEEP  even  if  you  return  the  other 
material  under  your  money-back  guarantee. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 


Evaluating 
Common 
Stocks 


The  Value  Line  Investment  Survey 


Arnold  Bernhard  &  Co.,  Inc.  711  Third  Avenue,  New  York,  N.Y 

Department  916F12 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once 
to  any  household  every  two  years)  and 
send  me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  sub- 
scription for  $330  and  send  me  the  two 
bonuses  listed  above  There  are  no 
restrictions  with  this  annual  subscription. 

SPECIAL  EXTRA  BONUS 
A   pocket-size  CREDIT  |— ry 
CARD    LCD    CALCULA-  l"*-"-1  T=  .  . 

TOR  given  to  you  when  '  SSI!" 

you  order   The  Value  i  ****** 


10017 


□  My  payment  is  enclosed.   □  Please  charge  to: 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 


Signature 


Name 


Address 


Apt.  No 


Line  Investment  Survey  for  one  year. 
(N  Y  residents  add  sales  tax  i 


City 


State 


Zip 
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It  is  no  tribute  to  the  investment  commu- 
nity's common  sense  that  the  vogue  of 
options  writing  persisted  this  long. 

OPPORTUNITY  COST 


By  John  Train 


The  other  day  I  had  a  call  from  one 
of  the  three  largest  bank  trust  de- 
partments in  the  country.  The  man- 
ager of  their  options  department 
wanted  me  to  lunch  with  their  top 
brass  to  talk  about  options  writing, 
which  they  had  been  doing  for  sev- 
eral years.  I  was  flattered  by  the 
invitation,  but  turned  off  by  the  sub- 
ject. Did  they  have  any  evidence 
that  writing  options  on  stocks  actu- 
ally made  money? 

"Why,  sure,"  said  the  banker. 
"We  figure  it  adds  about  1%  to  the 
income  of  the  stocks  that  we  write 
calls  on." 

"But  what  about  the  opportunity 
cost?"  I  asked.  "Have  you  done  a 
rigorous  calculation  of  what  you  lost 
from  the  profit  you  missed  in  the 
stocks  that  were  called  away?"  Of 
course,  the  writer  gets  the  premi- 
um, but  otherwise  can  only  lose:  If  a 
stock  advances,  off  it  flies  to  the 
lucky  guy  he  sold  the  call  to;  if  it 
falls,  he's  stuck  with  it. 

"We  only  write  on  stocks  that 
have  already  reached  the  levels 
we're  prepared  to  sell  them  at,"  re- 
plied the  banker. 

"But  don't  stocks  ever  go  up  be- 
yond the  levels  at  which  someone — 
even  you — was  prepared  to  sell 
them?"  I  wanted  to  know.  "Good 


Joint  Train  is  president  of  Train.  Smith.  In- 
vestment Counsel.  New  York,  and  tlx  aut/x>r 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


growth  stocks  go  up  for  years  and 
years.  They  don't  just  die  at  some 
predetermined  point." 

The  banker  seemed  disconcerted 
by  this  notion. 

I  decided  to  press  him  further. 
"It's  a  bit  like  shared  appreciation 
mortgages,"  I  said.  "You  get  a  mort- 
gage on  your  house  at  a  lower  inter- 
est cost,  but  you  give  the  mortgage 
holder  a  share  of  your  eventual  cap- 
ital gain  in  the  house.  You've  sold  a 
kind  of  convertible  debenture." 

The  banker  didn't  stop  me.  So  I 
went  on:  "Now,  when  you  sell  a 
series  of  call  options,  or  a  participat- 
ing mortgage,  or  a  debenture  con- 
vertible into  stock  of  your  company, 
you're  not  just  getting  the  premium 
income  or  the  lowered  interest  rate 
as  agift.  You're  giving  up  something 
for  it.  How  much  is  that  something 
worth?  Roughly,  what  the  market 
says  it's  worth,  minus  the  hefty 
commissions  involved." 

My  disapproval  of  options  pro- 
grams is  not  a  hasty  judgment.  I 
have  seen  numerous  mathematical 
option  valuation  models:  the 
Black-Scholes  model,  the  fair-valu- 
ation models,  volatility  models, 
sensitivity  studies,  volumes  of 
higher  math.  They  say  to  me  that 
the  market  is  efficient  enough  so 
that  no  one  option  strategy  is  in- 
trinsically profitable.  What  I 
haven't  seen  is  a  long  history  of  a 
large  class  of  investors  making 
good  money  steadily  in  options 
programs.  (I  have,  of  course,  Men 
lots  of  "paper"  studies  and  com- 
puter playbacks,  but  I  am  unim- 
pressed. You  can  win  the  super- 
fecta  quite  easily — with  hindsight.) 

I  have  also  visited  the  professional 
options  operators  at  work  in  the  real 
world:  eyes  glued  to  the  tape,  fingers 
touching  the  keyboards  of  huge  com- 
puters. It  reminded  me  of  my  visit  to 
the  worldwide  Strategic  Air  Cora- 
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mand  control  center  at  the  Orfutt 
Air  Force  Base  in  Omaha.  Those 
sharpshooters,  Reader,  are  going  to 
beat  you  to  the  draw  if  a  real  opportu- 
nity, an  inefficiently  priced  option, 
does  appear  on  the  screen. 

But  to  get  back  to  my  banker.  I 
then  asked  him  if  his  department 
had  ever  studied  the  total  opportu- 
nity cost  of  its  options-selling  pro- 
gram; that  is,  whether  the  depart- 
ment would  have  been  better  or 
worse  off  if  it  had  never  heard  of 
options,  including  the  not  inconsid- 
erable cost  of  maintaining  his  own 
department.  He  didn't  seem  enthu- 
siastic about  that  line  of  inquiry,  but 
admitted  that  it  hadn't. 

Now,  I  think  that's  pretty  sig- 
nificant. This  bank  is  as  well 
thought  of  as  any  other  in  the 
business,  and  to  my  mind  it  hasn't 
done  its  basic  homework,  the  first 
step  in  the  analysis.  We  never  did 
have  lunch. 

Simple  logic  tells  us  that  the  play- 
ers as  a  whole  cannot  win  in  the 
options  game  if  you  count  opportu- 
nity cost.  You  have  very  sophisti- 
cated players  on  each  side,  cancel- 
ing each  other  out.  That  would  sug- 
gest an  overall  breakeven  but  for 
one  thing:  the  transaction  costs. 
Brokerage,  spreads,  salaries  and 
overhead  for  the  gunslingers,  top 
management  time  wasted  probably 
come  to  $1  billion  a  year.  So,  what 
you  end  up  with  is  a  game  where 
only  the  brokers  and  a  handful  of 
sharpshooters  win. 

I  like  the  quaint  language  of  a  pro- 
options  article  in  a  recent  issue  of 
Investment  Age,  which  refers  to  the 
institutions'  "growing  misunder- 
standing" of  this  subject.  Awaken- 
ing would  be  a  better  term.  It's  no 
credit  to  the  investment  communi- 
ty that  it  took  this  long  for  the 
awakening  to  take  place. 

I  will  leave  the  last  word  on  this 
subject  to  Larry  Huntington,  the 
able  head  of  Fiduciary  Trust  of 
New  York:  "I  sit  on  lots  of  invest- 
ment committees,"  he  once  said 
to  me.  "Often  the  subject  of  op- 
tions comes  up.  Some  people  are 
for  it,  some  against.  I  usually  ask 
those  who  are  in  favor,  'Have  you 
ever  done  it?'  Almost  always  the 
young  Turks  who  want  to  try  an 
options  selling  program  have  never 
actually  done  it.  Those  who  have 
done  it,  don't  want  to  repeat  the 
experience."  ■ 
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Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value. f 

□  Minimum  investment  just  $1,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwriting  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


X  Rowe  PriceTax'Exempt  Money  Fund,  Inc. 

A  No-Load  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6. 100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name- 


Address. 


City  State  Zip  

For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

*Income  may  be  subject  to  state  and  local  taxes.   t  Rounded  to  the  nearest  cent. 


Acorn  Fund 

NO-LOAD 


„  Take 

Common 
Stock 

in  the  '80's. 

Investors  are  now  taking  a 
hard  look  at  common  stocks  as 
the  investment  vehicle  of  the 
'80's.  And  the  thought  that 
real  values  can  be  missed  by 
overemphasizing  timing  and 
cycles. 

We  at  Penn  Square  think 
this  makes  sense.  After  all,  it's 
what  we've  been  saying  for 
24  years. 

For  more  information,  including  management 
charges  and  expenses,  write  or  call  us  for  our 
prospectus  Read  it  carefully  before  you  invest  or 
send  money. 

800/523-8440 

In  PA,  call  collect.  215/376-6771 


I Penn  Square  Mutual  Fund 

5th  &  Washington  Sts  .PO  Box  14 19,  Reading.  PA  19603  ■ 

|      Name   Q 

■  Address    ■ 

■  Citv  State  Zio   B 


L Investment  experience  since  1957. 
Over  SI 50,000.000.  In  assets.  FM  I 


NOW  is  the  time  to 
start  thinking  about 

your  1982 
IRA  or  KEOGH  plan! 

The  new  tax  act 
makes  important 
liberalizations  in  these 
plans  beginning  in  1982 

Write  for  an  explanation  of  the  new  laws, 
and  free  Acorn  Fund  prospectus  for  more 
complete  information,  including  manage- 
ment charges  and  expenses.  Read  this 
material  carefully  before  you  invest  or 
send  money. 
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Name 


Address 


  Zip  

THE  ACORN  FUND.  INC. 
120  S.  LaSalle  St. 
Chicago.  IL  60603 
(312)621-0630  F1081 
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REAL  ESTATE 


The 
Number 

One 
Executive 

Perk 

That's  a  resort  condo- 
minium at  Indian  River 
Plantation  on  Florida's 
tropical  Hutchinson  Island. 
Your  corporate  retreat  with 
ocean,  river  or  golf  course 
views  is  complete  —  golf, 
tennis,  swimming,  dining, 
conference  facilities  and 
more.  Call  or  write  for  full 
information. 


INDIAN  RIVER 
PLANTATION 


585  M.E  Ocean  Boulevard 
Hutchinson  Island 
Stuart,  FL  33494 
Telephone  (305)  225-01 10 
1-800-327-4874 
DutcherHigginbotham 
&  Bass.  Inc., 
Realtors/Exclusive  Agents 
This  offer  is  void  in  states 
where  prohibited  by  law. 


f  OUTSTANDING 
OPPORTUNITIES 

UPPER  NEW  YORK  STATE  .  .  . 

A  private  estate  of  over  1200  beau- 
tifully secluded  acres,  this  property 
is  fully  equipped  to  accommodate 
a  variety  of  year-round  sporting  ac- 
tivities. Fully-operational  ski  resort 
facilities  include  novice  and  expert 
trails,  140-chair  lift  and  2  T-bars: 
cross-country  trails  and  a  mile- 
long  snowmobile  regulation  track. 
Large  stables  and  over  30  miles  of 
riding  trails,  are  ideal  for  horse- 
back riding.  Full  complement  of 
skeet  houses.  Finally,  a  20-room 
hilltop  lodge  with  panoramic  views 
of  the  retreat  offers  full  accommo- 
dations for  family  and  guests. 

Brochure  #FB  1-91. 
WEST  VIRGINIA  .  .  . 
A  thriving  orchard  and  cattle  oper- 
ation on  over  3600  acres  of  rolling 
meadow,  pasture  and  woodland  in 
the  unspoiled  West  Virginia  coun- 
tryside. Fully  equipped  orchard 
produced  over  200.000  bushels  of 
apples,  peaches,  plums,  cherries, 
and  pears  in  1978.  Thriving  cattle 
business  includes  300  females,  12 
exceptional  bulls,  and  nursing 
calves.  Rare  investment  opportu- 
nity, 2  hours  west  of  Washington, 
D.C. 

$3,500,000      Brochure  itFB  25-01. 

Sotheby  Parke  Bcrnet 
I  titer  nat  ional  Rea  It  v 


980  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 
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REAL  ESTATE 


We  Specialize  In 
COLORADO  RANCHES 

FXBERT  COUNTY:  4,700-acre  ranch,  approximately  1,500  acres  timber- 
land,  located  11  miles  northeast  of  Kiowa,  Colorado,  just  1  hour  and  15 
mins  from  Denver.  Great  development  potential. 

LITTLE  HO:  1,829-acre  mountain  ranch  near  Granby,  Colorado.  Hunting, 
fishing,  and  controls  national  forest  access.  One  of  the  most  picturesque 
mountain  ranches  in  Colorado.  For  recreation,  privacy  and  scenery,  this 
one  has  it  all!  Close  to  ski  area. 

WOLF  MOUNTAIN:  1,934-acre  mountain  ranch  17  miles  west  and  8 
miles  north  of  Steamboat  Springs,  Colorado.  Modern  log  improvements, 
excellent  deer  and  elk  hunting.  Very  scenic  mountain  ranch.  Close  to 
ski  area. 

LINGER:  4,250-acre  ranch  14  miles  west  of  Loveland,  Colorado,  60  miles 
to  Denver.  Joins  national  forest,  abundant  deer  and  elk.  Suitable  for 
recreation  type  secondary  homes  or  primary  home  sites  because  of  prox- 
imity to  front  range  activity. 

OTHER  MOUNTAIN  PROPERTY  for  sale  with  hunting  and  fishing, 
40  acres  on  up. 

For  further  information  on  these  and  other  ranches,  contact: 
ORR  LAND  COMPANY 

420  East  58th  Avenue,  Denver,  CO  80216 
(303)  424-5010 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $72,900  —  with 
90%  financing, 
you  had  better  buy  it! 

Oceanfront  Condominiums 
$7,300  Downpayment    Fully  Furnished 
["All  accessories  and  appliances    Enclosed  Pool 
Surrounded  by  44  acres  of  heavily  wooded  forest 
7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S.C.  call  toll  free  1-800-922-0841 
The  Myrtle  Beach  Resort 

360  payments  of  $875.55.  APR  15.38%  (subect  to  change.) 
Offer  not  valid  in  states  where  prohibited  by  law. 


WYOMING 
Sheridan  Area  Ranch 

500  animal  units  plus  up  to  1000  tons 
of  excess  feed  production  just  12  miles 
out  of  Sheridan  under  the  Big  Horn 
Mountains.  This  is  an  honest  working 
ranch  with  two  beautiful  homes  in  one 
of  the  West's  most  sought  after  areas. 
Low  downpayment  with  seller  finan- 
cing at  8'/2%.  The  animal  unit  price  of 
this  ranch  is  below  most  sales  in  much 
less  desirable  areas.  Contact  exclusive 
agents  for  seller. 

HALL  AND  HALL  INC. 

P.O.  Box  1924 
Billings.  Montana  59103 
(406)  252-2155 
(WYOMING  SPONSORING  BROKER — 
GOOD  LAND  &  CATTLE  COMPANY) 


180,000  ACRES  IN  TEXAS 
NEAR  MEXICO 

The  acreage  is  contiguous  and  509r 
of  the  land  contains  minerals. 
Major  oil  companies  nearby. 

Price— $1 1.500,000. 
Details  from  T.S.  CHRISTO 
Law  &  Finance  Bldg., 
Pittsburgh.  PA  15219 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  WAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 

COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 

U.S.  OFFICE: 

235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joia.s  Padua  LTDA. 
Belo  Horizonte,  Brazil 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


FREE  CATALOG 
Big  .  .  .  Free  FALL  1981  Catalog 

describes  and  pictures  more  than  2.800 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  pre- 
erred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21 B       69  N.  Catalina 
Pasadena.  CA  91106 


REAL  ESTATE 


NEW  JERSEY 

Beautiful  Colonial  in  Hunt  Area 
of  Somerset  Hills.  New  Jersey 
Original  section  built  in  1770  with 
newer  additions  of  Living  Room 
&  Master  BR  above.  6  BRs,  5Vi 
Baths  and  4  F/P's.  4-stall  Barn 
tack  room  &  storage  space. 
Res.  &  Barn  w/22.8ac.  at  S485.000 
Res.  &  Barn  w/128ac.  at  $385,000 

JOHN  vi.  DILLON,  Realtor 
Far  Hills,  N.J.  201-234-2000 


MANUFACTURERS' 
REPRESENTATIVES 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  Newsletl 
tells  you  which  firms  are  looking  fl 
representatives,  the  firm's  product  lil 
and  territories  available. 

For  information  write: 
Manufacturers'  Agents'  Newsletter 
Dept.  178 A,  23573  Prospect  Avenua 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURERS 

Thousands  of  Reps  read  our  ] 
Weekly  Bulletin  of  lines  offered  f 
representation  in  all  fields.  Mai 
other  services  for  Reps  and  Man 
facturers  including  Newsletter,  Pi 
file  Service,  Group  Discount  Progral 
etc.  (Our  25th  Year)  Details:  Kei 
Kittrell.  United  Association  Man 
facturers*  Reps,  Dept.  12.  808  Broa 
way,  Kansas  City.  MO  64105 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDER: 


In  red  and  gold 

leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50: 
three  for  $21.75 

Send  check  with  your  name  ano 
address  to: 
JESSE  JONES  BOX  CORP. 
Dept.  FB.  P.O  Box  5120 
Philadelphia,  PA  19141 


FORBES  CLASSIFIED  is  published 
the  first  issue  of  each  month.  Adv 
tising  closing  date  is  one  month  p 
ceding  date  of  issue. 

Frequency  discounts  available.  P 
ment  must  accompany  order  unl 
from  accredited  agency. 

FOR  ADDITIONAL  INFORMATION 
WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  Fifth  Avenue/New  York,  NY  100 
(212)  620-2440 
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COMPUTERS 

BUSINESS  OPPORTUNITIES 

BUSINESS  OPPORTUNITIES 

EXECUTIVE  GIFTS 

INDUSTRIES  INC. 

10% -15%  DISCOUNT 
OR  MORE 


LL  NEW 


TRS-80 


BV  RADIO  SHACK 


d  New  in  Cartons  Delivered.  Save 
;  Sales  Tax  Texas  Residents  Add  Only 
Sales  Tax.  Open  Mon.-Sat.  9-6.  We 
freight  and  insurance.  No  extra  charge 
Mastercard  or  Visa.  Call  us  for  a  Ref- 
ce:  Farmers  State  Bank.  Brookshire, 
s. 

Orders.  1-800-231-3680 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  77450 
Uuestions  i  Inq  ?  1-71 3-392-0747 
■c  1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


CAPITAL  TO  INVEST 


VANCIAL  GUARANTEES 
tOM  PRIME  BANKS 

tters  of  Credit,  Promissory  Notes 
'ering  Principal  &  Interest 
sh  to  open  Escrows 
sh  placed  in  bank  accounts 
increase  liquidity 
i.  Stand-Bys  &  Take-Outs 
nture  Capital  &  Real  Estate 
BROKERS  PROTECTED 
ncor  Financial  Limited 
'  San  Nicolas  Drive,  Suite  206 
wport  Beach,  CA  92660 
»ne  (714)  640-1633 


CONSULTING  AND 
MARKETING  SERVICES 

Alternative  for  buyers  and  sellers 

vestment  cars,  airplanes,  yachts, 
,  property,  gold,  art  and  much 
!  We  market  to  the  entertain- 

industry  daily,  IBM  computer 
hing  and  promoting  product  un- 

is  sold.  No  charge  to  buyers, 
le  fee  to  sellers, 
e  Investment  Matchmaker,  Inc. 
8033  Sunset  Blvd.,  Suite  1700 
Los  Angeles,  CA  90046 
In  CA:  (213)  654-9071 

Out  of  state:  800^21-3388 


JSINESS  CONNECTIONS 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A227  Forbes 
60  Fifth  Avenue 
New  York,  NY  10011 


EXECUTIVE  SERVICES 


ECKTIE  NARROWING 


;kties  recut  &  reshaped 

to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
■end  for  free  tie  mailer  or  mail 
iirect.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  1 1542 


BUSINESS  OPPORTUNITIES 

Established  businesses  for  sale 
by  owner  west  of  the  Mississippi. 
Many  owner  financed. 
Manufacturing  Firms  (18) 
$35,000  —  $5,900,000 

Wholesalers  (10) 
$13,500  —  $2,150,000 
Ladies'  Apparel  (4) 
$58,000  —  $175,000 
Retail  Stores  (37) 
$23,000  —  $484,000 
Florists  &  Nurseries  (9) 

$48,000  —  $275,000 
Service  Businesses  (45) 
$18,000  —  $785,000 

AFFILIATED 
BUSINESS  CONSULTANTS 

Box  6358,  Co.  Spgs.,  CO  80934 
1-800-227-1617  x405 
In  Ca:  1-800-772-3545  x405 
No  fee  to  buyer  involved 


1-800-327-6970 

Facts  About  U.S. 
Oil/Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

•  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

•  100%  Tax  Deductible 
Updated  Complimentary  Brochure 


FRC,  131  State  Street,  "930 
Boston,  MA  02109 


INVESTMENTS 


Get  organized.  Send  for 
FREE  information  on  the 
Private  Investor"  records 
system.  Guaranteed  to  help 
you  make  better,  more  timely 
decisions  or  money  back! 

Irmstors  Toll  Free 

,J  800-451 -61 06 
M      Offer  A7 

75  Main*St..Fair  Haven.  VT  05743 


CAPITAL  &  INVESTMENT 
OPPORTUNITIES 

TAX  SHELTERS 
5  to  1  Writeoff 

Long  term  financing 
Complies  with  1981  tax  laws. 
Limited  to  sophisticated  investors, 
advisors,  attorneys,  CPA's 
Call  (305)  672-0666 
Or  write: 
Ideal  Opportunities,  Corp. 

4550  North  Bay  Road 
Miami  Beach,  Florida  33140 


YACHTS 

YACHT  PURCHASE  SURVEYS; 
CONSTRUCTION  SUPERVISION; 
APPRAISALS  AND  DONATIONS: 

Power    or   sail:    Aluminum,  Wood, 
Steel,  Fiberglass.  Forty  years  experi- 
ence: Design,  Repair,  Construction  or 
Survey  of  yachts  and  small  commercial 
vessels.  Worldwide  Availability. 
SURVEYACHT: 
Tel:  401  /846-0700. 
P.O.  Box  35.  Newport,  RI  02840 


ART 

INVESTOR 
WANTED 

Extremely  successful, 
prestigious  dealer 
in  19th  &  20th  century 
paintings  of  the  high- 
est quality,  established 
34  years,  seeks  investor 
to  back  the  purchase 
of  important  works. 
Replies  to  Box  A228, 
Forbes,  60  Fifth  Ave., 
New  York  NY  10011 


SECURITY    PRODUCTS  MFR 

SEEKS  •  •  •  Agents  &  distributors  for 
Voice  Stress  Analyzers,  Bullet-Proof 
Apparel  &  Vehicles,  30-mile  Range 
Pocket  Telephones,  Security  Record- 
ing Systems  in  Briefcase  or  Handbag, 
Micro-Mini  Bug  Detectors,  Pocket- 
Sized  Nite  Vision,  etc. 

CCS  Communication  Control  Inc. 
In  New  York  call  Mr.  Nelson 

212-697-8140.  In  Washington,  DC 
call  Mr.  Brown  202-659-3432 


MINING  LANDS  HOLDING 
COMPANY  FOR  SALE 

460  patented  mines  (deeded  proper- 
ties), 1150  unpatented  claims.  50  proj- 
ects —  about  half  are  leased.  One  of 
nation's  largest  mineral  properties 
groups.  This  company  has  earned  a 
profit  annually  for  20  vears.  Price  to 
be  negotiated.  F.  W.  LEWIS  CO.,  120 
Greenridge  Drive,  Reno,  Nevada  89509 
Phone:  702/826-2404 


Petrogram  Services  offers  a  new  Con- 
cept in  filing  for  oil  &  gas  leases. $15 
per  filing  period  brings  you  instruc- 
tions, materials  &  geological  recom- 
mendations. For  free  brochure  contact: 
Petrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


START  YOUR  OWN 
MAIL  ORDER  BUSINESS 

Start  with  GIFTIME'S  fabulous  col- 
or catalog  of  giftware  &  novelty  items 
all  dropshipped  for  you.  No  packing 
or  shipping.  Unique  Bonus  Plan  stim- 
ulates orders.  Free  catalog  &  details 
from  GIFTIME,  Inc. 
Dept.  FB,  4700  Wissahickon  Ave. 
Philadelphia,  PA  19144 
(215)  842-1400 


WIN  BIG  OIL  MONEY 


o.ooo 


For  tree  inloimalron  Call  Toll-Free  1  800 
525-  2S41.  Eil  8,  in  Colorado  Call  Collect 
1-447-1399,  Eil  8.      Oi  Write 

F.  Milligan,  inc. 

1942  20th  SI  ,  Drawer  340BFB 
Boulder.  CO  80307 


The  new  school 
of  thought  in 
old  school  ties. 

The  new  school  prefers  its  corporate 
pride  to  be  stated  with  taste  and  sub- 
tlety. That  is  why  Hampton  Hall  de- 
velops a  fashionable,  versatile  dignity 
into  every  custom  design.  Ask  for  our 
free  brochure  showing  such  exclusive 
creations  in  ties  and  scarves. 

Minimum  order  150 


Mampien  3Udl,  £td. 

corporate  fashion 

51  East  42nd  Street  •  Department  FB.10 
New  York,  N  Y  10017  •  (212)  MU  7-6810 


SEND  LIQUOR 
ANYWHERE 
BY  PHONE 

FREE  CATALOG 
800-528-6148 


NATIONWIDE 
GIFMJQIOR 

2201  E  Thomas  Rd  .  Phoenix,  AZ  85016 


WE  WIU  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  Computer  48K  Plus  1.099  9b 

Apple  Three  128K  3.295  00 

Hewlett  Packard  41C  189  95 

Hewlett  Packard  41CV  259  95 

Hewlett  Packard  85  2.59500 

Teras  Instruments  59  179  95 

Teias  Instruments  994  Computer  37995 

Atari  W016K  Computer  IBasic  Lang  can  opt)  33995 

Mattel  Intension  239  95 

Mattel  nace  Horse  Anaylser  59  95 

Sony  TV's.  Walkman,  all  Sony  Products  Call  us 
Olympic  Sales  Company  •  216  So  Oilord  Aye 
Los  Angeles,  CA  90004  •  telei  67  34  77 
TOLL  FREE  IBOOI  421  8045  loutside  Califl 
or  in  Calil  2137391130 
Incl  BOO  252  2153.  Request  in  writing  our  neit  Oct  catalog 


i-Baseball  Cap  of 
your  favorite  Maior 
Leaque  team  .  1-lb 
finest  quality  Jelly 
|  Beans  Gift  Card 
'  enclosed  $7-75 
orderllne  industries 
4470  Monroe  St  Toledo.  Ohio  43613 
™JJ™  Visa  or  Mastercard 
1  —CALL  NOW — 

1  -800-537-1  718.  (in  Ohio)  1-800-472-1747 


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


Aerospatiale  (France)  140 

Agusta  (Italy)   145 

Air  Florida  :  256 

American  Express  Banking   96 

AT&T   188 

Armadillo  Airways   136 

Baldwin-United   72 

Balis  &  Zom   244 

Bally  Mfg  34 

Bank  ol  America   96 

Bass  Brothers  Enterprises   166 

Batterymarch  Financial  Management   176 

Binney  &  Smith   8 

Blocker  Energy  210 

Boeing   145 

British  Green  Shield 

Trading  Stamp  (U  K  |   74 

British  Leyland  |  U.K.)   241 

Cadillac  Fairview  (Canada)   166 

Cessna  145 

Chase  Manhattan   96 

Chicago  Milwaukee   32 

Chicago,  Rock  Island  &  Pacific   32 

Chrysler   14 

Citicorp  42,  96 

Citizens  Energy  256 

Coast  Federal  Savings  &  Loan  Assn  258 

Coltlnds   31 

Consolidated  Natural  Gas   1 16 

Datapoint   1 88 

Dome  Petroleum  Ltd  (Canada)   130 

Dun  &  Bradstreet   256 

Alfred  Dunhill  of  London,  Ltd  [U.K.]   250 

Equitable  Life  Assurance  Society   32 

Ferris  &  Co   174 

First  National  Bank  of  Boston   10 

First  United  Bancorporation   166 

Fujitsu  (lapan)   8 

Future  Fund   248 


General  Cinema   55 

General  Heinhold  Commodities   248 

GM   12 

Gerber  Prods  8 

Goodyear  Tire  &  Rubber   96 

Gulf  Resources  &  Chemical   171 

Hambros  Bank  (U.K.)   Ill 

Hanson  Trust  Ltd  (U.K.|   171 

Hudson's  Bay  Oil  &  Gas  (Canada|   130 

Icahn&Co   244 

Imperial  Bancorp   253 

Imperial  Group  (U.K.)   74 

International  Bank   Ill 

IBM   136,  188 

Island  Helicopter   136 

Kawasaki  Heavy  Inds  (lapan)   145 

LTV   250 

Levy  Organization  145 

Lindner  Fund   182 

Lloyd's  of  London  (U.K.)   10 

McGraw-Hill   21 

Med  General   118 

Merrill  Lynch  256 

Messerschmitt-Bblkow-Blohm  (W  Germany)  145 

Mobil  279 

Moseley,  Hallgarten,  Estabrook  &  Weeden   174 

Namco  (lapan)   34 

National  Information  Bureau   21 

Nippon  Electric  (Japan)   8 

Nippon  Telegraph  t%  Telephone  (lapan)   8 

Nissan  Motor  (lapan)   236 

Ovemite  Transportation   218 

Pan  Am   258 

Paramount  Pictures   20 

Perm  Central  31,  32 

Perpetual  Federal  Savings  &  Loan  Assn   258 

Phibro   244 

Quantum  Fund   243 

Raytheon   145 


Republic  National  Bank  of  N  Y  14 

Restaurant  Associates  Inds   145 

Richardson-Merrell   96 

Roadway  Express   218 

Rockwell  Intl   8 

N.M  Rothschild  (U.K.)   Ill 

T  Rowe  Price  Funds   17 

Salomon  Bros  244 

Savings  Assn  Financial  258 

Saxon  Inds  244 

Seagram  Ltd  ICanada)   166 

Shearson' American  Express  32 

Smith  Bamey   242 

Sony   136 

Sotheby  Parke  Bemet   62 

Southland  Royalty   166 

South  Norwalk,  Conn  Electric  Works   253 

Southwest  Vert-all   136 

Speny  136 

Sperry  &  Hutchinson   72 

Stauffer  Chemical   279 

Summa  132 

Sunkist  Growers  56 

Suzuki  Motor  ()apan|   238 

TRW  8 

Tandy   188 

Tenneco   1 16 

Texas  Eastern   1 16 

Textron   132 

Tokyo  Nissan  Auto  Sales  .lapan   236 

Toyota  Motor  (lapan)   12,  236 

Trans  World  258 

Union  Carbide   132 

United  Technologies  „  20,  132 

Wang  Computers  188 

Warner  Communications   136 

Westland  Helicopters  Ltd  (U  K.)  145 

Woodbine  Development   166 

Xerox  188 


Do  you  know  anybody 

who  is  somebody  in  business 
who  does  not  read 
Forbes  Magazine? 

Forbes: 
Capitalistlbol 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  . . ." 
Items  from  past  issues  of  Forbes 


Sixty  years  ago  in  Forbes 

IfFrom  the  issue  of  October  15,  1921) 

I  "Alarming  reports  of  the  destruction 
[of  cotton  by  the  boll  weevil  in  all 
I  sections  of  the  South  continue  to  pour 
[into  the  Department  of  Agriculture. 
I  The  damage  wrought  in  the  cotton 
[season  now  ending  is  estimated  at 
[from  $250  million  to  $400  million. 
The  Government  is  doing  everything 
possible  to  aid  the  planters  and  reports 
encouraging  progress.  Losses  average 
from  30%  in  the  cool  districts  to  as 
;high  as  90%  in  districts  farther  south. " 

It  is  hard  today  to  imagine  the  ter- 
jror  the  boll  weevil  caused  in  the  1920s 
as  it  chewed  its  way  across  the  Cot- 


htatue  in  Enterprise,  Ala.  of  the  goddess 
yemeter  holding  a  giant  boll  weevil 


Jon  Belt:  Millions  of  farmers  seemed 
to  face  sure  starvation  with  the  de- 
jstruction  of  their  cash — and  often 
pnly — crop.  It  was  brought  under 
pome  kind  of  control  (though  never 
Eradicated)  by  a  combination  of  insec- 
ticides plus  new,  quick-maturing  cot- 
iton  varieties.  But  cotton  farmers 
gradually  developed  a  wry  respect  for 
pie  pest.  The  town  of  Enterprise,  Ala., 
which  now  bills  itself  as  the  peanut 
capital  of  the  world,  erected  a  statue 
to  the  boll  weevil — because  it  forced 
the  area  to  give  up  its  total  depend- 
ence on  cotton  and  diversify. 


"What    has    become    of    the  war 

towns — the  complete  cities  that  were 
built  up  almost  over-night  to  turn  out 
munitions  and  engines  of  war?  Hope- 
well, Virginia,  was  one  of  these.  For 
four  years  it  prospered  in  the  manu- 
facture of  guncotton.  Then,  as  sudden- 
ly as  it  had  come  into  being,  it  was 
deserted.  Its  business  flattened  out 
after  the  signing  of  the  armistice,  its 
stores  were  closed,  its  theatres  and 
churches  were  boarded  up,  and  its 
population  of  30,000  men,  women, 
and  children  were  dispersed  to  the 
four  corners  of  the  U.S.A. 

"But  that  wasn't  the  end  of  Hope- 
well. The  Du  Pont  Chemical  Com- 
pany offered  the  city  and  plant  sites 
for  sale,  and  today  the  once  deserted 
town  has  been  changed  into  an  indus- 
trial and  commercial  center  which 
may  well  be  called  thriving." 

"The  politicians  really  give  us  what 
the  majority  of  us  want.  The  extrava- 
gance which  the  Government  has 
been  guilty  of  during  recent  years  has 
only  matched  the  extravagance  of  the 
people  as  a  whole.  The  demand  now  is 
for  national  economy;  and  we  shall 
get  it  if  we  insist  with  sufficient  vigor 
and  vehemence.  It  is  absurd  for  us, 
however,  to  demand  retrenchment  of 
expenditures  by  the  Government  and 
at  the  same  time  demand  that  the 
Government  do  this,  that,  and  the 
next  thing  entailing  heavy  cost.  If  we 
are  in  earnest  in  desiring  less  tax- 
ation, we  must  cease  turning  to  the 
Government  to  solve  all  sorts  of  prob- 
lems for  us  which  we  could  and  should 
solve  for  ourselves." 


Fifty  years  ago 

(October  15,  1931) 

"Passenger  traffic  handled  by  the  na- 
tion's air  transport  lines  in  July  broke 
all  previous  monthly  records,  accord- 
ing to  the  Aeronautical  Chamber  of 
Commerce  of  America.  Air  mail 
poundage  likewise  reached  a  new 
high,  as  did  the  mileage  flown.  There 
were  55,782  passengers  carried  in 
July,  an  increase  of  nearly  10,000  over 
the  previous  monthly  peak  of  46,299, 
achieved  in  August,  1930." 

"The  world's  commercial  transac- 
tions arc  conducted  and  settled  on  the 
basis  of  gold.  The  dethroning  of  Brit- 
ish and  other  currencies  from  the  gold 
standard  serves  to  raise  the  impor- 
tance of  America's  gold  standard  poli- 
cy. Lord  Rothermere,  prominent  Brit- 
ish publisher,  and  Professor  Keynes, 


well-known  British  economist,  have 
published  newspaper  articles  lauding 
the  debasing  of  the  British  pound  ster- 
ling and  commiserating  patronizingly 
with  Uncle  Sam  on  being  left  in  the 
lurch  with  five  billions  of  'useless' 
gold.  Talk  is  cheap.  Why  did  Britain 
cling  to  the  gold  standard  as  long  as 
she  possibly  could?  Because  Britain 
well  knows  that  there  is  no  substitute 
for  gold  currency  as  satisfactory.  ..." 

"Without  much  doubt  the  most  im- 
portant practical  movement  of  recent 
months  in  the  labor  field  has  been  the 
rapid  spread  of  reductions  in  hourly 
wages  for  skilled  and  unskilled  labor. 
Led  by  some  of  the  largest  companies 
of  industrial  America,  the  wage  slash- 
ings began  toward  the  end  of  Septem- 
ber. Corporations  had  been  holding 
off  from  wage  cuts  fearfully  and  hope- 
fully for  so  long  that  once  the  ice  was 
broken  by  such  influential  concerns 
the  tide  ran  swiftly.  Inside  of  two  or 
three  weeks  it  appears  that  almost  a 
majority  of  the  leading  corporations 
throughout  the  United  States  have  an- 
nounced reductions  in  their  rates  of 
hourly  wages  for  labor  ranging  any- 
where from  5  to  15%." 


Twenty  five  years  ago 

(October  15,  1956) 

"To  the  close  circle  of  alphabetized 
electronic  brains  [e.g.,  UNIVAC, 
ENIAC),  the  Bank  of  America  last 
month  got  ready  to  introduce  a  new 
friend,  ERMA  (for  Electronic  Record- 
ing Machine — Accounting).  ERMA's 
charm:  she  can  actually  'read' — not 
holes  in  punch  cards,  but  the  arabic 
numerals  on  checks  written  with 
magnetic  ink.  .  .  .  Developed  for  Bank 
of  America  by  the  Stanford  Research 
Institute,  production  rights  have  been 
sold  to  GE,  which  is  readying  delivery 
of  some  30  units  to  the  Bank  by  1958. 
GE  plans  to  sell  ERMA  for  $750,000  to 
$1  million." 

But  ERMA  was  more  than  an  ac- 
counting machine:  It  was  the  first 
bank  computer,  which  Bank  of  Amer- 
ica got  Stanford  Research  Institute  to 
develop  because  the  electronics  com- 
panies of  that  day  could  not  spare  the 
time  and  resources  to  do  so.  ERMA 
also  gave  General  Electric  a  golden 
opportunity  as  the  producer  of  the 
first  large  commercial  computer.  But 
GE  (which  also  once  had  the  same 
kind  of  lead  position  in  aircraft  jet 
engines)  did  not  press  its  advantage, 
and  soon  lost  its  primacy  to  IBM. 
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The  measure  of  the  progress 
of  civilization  is  the 
progress  of  the  people. 
GEORGE  Bancroft 


Far  away  in  the  sunshine 
are  my  highest  inspirations. 
I  may  not  reach  them,  but 
1  can  look  up  and  s<_e  the 
beauty,  believe  in  them  and 
try  to  follow  where  they  lead 
Louisa  May  Alcott 


The  great  law  of  culture: 
Let  each  become  all  that 
he  was  created  capable 
of  being. 

Thomas  Carlyle 


What  do  we  live  for  if 
it  is  not  to  make  life  less 
difficult  for  each  other? 
George  Eliot 


Culture  is  the  sum  of  all 
the  forms  of  art,  of  love 
and  of  thought,  which,  in 
the  course  of  centuries, 
have  enabled  man  to  be 
less  enslaved. 
Andre  Malraux 


We  are  never  satisfied 
with  our  own. 
Terence 


Intelligent  discontent 
is  the  mainspring  of 
civilization. 
Eugene  V.  Debs 


Things  do  change.  The  only 
question  is  that  since 
things  are  deteriorating 
so  quickly,  will  society 
and  man's  habits  change 
quickly  enough? 
Isaac  Asimov 


'Change  is  inevitable  in 
a  progressive  country. 
Change  is  constant. 
Benjamin  Disraeli 


Thoughts 

on  the  Business  of  Life 


Nothing  is  done.  Everything 
in  the  world  remains  to 
be  done  or  done  over. 
Lincoln  Steffens 


//  is  well  for  civilization 
thai  human  beings  constantly 
strive  to  gain  greater  and 
greater  rewards,  for  it  is 
this  urge,  this  ambition, 
this  aspiration  that  moves 
men  and  women  to  bestir 
themselves  to  rise  to  higher 
and  higher  achievement 
Individual  success  is  to  be 
won  in  most  instances 
by  studying  and  diagnosing 
the  kind  of  reward*  human 
hearts  seek  today  and  arc 
likely  to  seek  tomorrow. 
B.C.  Forbes 


Ours  is  the  age  which  is 
proud  of  machines  that 
think,  and  suspicious 
of  men  who  try  to. 
Howard  Mumford  |ones 


If  we  are  to  preserve 
civilization,  we  must 
first  remain  civilized. 
Louis  St.  Laurent 


You  can't  have  a  better 
tomorrow  if  you  are 
thinking  about  yesterday 
all  the  time. 
Charles  F.  Kettering 


By  annihilating  desires 
you  annihilate  the  mind. 
Every  man  without  passions 
has  within  him  no  principle 
of  action,  nor  motive  to  act. 
Claude  Adrien  Helve'tius 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


Trying  is  the  touchstone 
to  accomplishment. 
Paul  von  Ringelheim 


Culture  is  properly 
described  as  the  love 
of  perfection;  it  is 
a  study  of  perfection. 
Matthew  Arnold 


Progress  is  the  mother 
of  problems. 
G.K.  Chesterton 


The  artist  has  a  special 
task  and  duty:  the  task  of 
reminding  men  of  their 
humanity  and  the  promise 
of  their  creativity. 
Lewis  Mumford 


A  Text . . . 

And  the  Lord  said,  Behold, 
the  people  is  one,  and 
they  have  all  one  language; 
and  this  they  begin  to  do: 
and  now  nothing  will  be 
restrained  from  them,  which 
they  have  imagined  to  do. 
Genesis  11:6 


Sent  in  by  George  Cleland,  Dunedin,  Fla. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Real  generosity  toward  the 
future  consists  in  giving 
all  to  what  is  present. 
Albert  Camus 


We  must  ask  where  we  are 
and  whither  we  are  tending. 
Abraham  Lincoln 
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Success  is  often  measured  by  how  deeply  you're  in  the  Black. 
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"When  we  built  our  new  plant, 
PIDC  arranged  100%  financing. 
We  couldn't  have  found 
a  better  deal  anywhere." 


Garrett-Buchanan  warehouses  and  distributes 
paper  to  the  printing  and  graphic  arts  indus- 
tries. They  have  been  committed  to  Philadelphia 
for  a  long  time  because,  in  Mr.  Bonina's  words, 
"This  is  a  printing  town."  Recently,  they  needed 
to  relocate  to  larger,  more  modern  facilities  in 
order  to  keep  pace  with  their  rapid  growth.  Natu- 
rally, they  wanted  the  very  best  deal  they  could 
find  —  and  they  found  it  right  here  at  home.  The 
experts  at  PIDC  helped  arrange  100%  financing 
for  the  construction  of  160,000  square  feet  of 
highly  efficient  space  in  PI  DCs  Interport  Busi- 
ness complex  near  Philadelphia  International  Air- 


port. And  Garrett-Buchanan  moved.  Enjoying  the 
convenience  of  one-story  rather  than  multi-story 
quarters.  And  serving  their  customers  better  than 
ever.  Garrett-Buchanan's  greatly  expanded  ware- 
house capability  means  they'll  be  doing  better 
business  in  Philadelphia.  PIDC  would  like  to  heip 
you  do  better  business  in  Philadelphia,  too.  Call 
or  write  today. 

I  1 

Yes,  I'd  like  to  learn  more  about  how  PIDC  can 


If  you  make  a  better  quality  product  than  your  competition, 
customers  will  buy  it 

We  at  Motorola  have  seen  this  simple  principle  make  significant 
differences  in  the  international  electronics  industry  we  are  part  of 

For  example,  in  recent  years  quality  improvements  by  many 
Japanese  companies  have  resulted  in  major  inroads  for  their  products 
into  world  markets,  especially  in  consumer  electronics. 

But  the  same  principle  of  quality  has  turned  some  of  those 
Japanese  competitors  into  important  customers  of  American  firms  such 
as  Motorola. 

A  case  in  point  concerns  communications  equipment  Motorola 
designed  and  built  for  NASA.  Our  equipment  has  been  used  on  every 
manned  and  most  unmanned  space  shots  without  a  single  mission- 
endangering  failure.  Not  one.  So  impressed  was  the  Japanese  Space 
Agency  with  the  quality  of  our  space  communications  technology  and 
our  reliable  performance  they  have  specified  Motorola  equipment  for 
use  on  many  of  their  space  missions. 

Closer  to  earth,  a  Japanese  national  named  Junko  Tabei,  the 
first  woman  ever  to  climb  Mt.  Everest,  used  an  FM  portable  two-way 
radio  made  by  Motorola  here  in  America  to  help  guide  her  to  the  top. 
It  withstood  nights  of  20°  below  zero  and  days  of  blinding  blizzards.  Small 
surprise  that  with  plenty  of  Japanese  radios  to  choose  from,  Ms.  Tabei 
also  specified  Motorola  for  her  next  climb,  this  time  to  the  roof  of  Tibet. 

And  the  examples  go  on.  Even  though  Motorola  has  bowed  out  of 
the  consumer  electronics  market,  Japanese  companies  that  are  today's 
giants  in  that  industry  buy  millions  of  quality  components  from  our 
Motorola  Semiconductor  Products  Sector. 

All  this  isn't  happenstance.  It  is  the  systematic  result  of  Motorola 
programs,  pioneered  and  developed  over  the  past  decade,  to  give  all 
Motorola  employees  a  greater  sense  of  involvement  in,  and  responsibility 
for;  the  quality  of  the  products  they  design  and  manufacture. 

So,  when  we  receive  quality  supplier  awards  from  companies 
such  as  General  Motors,  Control  Data  and  even  Hitachi,  we  know  why. 

And  we're  proud  of  that  kind  of  response.  It  supports  our  belief 
that  quality  is  not  only  the  oldest  and  simplest  principle  of  business. 
It  also  is  the  most  important. 


Quality  and  productivity  through  employee  participation  in  management. 
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158  Cover  Story:  Following 
a  legendary  businessman 
is  never  easy  It's  doubly 
bard  when  the  legend  was 
your father.  But  Edward  C. 
Johnson  3d  seems  to  be  do- 
ing it  in  style. 


41  Venezuela:  With  na- 
tions as  with  men,  great 
sudden  wealth  is  as  much  a 
hazard  as  a  help 


IHI  .  I 

59  Justin  Industries:  "It 
hurts  less  to  bite  a  feu-  bul- 
lets in  bad  times  than  to  see 
profits  go  out  the  window 
in  apod  times. " 


39  The  Thrifts: 

A  Contrarian's  View 

If  it's  always  darkest  before  the  dawn,  here's  a 
little  night  music. 

40  Labor: 

The  Boom  In  Decertification 

It  has  the  unions  plenty  worried. 

41  Venezuela: 

The  Problem  Is  Politics 

Money  alone  does  not  an  economy  build. 

42  Companies: 
Sears,  Roebuck 

Shrewd  move  or  corporate  fad? 

43  Companies: 
RCA  Corp. 

Does  it  have  an  Edsel  on  its  hands  in  its  new 
VideoDisc  players?  The  company  isn't  wor- 
ried. The  dealers  are. 

44  Companies: 

American  Telephone  &  Telegraph 

How  the  accountants  plan  to  add  $2.6  billion 
to  its  cash  flow. 

46  Companies: 
Uniroyal 

After  the  retread,  full  speed  ahead. 

51  The  Market: 

The  Most  Dangerous  Game .  .  . 

Is  trying  to  pick  the  bottom. 

54  Companies: 

Federal  National  Mortgage  Association 

David  Maxwell  has  a  sense  of  humor — and 
needs  it. 

59  Companies: 
Justin  Industries 

Is  John  Justin  a  prophet?  Or  merely  a  true 
believer?  The  difference  is  crucial. 

62  Companies: 

United  Parcel  Service 

The  brown  giant  tries  wings. 

70  Class-Action  Litigation: 
A  Little  Help  For  Defendants? 

Maybe  Congress  will  provide  it. 

75  Companies: 

Southern  Natural  Resources 

Why  Henry  Goodrich  stopped  thinking  about 
retirement. 


77  Automation: 
Robotics  In  Japan 

Not  just  kid  stuff. 

80  The  Up-And-Comers: 
Three  Rivers  Computer 

You  can  still  start  a  company  in  the  base- 
ment— or,  more  precisely,  in  four  basements. 

87  The  Up-And-Comers: 
National  Education  Corp. 

Is  it  marketing?  Or  is  it  education? 

90  Government: 

Loan  Guarantees — The  Hidden  Cost 

Because  it's  hidden,  it's  hard  to  cure. 

95  Companies: 
National  Steel 

If  it  works,  it  must  be  synergy. 

98  The  Money  Men: 
Britain's  Hugh  Jenkins 

The  man  who  likes  rainy  days. 

135  Real  Estate: 

Gold  In  Tinseltown 

Those  old  movie  lots  add  up  to  more  than  $1 
billion  worth  of  real  estate. 

139  Consumer  Finance: 
The  Building  Blocks 

Ailing,  but  very  attractive. 

142  Banking: 

Smiling  Through  The  Apocalypse 

Whatever  the  future  holds  in  store,  small 
banks  are  prospering  now.  Here  are  four  of  the 
healthiest. 

148  Companies: 

Inter-Regional  Financial  Group 

A  white  knight  in  the  making. 

150  Traveler's  Checks: 
Visa's  Vietnam? 

It's  been  a  lot  tougher  than  it  looked. 

156  Companies: 
Quaker  Oats  Co. 

A  43-year-old  CEO  shakes  up  a  104-year-old 
company. 


158  Cover  Story: 

Fidelity  Management  &  Research 

The  ring  is  closing.  An  old  New  England 
name — and  fortune — are  on  the  line. 
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139  Consumer  Finance: 
Tloe  industry  is  bleeding, 
but  everyone,  it  seems, 
wants  to  buy  in. 


142  Small-town  Banks: 
"People  have  always  paid 
for  good  service,  and  they 
always  will " 


156  Quaker  Oats.  "If  infla- 
tion is  10%,  our  earnings 
must  rise  15%  " 


187  The  Numbers  Game. 
An  idea  that's  intriguing — 
if  not  downright  specious. 


164  Companies: 

Fairchild  Industries 

The  old  Fairchild  might  not  have  survived 
what  the  new  Fairchild  takes  in  stride. 

167  The  Streetwalker: 
Stockbiz  Showbiz 

And  from  an  unlikely  source.  Also:  Beware  a 
stock  that  glows  in  the  dark. 

174  Taxing  Matters: 

Bombed-Out  Bond  Funds 

Some  may  make  dandy  tax  shelters. 

187  The  Numbers  Game: 

How  S&Ls  Can  Hide  Their  Losses 

If  the  government  says  it's  OK,  why  don't 
the  accountants  say  it's  OK? 

Faces  Behind  The  Figures 

191  Howard  Putnam, 

Braniff International 
191  Allen  Portnoy, 
Ex-FSC  Corp. 

191  Raymond  Dirks, 
John  Muir  &  Co. 

192  J.  Terrence  Lanni, 
Caesars  World 

192  Douglas  Costle, 
Environmental  Testing  &  Certification 

193  Warren  E.  Buffett, 
Berkshire  Hathaway  Inc. 

193  Alan  Greenberg, 
Bear,  Stearns  &  Co. 

194  Herbert  J.  Siegel, 
Chris-Craft  Industries 

194  LJ.  Sevin  and  Benjamin  M.  Rosen, 
Sevin  Rosen  Management  Co. 

195  Personal  Affairs 

Bonefishing:  Stalking  a  spectacular  game 
fish  with  a  fly  rod.  Also:  Will  you  really  save 
money,  time  and  aggravation  flying  the  new 
"upstart"  airlines?  Forbes  staffers  flew  five 
of  them  to  find  out. 

210  Statistical  Spotlight: 
Gold  From  Dross? 

The  trouble  with  picking  bargains  in  the 
basement,  of  course,  is  deciding  when  you're 
really  in  the  basement.  Here  are  some  bar- 
gains from  each  of  the  major  exchanges  and 
from  the  mutual  funds — if  the  elevator  has 
stopped  going  down. 
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People  who  think  for  themselves 

Forbes  readers  know  about  "quality  of 
earnings."  Two  companies  can  each 
earn,  say,  $3  a  share,  but  in  one  case  the 
figure  is  solid,  conservative,  in  the  other 
case  padded  with  bookkeeping  entries. 
There's  a  quality  factor  in  magazine  cir- 
culation, too.  The  latest  report  from  the 
utterly  impartial  Audit  Bureau  of  Circu- 
lations sent  our  spirits  soaring  in  what  it 
implied  about  the  quality  of  Forbes  cir- 
culation: that  Forbes  subscribers  arc- 
more  committed  to  the  publication, 
more  loyal  to  it  than  the  readers  of  our  two  chief  rivals,  Business  Week 
and  Fortune. 

Here  were  the  comparative  U.S.  circulation  figures  for  the  three- 
magazines  for  the  six  months  ending  June  30,  according  to  ABC: 
Business  Week'  Forbes  Fortune 

729,617  687,033  582,637 

Business  Week  clearly  has  the  lead  in  sheer  numbers,  but  when  we 
examine  the  quality  of  those  numbers  we  find  that  Business  Week  is 
"gracing"  57,000  subscribers  while  Forbes  is  gracing  none.  Gracing2. 
It's  an  industry  euphemism  meaning  free  copies  sent  to  former 
subscribers  who  haven't  renewed  their  subscriptions.  It  is  used  to 
meet  circulation  guarantees  when  renewals  flag.  fortune  was  gracing, 
too,  but  only  16,000.)  Eliminate  these  free  subscriptions  andtftt"  and 
Forbes  are  neck  and  neck  in  actual  paid  U.S.  circulation.  Every 
Forbes  subscriber  pays  hard  cash;  that's  not  true  of  our  competitors. 

Now,  let's  look  at  another  measure  of  reader  involvement.  All  three 
magazines  offer  long-term  subscriptions,  and  it  says  a  lot  about  reader 
loyalty  when  people  pay  for  three  years  or  more — in  advance.  Of  the 
Forbes  subscriptions  sold  in  this  period,  22.6%  were  for  three  years  or 
more.  Only  8.8%  oiBW's  and  6.9%  oiFortune's  were  long  term.  Nearly 
1  in  4  for  us;  1  in  12  forBW}  1  in  14  for  Fortune. 

There  was  more  in  the  ABC  statement  to  cheer  us,  but  the  drift  is 
clear:  In  terms  of  reader  commitment,  ours  is  the  quality  circulation. 

Publications  constantly  argue  over  whose  readers  are  the  most 
important  and  the  most  affluent,  and  they  all  make  strong  cases.  I 
happen  to  like  what  Media  International,  the  authoritative  British 
monthly,  recently  wrote:  "More  than  anything  else,  Forbes  is  for  the 
businessman  who  is  successful  because  he  won't  accept  what  is 
accepted  by  everyone  else."  That  says  more  about  reader  quality  than 
even  those  nice  numbers  in  the  ABC  statement. 

The  play's  the  thing 

Watching  the  corporate  takeover  scene  you 
come  to  realize  a  lot  of  it  is  pure  theater.  Richard 
Phalon,  a  Forbes  Contributing  Editor,  went 
backstage  to  observe  the  actors  without  their 
greasepaint.  Now  he  has  written  The  Takeover 
Barons  of  Wall  Street  (Putnam,  $13.95).  One  ad- 
miring review  says  Phalon's.  book  "has  the  ex- 
citement of  a  caper  novel."  An  attorney  friend 
says:  "It  kept  me  chuckling."  I  would  add  that  it 
will  also  make  you  a  smarter  player  in  the  take- 
over game.  Phalon  puts  his  Wall  Street  expertise 
to  work  as  writer  of  our  cover  story,  "Watch  your 
flank,  Merrill  Lynch,"  beginning  on  page  158. 
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Put  your  company's 
best  brains  into  a  custom 
HP-41  calculator. 


Combine  the  problem-solving  abilities  of  your  company's  best  brains  with  the 
computational  power  of  an  HP-41  Calculator.  This  powerful  combination  gives  you  a  Custom 
HP-41  Calculator,  tailored  to  your  specific  needs. 

A  Custom  HP-41  gives  more  of  your  employees  the  opportunity  to 
_  operate  at  productivity  levels  set  by  your 

star  performers.  That  means  im- 
mediate, accurate  answers  for  the 
toughest  problems  your  company 
faces  everyday. 

The  HP  Custom  Services  Program 
successfully  marries  customer-generated 
software  with  the  HP-41  Calculator,  the 
handheld  calculator  that  communicates  in 
words  as  well  as  numbers.  Over  20,000 
separate  program  instructions  can  be  stored  in 
a  Custom  HP-41  Calculator. 

Today  the  Custom  HP-41  is 
managing  a  wide  variety  of  solutions— 
from  sales  to  technical  design,  from 
banking  to  fuel  savings.  And  more! 
If  you'd  like  to  harness  the  problem 
solving  abilities  of  your  company's  best 
brains— and  save  time  and  money— then 
fill  out  the  coupon  below  or  give  us  a  call 
soon.  Call  toll  free  800-547-3400, 
Dept.  687 A;  except  Hawaii/Alaska.  In 
Oregon,  call  758-1010.  Or  write,  Hewlett- 
Packard,  Corvallis,  OR  97330,  Dept.  687A. 

611/27 

When  performance  must 
be  measured  by  results. 


HEWLETT 
PACKARD 


HEWLETT-PACKARD 

Dept.  687  A 

1000  N.E.  Circle  Blvd. 

Corvallis,  OR  97330 

Yes.  I'm  interested  in  vour  Custom  Services 
Program.  Please  send  me  more  information. 

Name:  


Position: 


Name  of  Company: 
Business  Address: _ 


Citv:- 


.  State: 


.Zip: 


Operating.  ' 
instructionsfor 

the  most 
advanced  copier 

in  the  world. 


l.Push  a  button. 


Introducing  the  incredible  Xerox  8200  copier. 
Just  drop  a  stack  of  originals  (even  different  weights)  into  the 
automatic  document  handler.  Then. . . 
Push  a  button. 

And  the  8200  will  give  you  up  to  70  copies  per  minute.  Not  just  any 
copies.  But  XL-10  quality  copies.  With  blacker  blacks,  whiter  whites  and 
sharper  details  than  you've  ever  seen  before. 

Push  a  button. 

And  it  will  reduce  your  copies  98%,  74%  or  65%. 
Push  a  button. 

And  it  will  automatically  change  from  letter  to  legal  size  paper. 
Want  to  make  2-sided  copies— even  from  2-sided  originals?  You 
guessed  it.  You  just  push  a  button,  and  the  machine  will  show  you  how. 
And  now  for  the  best  part. 
Push  a  button. 

And  the  8200  will  deliver  sets  exactly  the  way  you  want  them: 
Uncollated.  Collated.  Or  collated  and  stapled.  Because  it  completes  one 
set  at  a  time,  you  can  take  out  the  first  sets  without  waiting  for  the  rest. 

Once  you  have  all  your  2-sided  XL-10  quality  copies  reduced, 
collated  and  neatly  stapled,  how  do  you 
clear  the  8200  for  the  next  person? 

You  don't  need  to  push  a  button. 
You  simply  walk  away.  And  in  30  seconds 
the  machine  will  be  ready  for  the  next  job. 

The  Xerox  8200.  It  does  just  about 
anything  you'd  ever  want  a  copier  to  do.      The  Xerox  8200  copier 

All  it  needs,  now  and  then,  is  a  little      VT  4rk  T  with  the 
^  XL  10  Imaging  Process. 

To  get  more  information  about  this  very  versatile  machine,  push 
these  buttons  on  your  telephone:  1-800-648-5600  *  And  ask  for 
operator  656. 

XEROX 


In  Nevada,  call  1-800-992-5710,  operator  656. 


XEROX®  and  MOO  .uc  trademarks  of  XHROX  CORPORATION. 


Trends 


lulited  By  John  A.  ( Conway 


Who's  too  old? 

When  business  turns  bad,  the  brash, 
new  hands  are  not  necessarily  the 
first  ones  to  lose  their  jobs.  Easing  out 
older  and  better-paid  veterans  is  an- 
other good  way  to  trim,  but  that  is 
getting  expensive  and  is  bound  to  get 
more  so.  Federal  and  state  age-dis- 
crimination  laws  are  turning  oldsters 
(who  today  can  be  anyone  over  40) 
into  gray  but  far  from  toothless  tigers. 
V.  Paul  Donnelly,  a  Detroit-based  law- 
yer who  has  specialized  in  discrimina- 
tion cases  since  1974  and  now  oper- 
ates in  35  states,  guesses  that  this 
year's  who's-too-old  complaints  are 
double  or  triple  L980's.  The  main  fac- 
tors, he  thinks,  are  the  recession  and 
the  higher  pension  costs  that  must  be 
met  tor  veteran  workers.  "People  are 
reluctant  to  sue,"  the  attorney  says, 
and  90%  of  his  complaints  are  settled 
out  of  court  (for  up  to  $530,000,  won 
for  a  42-year-old  client).  Another  fac- 
tor he  points  out  is  that  it  takes 
$30,000  to  try  a  case.  Along  with  his 
record  of  settlements,  Donnelly 
claims  that  he  wins  75%  of  his  age- 
discrimination  trials.  But  while  he  is  a 
hero  to  his  clients,  he  is  anything  but 
that  to  unions  (and,  presumably,  to 
employers).  The  reason  is  that  all  ol 
his  clients  are  nonunion,  which  must 
inevitably  raise  questions  about  what 
union  leaders  are  doing  for  their  older 
card-carriers. 


On  the  links 

The  touring  golt  pros  have  found  a 
new  caddy — for  their  money.  Merrill 
Lynch  has  teamed  up  with  the  Profes- 
sional Golf  Association  Tour  in  a  deal 
for  the  big  broker's  Cash  Manage- 
ment Accounts,  a  four-year-old  com- 
bination money  market,  check-cash- 
ing and  credit-line  service.  The  PGA 
Tour,  which  has  44  stops  scheduled 
for  1981,  with  $14.1  million  in  win 
nings,  requires  sponsors  to  post  the 
prizes,  usually  $200,000  and  up,  ten 
days  in  advance,  with  the  money 
moving  immediately  into  a  CMA. 
This  alone  has  produced  about 
$40,000  in  interest  for  the  golf  group 
so  far  this  year.  At  the  same  time, 
more  than  100  pros,  including  the 
likes  of  Tom  Kite,  who  this  year 
joined  the  million-dollar  (lifetime) 
winners'  circle,  have  signed  on  to 
have  their  prizes  moved  automatical- 
ly into  CMA  accounts.  (Golf's  top 
moneymaker,  Tom  Watson,  is  be- 
yond Merrill  Lynch's  grasp;  he  is  al- 
ready a  spokesman  tor  E.F.  Hutton.) 


Tom  Kile 


A  caddy  to  carry  the  cash. 


Success  on  the  links  has  inspired  a 
market  test  by  Merrill  Lynch  that  will 
aim  at  the  heavy  hitters  in  tennis, 
with  othei  sports  possibly  to  follow. 
Overall,  in  four  years,  the  Cash  Man- 
agement Accounts  have  grown  to  $25 
billion  in  money  market  fund  posi- 
tions and  securities  and  about  450,000 
customers;  Merrill  Lynch's  goal  is 
500,000  customers  by  year's  end. 


How  to  get  to  Louisville 

When  American  Airlines  announced 
it  was  dropping  its  New  York-Louis- 
ville service  last  spring,  about  the  only 
way  left  to  reach  the  Kentucky  city 
was  on  horseback.  The  Derby  cap- 
ital's businessmen,  however,  have 
solved  the  problem,  persuading  New 
York  Air,  a  Texas  Air  Corp.  affiliate, 
to  fly  to  the  rescue.  When  approached, 
says  lames  O'Donnell,  marketing  vice- 
president,  New  York  Air  responded  by 
asking  tor  a  commitment.  And  it  did 
not  want  the  usual  promise  of  vigor- 
ous support.  "Easy  to  say,"  O'Donnell 
points  out,  "but  very  hard  to  take  to 
the  bank."  Louisville's  Chamber  of 
Commerce  responded  by  getting  city 
travel  agents  to  guarantee  to  buy 
$500,000  worth  of  tickets  over  six 
months.  Actually,  that  represented 
what  New  York  An  estimated  would 
be  a  third  of  its  first  month's  business. 
But  it  meant  instant  recognition  from 
Louisville's  travel  agents,  a  commit- 


ment in  ticket  sales  and  elimination 
of  the  usual  startup  costs  for  a  new 
route.  Since  last  summer,  O'Donnell 
says,  the  line  has  been  approached  by 
half  a  dozen  other  cities  in  a  similar 
plight.  But  with  air  service  curtailed 
nationally,  he  adds,  New  York  Air  is 
unable  to  make  any  similar  deals  for 
the  present. 


Now  he  tells  us 

Poland  will  find  the  credit  window 
locked  at  U.S.  banks,  according  to 
Mont  McMillen,  who  runs  Bank- 
America's  London  office.  Any  new 
money  for  Warsaw,  he  says,  will  have 
to  come  from  Europe  and,  specifically, 
from  Moscow.  "The  attitude  of  the 
Western  banks  is  going  to  be  very, 
very  cautious  next  year,"  McMillen 
says.  BankAmerica  holds  the  biggest 
share  of  the  more  than  $3  billion  Po- 
land owes  American  banks.  Warsaw's 
total  borrowings  run  over  $20  billion, 
40%  of  it  from  the  U.S.  and  Western 
Europe.  "We  have  not  made  a  loan  to 
Poland  since  late  1979,"  McMillen 
says.  "We  thought  it  was  a  good  loan. 
Obviously,  we  were  wrong." 


From  Peking's  pulpit 

Peking  has  loosed  its  thunder  against 
disloyal  coast-dwellers  who  are  smug- 
gling in  TV  sets,  tape  recorders,  cloth- 
ing, nylons  and  watches  and  sneaking 
out  gold,  silver,  jewelry  and  relics. 
"From  January  1980  to  lune  1981," 
says  China's  official  Peking  Review, 
"45,000  cases  of  smuggling  were 
smashed  throughout  the  country  and 
goods  confiscated  totaled  more  than 
100  million  yuan."  (The  yuan  is  1.79 
to  the  dollar.)  Nor  is  it  just  greedy 
fisherfolk  doing  the  dirty  work.  State 
companies,  official  organizations  and 
people's  communes,  the  Review 
charges,  "have  bought  smuggled 
goods  in  large  quantities  and  sold 
them  at  a  big  profit  in  disregard  of 
state  dignity  and  in  violation  of  state 
laws."-  The  message  from  Peking: 
Teach  the  errant  maritime  provinces 
that  "it  is  glorious  to  boycott  smug- 
gled goods  and  a  shame  to  hanker 
after  small  gains." 


Who  said  "Vive  la  France"? 

President  Francois  Mitterrand's  plan 
to  nationalize  most  of  France's  banks 
and  much  of  its  industry  leaves  small 
cheer  for  businessmen,  but  there  is 
one  tiny  bright  spot.  French  execu- 
tives are  eager  to  shift  from  govern- 
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NO  COMPUTER 
EVER  TAUGHT  ITSELF 

HOW  TO  RIPOFF 
vv£  <¥OUR  COMPANY. 


Every  day,  computers  create  new  opportunities  for  business. 
And  new  potential  for  crime. 

Why?  Because  computers  are  complex.  And  transactions  are  stored  in  machine  language.  So 
they're  hard  to  check. 

But  they  don't  need  to  be. 

Peat  Marwick  has  a  new  software  package,  System  2190,  that  lets  you 
i)   get  inside  the  computer  to  make  sophisticated  inquiries  and  get  quick 
answers  to  your  questions. 

With  System  2190,  for  example,  you  might  ask  the  computer  to  isolate 
individuals  with  above-average  overtime  pay 

Or  to  verify  that  files  aren't  being  used  when  they  shouldn't  be. 
Or  to  highlight  an  abnormal  number  of  correction  entries,  usually  a  signal  that  something 
is  wrong. 

In  short,  System  2190  is  an  effective  management  tool  for  improving  computer  security  by 
enabling  your  internal  auditors  to  audit  the  computer  itself. 

It  can  also  be  used  to  extract  information  for  sound  business  decisions. 

For  detailed  information  on  this  innovative  new  system,  we  suggest  you  contact  your  local 
Peat  Marwick  office. 

Do  it  today.  Because  achieving  computer  security  could  be  the  first  step  toward  achieving 
another  form  of  security. 
Peace  of  mind. 

PEAT,  MARWICK,  MITCHELL  &  CO. 


SYSTEM  2190  MAKES 
SURE  YOUR  COMPUTER 
DOESNT  ESCAPE  AUDIT. 


*WE  AMERICANS 
DESERVE 
HEALTHY  AIR 
AND  HEALTHY 
INDUSTRY. 

AN  UPDATED 
CLEAN  AIR  ACT 
CAN  GIVE  US 

both:' 


Philip  X.  Masciantonio 
Vice  President 
Environment  and  Energy 
United  States  Steel 


The  steel  industry's  commit- 
ment to  clean  air  is  firm.  It 
is  been  demonstrated  by  the  $5 
llion  worth  of  air  pollution  con- 
d!  facilities  already  installed, 
lis  has  resulted  in  the  control  of 
>out  95  percent  of  our  air  emis- 
ons  and  a  substantial  improve- 
ent  in  air  quality  in  areas  where 
iY  plants  are  located.  We're  proud 
our  track  record  in  helping  to 
:hieve  healthy  air  in  our  steel 
>mmunities. 

"But  even  as  we  continue  to 
lplement  our  environmental  pro- 
ams,  we  are  constantly  reminded 
at  each  new  goal  has  a  corre- 
>onding  economic  impact.  One 
cent  study  has  shown  that  to 
andate  further  requirements 
>uld  have  serious  adverse  econom- 
effects  on  the  steel  industry— with 
;tle  improvement  in  air  quality. 

"Another  study  has  offered  con- 
ncing  evidence  that  some 
spects  of  the  Clean  Air  Act  have 
ad  a  detrimental  effect  on  the 
eation  of  jobs  by  preventing  or 
slaying  industrial  development 
id  the  construction  of  badly 
eeded  energy  facilities. 

"The  Clean  Air  Act  can  be 
pdated  through  amendments  to 
rovide  a  more  positive  and  pro- 
ressive  policy  for  the  future— one 
lat  permits,  not  inhibits,  indus- 
ial  growth,  without  turning  back 
le  environmental  clock. 

"President  Reagan  and  EPA 
dministrator  Anne  Gorsuch  have 
roposed  a  set  of  principles  to  be 
>llowed  in  considering  amend- 
lents  to  update  the  Clean  Air  Act. 
hese  principles  recognize  both 
le  need  to  protect  public  health 
id  the  need  for  economic  recov- 


ery to  which  the  President  has 
committed  his  Administration.  We 
believe  these  principles  make 
sense  for  America  and  that  the 
Congress  should  complete  hear- 
ings promptly  and  then  quickly 
enact  appropriate  amendments  to 
the  Clean  Air  Act.  We  feel  it  is 
essential  that  the  American  people 
encourage  Congress  to  do  just  that. 

"As  we  implement  our  environ- 
mental programs,  we  cannot 
ignore  their  economic  implica- 
tions. The  staggering  sums  spent 
to  achieve  cleaner  air  have  resulted 
in  a  capital  shortfall  preventing  or 
delaying  the  modernization  of 
aging  plants  and  facilities.  And 
that  has  meant  products  not  manu- 
factured, jobs  not  created,  energy 
not  generated.  This  has  also  con- 
tributed to  a  declining  ability  to 
compete  in  world  markets. 

"Everyone  agrees  that  air 
quality  improvements  should  be 
maintained.  We  all  agree,  too,  that 
our  nation  has  other  social  and 
health  needs  which  only  a  produc- 
tive economy  can  satisfy.  The 
improvement  of  the  quality  of  life 
for  all  segments  of  our  society 
requires  a  balanced  approach,  and 
such  an  approach  requires  a 
revised  Clean  Air  Act.  Economic 
and  environmental  goals,  evalu- 
ated sensibly,  can  be  pursued 
simultaneously. 

"That's  what  we  think.  What  do 
you  think?" 


United  States  Steel 

600  Grant  Street,  Pittsburgh,  PA  15230 
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TOLSTOI'S  TIMEPIECE 
WASAPATEK  PHILIPPE 

It  can  be  seen  in  the  Patek  Philippe  historic  antique  collection 
Classic  styles  from  the  current  collection  can  be  seen  in  /    *  s 
our  latest  brochure,  on  request.  Suite  629FB,  10  Rockefeller  I  pEhjppe 
Plaza,  New  York,  New  York  10020  I    •   , 
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Trends 

ment-owned  enterprises  into  private 
ones,  and  to  Frank  Beaudine,  chief 
executive  of  Chicago's  Eastman  & 
Beaudine,  a  major  head-hunting  firm, 
that  will  "increase  the  pool  of  talent 
available  to  foreign  firms,  particularly 
those  that  offer  opportunities  for  tem- 
porary assignments  abroad."  Execu- 
tives in  France  will  be  hit  hard.  Gov- 
ernment control  will  leave  less  operat- 
ing room  for  independent-minded 
managers,  and  their  pocketbooks  will 
be  hurt  by  new  taxes.  (Mitterrand's 
plan  will  cost  France's  treasury  an  ini- 
tial $6.4  billion.)  Paris  will  slap  a  pen- 
alty on  anyone  who  paid  more  than 
$23,000  in  taxes  last  year;  inheritance 
taxes  will  go  up;  the  value-added  tax 
will  increase  on  luxury  goods  and  ho- 
tels, and  a  special  bite  will  be  levied 
on  company  spending  for  travel,  en- 
tertainment and  automobiles.  For 
U.S.  firms  in  France,  the  new  climate 
may  mean  more  high-class  local  tal- 
ent for  hire — but  it  creates  a  new 
problem  in  keeping  non-French  per- 
sonnel, since  American  employers 
generally  pick  up  the  tab  for  taxes  and 
higher  living  costs. 


Congress'  blue  chips 

Congress  may  like  a  free  hand  with 
the  government's  money,  but  its 
members  apparently  are  ultraconser- 
vative  with  their  own.  The  favorite 
stocks  on  Capitol  Hill  (at  least  accord- 
ing to  the  members'  financial  state- 
ments), as  reported  in  Congressional 
Quarterly  :  IBM,  AT&T,  General  Mo- 
tors, General  Electric,  Exxon  and 
Standard  Oil  of  California. 


Up  in  smoke 

Cigarette  makers  spent  more  money 
on  advertising  (more  than  $1  billion) 
and  sold  more  smokes  (622  billion)  to 
Americans  in  1979  than  ever  in  their 
history,  the  Federal  Trade  Commis- 
sion says.  The  average  smoker,  the 
FTC  found,  burned  more  than  11,500 
cigarettes,  or  about  a  pack  and  a  half  a 
day  in  1979.  Two-thirds  of  those  ad- 
vertising dollars  went  to  promote  low- 
tar  brands,  which  now  have  more 
than  40%  of  the  market.  And  what 
about  all  those  warnings  from  the  Sur- 
geon General?  The  FTC  reported  ear- 
lier this  year  that  fewer  than  3%  of 
the  public  even  read  the  health  alarm 
that  is  on  cigarette  ads.  The  govern- 
ment is  now  looking  for  some  other 
way,  if  one  exists,  to  alert  Americans 
to  the  risks. 
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FI  A.  •  •  A  new  pension  or 

profit  sharing  product 
designed  for  today's 
volatile  investment  climate. 


•  Earnings  on  fixed  income  accounts  set  for  five  years. 

•  Choice  of  investment  options  including  equity 
and  money  market  fund. 

•  Full  record  keeping  services. 

•  Lump  sum  or  annuity  benefit  options. 


CO 


The  all-new  FIA  product  offered  by  The 
Bankers  Life  of  Des  Moines  provides  the 
Defined  Contribution  plans  of  most  companies 
advantages  previously  available  to  only  a  few 
large  organizations.  Its  investment  options 
and  services  make  it  uniquely  attractive  to 
employees  and  administration  is  easily 
manageable  for  the  company. 

Check  these  benefits  against  your  current 
program  or  any  you  may  be  considering: 

•  Earnings  on  fixed  income  deposits  at  current 
high  rates  are  set  for  a  full  five  years.  Indi- 
vidual account  values  do  not  fluctuate  for  the 
period.  Each  year  a  new  rate  of  return  is 
established  for  new  deposits. 

•  Participants  have  a  choice  of  investment  r 
options... fixed  income,  equity,  or  money 
market  fund. 

THE  — 
BANKERS  C> 
LIFE 

BANKERS  LIFE  COMPANY,  DES  MOINES,  IOWA  50307 


•  Product  and  record  keeping  system  fully 
compatible  with  employee  voluntary  contri- 
butions encouraged  by  the  '81  Tax  Act. 

•  Full  plan  services.  Individual  participant 
records,  annual  reports,  booklet  printing  are 
provided.  The  employer  is  relieved  of  the 
bookkeeping  required  in  other  plans. 

•  Benefit  options  include  annuities  or  lump 
sum  cash. 

FIA  may  be  used  either  as  a  new  basic  program 
or  as  an  addition  to  an  existing  plan.  To  learn 
more,  mail  the  coupon  below  or  call  your 
Group  Office  of  The  Bankers  Life  listed  in  the 
Yellow  Pages. 


The  Bankers  Life,  Group  Sales 

Des  Moines,  Iowa  50307 

I  would  like  to  know  more  about  FIA. 

Name  Title. 


IT',101 


Company . 
Address  


City  

[ell  '|  >l  K  nil 


_  State  _ 


Follow^Ihrough 


LAPHROAIG 


ISLAY  MALT  SCOTCH  WHISKY 


YEARS 


10 


OLD 


Laphroaig,  pronounced 
"La  Froyg,"  is  a  single  malt  Scotch 

whisky from  the  remote 
island  oflslay  in  the  wind-swept 
Western  Isles  of  Scotland. 
This  Scotch  whisky 
has  an  exceptionally  rich  and 

smoky  flavor  that  makes 
it  particularly  suited for  after 

dinner  or  late  evening 
enjoyment.  Laphroaig  is  best 
savored  neat  or  with 
a  little  cool  water. 


90  Proof  Imported  by  Julius  Wile  Sons  &  Co., 
Lake  Success,  NY 
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Meet  me  at  the  club 

Ten  years  ago  Forbes  (Mar  15.  1971) 
was  fretting  about  the  future  of  the 
private  country  club,  calling  it  "a  pres- 
tige business  that  is  toying  with  sui- 
cide amidst  affluence  because  it  isn't 
changing  with  the  changing  times." 
Forbes  was  premature.  The  latest  an- 
nual study  by  the  accounting  firm  of 
Pannell  Kerr  Forster  shows  that  the 
clubs  did  change  and  they  did  survive. 
Membership  in  the  100-club  cross  sec- 
tion that  PKF  surveyed  (it  audits  most 
of  them)  rose  4.1%  in  1980,  from 
62,414  in  1979  to  64,956.  The  clubs 
have  also  managed  to  start  to  catch  up 
with  inflation;  revenues  increased 
10.7%  in  1980,  while  operating  ex- 
penses went  up  10.5%.  This  is  a  far  cry 
from  1971,  when  60%  were  in  the  red. 

Inflation  itself  has  been  part  of  the 
solution.  Even  a  reasonably  well-to-do 
club  member  has  to  watch  vacation 
expenses.  Dues,  of  course,  have 
climbed  to  an  average  of  $1,055  a  year 
(compared  with  $699  in  1971)  but  that 
is  still  cheaper  than  a  week  in  Aspen 
or  Miami.  Charles  Smith,  education 
director  for  the  Club  Managers  Asso- 
ciation of  America,  says  economics 
has  "forced  a  reconsideration  of 
where  we  are  going  to  spend  our  lei- 
sure time."  Club  fees  also  cover  a 
gamut  of  sports  and  social  dos  besides 
golf,  a  factor  in  any  family  budget. 

Rewriting  the  admission  rules  has 
also  helped,  particularly  in  the  effort 
to  recruit  younger  members.  In  1971 
the  average  member  was  crowding  60, 
and  clubs  have  been  beating  the  busi- 
nesses for  a  less  geriatric  roster.  "To 
exist  financially,"  says  Jay  Mottola  of 
New  York's  Metropolitan  Golf  Asso- 
ciation, "they  just  had  to  attract  new 
members,  not  just  a  select  few."  The 
physical  fitness  craze  has  helped  here. 
Clubs  are  also  offering  young  mem- 
bers options  like  paying  initiation 
fees  in  installments  and  are  giving 
them  more  time  to  decide  whether  to 
move  up  from  a  low-fee  junior  status. 
Starchy  formal  dining  rooms  have 
been  supplemented  with  more  laid- 
back  food  and  drink  facilities,  and  the 
old  one-staple  sports  diet  of  golf  has 
been  expanded  to  include  paddle  ten- 
nis, badminton  and  even  that  hard- 
hat  favorite,  bowling. 

Ten  years  ago  the  bartender  at  the 
Fargo  (N.D.)  Country  Club  told 
Forbes  that  the  local  American  Le- 
gion hall  had  become  the  big  scene  in 
town.  "That's  where  all  the  young 
people  hang  out — you  know,  the  peo- 
ple under  50."  General  Manager  Jerry 


Cossette  says  that  his  club's  roster  is 
full,  with  450  families  on  board  and  3 1 
more  on  the  waiting  list. 

Playboy's  new  problem 

Last  spring  Playboy  Enterprises 
seemed  a  bunny  hop  from  deep  trouble 
when  British  police  and  gaming  au- 
thorities said  they  opposed  relicensing 
the  Chicago  company's  casinos 
(Forbes,  May  11).  Playboy  Magazine 
made  good  money  last  year 
— but  gambling  made  twice  as  much 
and  London  produced  98%  of  that. 
Last  week  the  British  Gaming  Board, 
calling  Playboy  not  "a  fit  and  proper 
person, "  lifted  the  licenses  of  two  of  its 
gambling  palaces.  They  will  stay  open 
pending  appeals,  but  the  specter  is 
there.  Without  London,  Playboy's  bot- 
tom line  could  be  on  the  scanty  side. 

Bally  places  a  bet 

Chairman  Robert  Mullane  of  Chica- 
go's Bally  Manufacturing  may  have 
missed  a  bet  by  not  switching  quickly 
and  vigorously  enough  from  pinball 
and  slot  machines  into  the  booming 
video  games  business,  Forbes  com- 
mented an  issue  ago  (Oct.  12),  and  his 
new  casino  in  Atlantic  City  may  still 
be  waiting  for  the  jackpot,  but  the 
company  certainly  was  not  hurting 
for  money.  "If  I  wanted  to  go  to  the 
banks  today  and  get  a  check  for  $100 
million,"  Mullane  said,  "there  would 
be  no  problem."  Mullane  was  not  ex- 
aggerating. A  week  later,  he  plunked 
down  $140  million,  $75  million  of  it 
in  cash,  for  Penn  Central's  GSC/Six 
Flags  subsidiary,  which  operates  6 
theme  parks,  2  wax  museums  and  38 
electronic  games  centers. 

Ole,  oro! 

A  year  and  a  half  ago,  Gustavo  Rome- 
ro-Kolbeck,  director-general  of  Banco 
de  Mexico,  boasted  to  Forbes  (Apr.  28, 
1980)  that  his  country's  gold  coins 
had  doubled  their  share  of  the  U.S. 
market  from  6%  to  13% — without  ad- 
vertising— and  he  was  ready  to  spend 
$3  million  to  $4  million  to  maintain 
the  pace.  The  head  of  Mexico's  cen- 
tral bank  was  back  in  New  York  last 
week  with  more  goodies  for  goldbugs 
and  more  plans  for  his  coins. 

Taking  a  leaf  from  the  Krugerrand 
book,  Romero-Kolbeck  had  in  his 
satchel  a  new  set  of  Mexican  coins,  in 
even  one-,  half-  and  quarter-ounce 
sizes.  (The  older  ones,  which  Mexico 
will  continue,  were  designated  in  pe- 
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sos.)  To  peddle  them,  he  has  expanded 
his  distribution  net  and  hired  a  new 
American  marketing  manager, 
George  Esser,  who  has  spent  the  last 
three  and  a  half  years  selling  Kruger- 
rands,  South  Africa's  front-running 
coin.  His  new  boss'  promise  of  last 
year,  Esser  says,  has  been  fulfilled. 
Mexico's  gold  coins  have  doubled 
their  sales  worldwide,  and  are  selling 
about  40%  as  well  as  the  Krugerrand. 
Esser  will  also  have  more  outlets  for 
his  wares.  To  supplement  Citibank, 
Republic  National  and  Swiss  Bank, 
Romero-Kolbeck  has  also  hired  on 
two  old-line  gold  sellers,  J.  Aron  and 
Mocatta  Metals. 

OPEC's  open  purse 

A  year  ago  Forbes  (Sept.  1. 1980)  found 
U.S.  Treasury  and  Wall  Street  officials 
alike  rejoicing  because  OPEC's  mon- 
ey men  were  putting  ever  more  of 
their  300  billion  surplus  dollars  into 
American  securities.  The  dollar  had 
stayed  a  favorite  despite  fears  that  the 
1979  freeze  on  Iranian  bank  deposits 
would  frighten  off  foreigners.  It  had 
also  weathered  a  concerted  effort 
abroad,  especially  in  West  Germany, 
Switzerland  and  Japan,  to  downgrade 
the  greenback,  a  campaign  that  had 
driven  OPEC  inflow  to  the  U.S.  down 
to  $3.1  billion  in  the  first  1980  quar- 
ter, compared  with  $6.7  billion  in  the 
last  three  months  of  1979. 

If  the  money  changers  were  happy 
in  1980,  they  should  be  dancing  today. 
OPEC's  sheikhs  have  continued  to 
pour  dollars  into  the  U.S.  and,  at  least 
during  the  first  half  of  the  year,  at  an 
accelerating  pace.  The  Securities  In- 
dustry Association  reports  that  in  the 
first  quarter  the  Arab  countries  (what 
the  Treasury  calls  "other  Asia") 
bought  $42  million  more  in  U.S. 
stocks  than  they  sold;  during  the  sec- 
ond quarter  that  net  figure  rose  to 
$368  million.  Total  volume  for  these 
customers  went  from  $2.3  billion  to 
$2.5  billion  during  that  stretch. 

High  rates  on  U.S.  Treasury  cou- 
pons kept  OPEC  money  flooding  in. 
("The  Arabs  always  park  their  dough 
where  rates  are  highest,"  a  Wall  Street 
analyst  pointed  out  to  Forbes  last 
year.)  Net  purchases  of  U.S.  govern- 
ment paper  by  the  Arabs  amounted  to 
almost  $2.7  billion  in  the  first  quarter 
of  this  year;  in  the  second  quarter 
they  rose  to  $2.8  billion.  And  this  was 
in  the  face  of  an  overall  drop  in  foreign 
buying,  from  $4.3  billion  in  the  first 
quarter  to  $2.3  billion  in  the  second. 
Total  Arab  holdings  of  Treasury  notes 
and  bonds,  $18.5  billion  in  March, 
reached  $21.4  billion  by  July. 


Ever  get  the  feeling  when 
your  work  is  behind,  you're  alone? 


We'll  help  you  catch  up  on  your 
accounting,  bookkeeping  and  edp. 


the  specialized  temporary  service 

•  ALBUQUERQUE  •  ALLENTOWN  •  ATLANTA  •  BALTIMORE  •  BIRMINGHAM  •  BLOOMINGTON  (MN)  •  BOSTON  •  BUFFALO 
CHICAGO  •  CINCINNATI  •  CITY  OF  COMMERCE  (CA)  •  CLAYTON  •  CLEVELAND  •  CLIFTON  (NJ)  •  COLUMBUS  •  DALLAS 
DAVENPORT  •  DAYTON  •  DENVER  •  DES  MOINES  •  DETROIT  •  FORT  LAUDERDALE  •  FORT  WORTH  •  FRESNO 
GRAND  RAPIDS  •  GREENSBORO  •  HARTFORD  •  HAYWARD  •  HOUSTON  •  INDIANAPOLIS  •  JACKSONVILLE  •  KALAMAZOO 

KANSAS  CITY  -  LEXINGTON  •  LONG  ISLAND  •  LOS  ANGELES  •  LOUISVILLE  •  MEMPHIS  •  MIAMI  •  MILWAUKEE 
MINNEAPOLIS  •  NEW  HOPE  (MN)  •  NEW  ORLEANS  •  NEW  YORK  •  OAK  BROOK  (IL)  •  OMAHA  •  ORANGE  (CA)  •  ORLANDO 
PALO  ALTO  •  PHILADELPHIA  •  PHOENIX  •  PITTSBURGH  •  PORTLAND  •  PROVIDENCE  •  RICHMOND  -SACRAMENTO 
ST.  LOUIS  -  ST  PAUL  -  SALT  LAKE  CITY -SAN  ANTONIO -SAN  FRANCISCO  •  SAN  JOSE  •  SCHAUMBURG  (IL) 
SEATTLE  •  STAMFORD  (CT)  •  TAMPA  -  TULSA  -  WALNUT  CREEK  (CA)  -  WASHINGTON  D  C  -WILMINGTON 
CANADA  CALGARY -TORONTO -VANCOUVER -GREAT  BRITAIN  BIRMINGHAM  •  LONDON 
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Readers  Say 


Is  your  company 
relying  more  and  more 
on  the  vastly-increased  ca- 
pacity to  process  information?  Have 
robot-assisted  production  systems 
come  to  your  organization  yet?  It  will 
take  more  than  good  intentions  to  suc- 
ceed in  this  environment,  turbulent 
with  change  and  international  in 
scope.  Invest  in  yourself  with  our  series 
of  timely  educational  experiences  de- 
signed for  the  upper  middle  manage- 
ment executive.  Both  June  1-18.  1982: 
Managing  Business  Functions 
The  Professional  Manager 

THE  INDIANA 

GRADUATE  SCHOOL  OF  BUSINESS 

1982  Indiana 
Executive  Program 

"Our  30th  Year" 


To  receive  brochure  with  complete  details, 
write  or  telephone:  William  L.  Haeberle. 
Director:  Indiana  Executive  Program. 
Graduate  School  of  Business:  Indiana 
University:  Bloomington.  Indiana  47405, 
812/337-3462, 

Name  

Title  :  

Company  

Address  

F081 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name       .  (please  print  I 


New  Addr  es 


Citv 


Zip 


Date  of  Address  Change 


F3820 


Problem  makers 

Sir:  Re  "Lawyers/  Fees,  Awards — To- 
tal Madness"  (Fact  and  Comment,  Sept. 

Lawyers  don't  solve  problems, 
they  make  them.  Too  bad  90%  of  the 
lawyers  are  not  engineers,  scientists 
or  doctors  instead. 
— Dean  E.  Wisleder 
Rochester.  Ill 

Sir:  Most  lawyers  are  feeding  on 
members  of  our  society  who  must 
function  under  laws,  rules  and  regula- 
tions structured  by  the  same  lawyers 
who  profit  from  them. 
— Syd  Johnston 
Altamonte  Springs,  Fla. 

Sir:  Some  of  us  lawyers  are  not  "run- 
ning wild,"  but  running  scared.  Many 
small  firms  or  sole  practitioners  not 
located  in  the  heart  of  downtown  are 
fighting  for  a  decent  living.  Many  of 
us,  too,  are  amazed  by  the  salaries 
paid  and  fees  charged  by  top  law  firms 
(read  big  bloated  law  firms). 

Shouldn't  part  of  the  blame  for 
those  outrageous  fees  be  placed  on 
corporate  management  who  do  not 
scrutinize  legal  fees  as  closely  as  they 
monitor  wage  costs,  purchases,  etc. 
— Gintaras  P.  Cepenas 
Chicago.  Ill 

Sir:  My  first-year  income  from  solo 
practice  was  a  net  of  approximately 
$5,200.  In  addition,  50  to  60  hours 
constituted  my  average  workweek.  I 
venture  to  say  that  probably  at  no 
time  in  my  law  career  will  I  earn  as 
much  as  you  do  on  an  hourly  basis. 
— William  J.  Sussman 
Augusta,  Ga. 


Mysterious  metal 

Sir:  Now  that  the  gold  standard  is  a 
popular  topic  of  discussion,  let's  not 
forget  what  was  said  about  it  when  it 
prevailed  in  the  Twenties:  "Only  two 
people  in  the  world  really  understand 
the  meaning  of  the  gold  standard;  un- 
fortunately, they  disagree." 
— Louis  G.  Guadagnoli 
McLean,  Va. 


Big  pension  savings  too 

Sir:  The  salary  savings  you  cite  from 
the  firing  of  the  air  traffic  controllers 
(Trends.  Sep!  2<S)  have  got  to  be  dwarf- 
ed by  the  pension  liabilities  erased. 
The    disposed    controllers  cannot 


reenter  federal  employment  to  qualify 
for  their  lucrative  pensions.  With  the 
new  controllers  taking  at  least  25 
years  to  be  eligible  lor  retirement,  the 
savings  will  also  be  impressive. 
—J.C.  Solenherger 
Ml  Prospect,  III. 


Why  us? 

Sir:  Your  comment  (Fact  and  Com- 
ment, Sept.  2H)  regarding  rape  of  the 
federal  student  loan  (program)  is  too 
narrowly  focused.  The  crime  has  been 
committed  by  previous  students.  Why 
should  presently  enrolled  kids  be  pun- 
ished for  the  sins  of  others? 
— Robert  D.  Sheets 
Seabrook,  Tex. 

Sir:  Draft  the  delinquents  and  collect 
the  debts  from  their  military  pay.  The 
armed  services  will  get  trainable  per- 
sonnel in  the  desired  age  group. 
What's  more,  the  needed  lesson  in 
personal  responsibility  will  prepare 
these  individuals  to  be  better  citizens. 
— F..B.  Moirison 
Greensboro,  N.C. 

Sir:  The  loans  mentioned  in  your  edi- 
torial are  not  the  vast  majority  of 
guaranteed  student  loans  provided  by 
state  and  private  agencies  around  the 
country,  but  the  old  National  Defense 
Student  Loan  program  (NDSL) — circa 
1957 — now  known  as  the  National 
Direct  Student  Loan  program. 

The  default  experience  of  the  agen- 
cies has  been  exceedingly  good  for  a 
huge  program  of  high-risk,  first-time 
borrowers  who  borrow  mainly  from 
conventional  lenders. 

The  NDSL  program,  with  the  feder- 
al government  footing  90%  of  the 
money  loaned  by  the  schools,  has  had 
a  high  default  rate  that  unfortunately 
reflects  adversely  upon  the  agency 
programs.  This  is  quite  unfair  and,  as 
in  your  editorial,  tends  to  mislead  the 
public. 

— /  Wilmer  Mirandon 
President. 

(  nited  Student  Aid  Funds 
New  York,  N.Y 


No  timetable 

Sir:  It  is  erroneous  to  claim  ("Long 
Division, "Sept.  14)  that  "In  May  1980 
[Centex]  sold  off  a  50%  interest  in 
some  unproductive  Mississippi  gas 
and  sulfur  properties."  The  properties 
sold  were  not  at  all  "unproductive." 
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HOW  RYDER  CAN  KEEP  TRUCKS  FROM  EATING  YOU  ALIVE. 


It  is  literally  a  jungle  out  there, 
f  you  run  your  own  trucks,  you're 
aced  with  constantly  rising  fuel 
:osts  and  maintenance  expenses. 

If  you  ship  common  carrier,  de- 
egulation  has  the  rates  bouncing 
iround  like  coconuts  in  a  hurricane. 

If  you  need  new  trucks,  the 
Drime  rate  is  enough  to  scare  you 
stiff. 

So  what  do  you  do  when  old 
ules  no  longer  apply  and  new 
ules  haven't  been  invented  yet? 

A  lot  of  companies  are  calling 
tyder.  Not  simply  to 
ease  trucks  but 


because  Ryder  is  a  specialist  in 
transportation.  We  can  study  your 
operation  and  recommend  ways 
to  increase  your  efficiency. 

We  worked  with  London  Fog, 
for  example,  and  developed  a  plan 
that  saved  them  $300,000  last 
year.  The  system  included  a  mix  of 
common  carriage  with  a  private 
fleet  of  Ryder-leased  vehicles.  There 
were  added  savings  by  fueling  the 
Ryder  vehicles  at  Ryder  facilities 
where  there  is  no  retail  markup. 
We  worked  with  Equitable 

Bag  Company  who 
received  ICC  authority 


to  haul  commodities  other  than 
their  own.  The  result  is  they  reduced 
their  shipping  costs  last  year  by 
$400,000. 

Ryder  can  help  you  understand 
what  your  options  are.  And  Ryder 
can  help  you  implement  a  plan 
once  you  arrive  at  it. 

And  Ryder  can  do  it  like 
nobody  else  because  we  have 
more  resources  and  more  facilities 
and  more  experience  and  more 
trucking  brains  than  anybody  else 
in  the  business. 

So  instead  of  letting  the 
trucking  jungle  eat  your  lunch,  pick 
up  the  phone  and  call  Ryder  now. 

Ryder  rents  and  leases  trucks 
in  the  U.S.  and  Canada.  In  the  U.S. 
call  toll-free  800-327-2878. 
Or  mail  coupon. 


RYDER.  IF  YOU  CAN  HELP  GUIDE  ME 
THROUGH  THE  TRUCKING  JUNGLE.  I  MIGH1 
BE  INTERESTED  TELL  ME  MORE. 


Company  Name 


Type  of  Business 


Mail  to;  Ryder  Truck  Rental,  Inc. 
Harmon  Hoffmann.  President 
RO  Box  520816 
Miami.  Florida  33152 

A  SERVICE  OF  RYDER  SYSTEM 


■  ■M 


Fischbach  is  more  than 
Fischbach  and  Moore. 


Our  research  says  that  72%  of  the  invest- 
ment community  has  heard  of  us. 
But  fewer  than  10%  understand 
what  we're  all  about. 

Here's  what  we're  all  about. 

Fischbach  and  Moore  was 
founded  in  1918.  In  63  years  it's 
become  the  largest  electrical 
contractor  in  the  country. 

But  it  also  acquired  other 
companies  over  the  years,  such 
as  Natkin  &  Company,  now  the 
biggest  mechanical  contractor 
in  the  country. 

So  in  1980  we  reorganized 
the  whole  thing  under  a  new 
holding  company  called 
Fischbach  Corporation. 

In  an  industry  which  tends 
to  be  cyclical,  Fischbach's 
performance  has  been  a  model 
of  stability  In  63  years  we've  lost 
money  only  in  1925,  1932,  and  1934. 
Revenues  have  grown  consistently  over 
the  past  10  years  (see  chart). 

And  at  this  writing  we  don't 
owe  the  banks  a  penny. 


1980  was  the  best  year  in  our  history  and 
1981  promises  to  be  even  better. 

Today  we're  a  billion  dollar  company 
with  a  terrific  story  and  a  good  name, 
which  too  few  investors  recognize. 

So  we've  adopted  a  new  logo  (see 
below)  and  a  new  mascot  (see  left). 

Because  we  want  to  get  your  attention. 
And  we  want  to  be  remembered  when 
nvestment  decisions  are  being  made. 

We  realize,  however,  that  such 
decisions  aren't  made  by  reading 
advertisements.  So  we'll  be  happy  to  send 
you  more  information 
about  Fischbach 
Corporation.  Write  to 
Mr.  Duane  O'Connor, 
Vice  President,  at  our 
Executive  Offices.  Or  call 
him  at  212-986-4100. 

If  he  hears  from  you, 
you'll  hear  from  him. 


IF 


Fischbach  Corporation 
Executive  Offices 
485  Lexington  Avenue, 
New  York,  N  Y  10017 


THt  FISCHBACH  COMPANIES:  FISCHBACH  AND  MOORE  INCORPORATED;  NATKIN  &  COMPANY 'FISCHBACH  AND  MOORE  INTERNATIONAL  CORP  POWER  SYSTEMS  INC    FISCHBACH  AND  MOORE  OF  CANADA  LTD  MERCURY  COMPANY  OF  NORWOOD  INC   W  HEATH  I  C 


Readers  Say 

The  first  productive  well  was  actually 
drilled  there  in  1978.  The  possibility 
of  a  spinoff  of  Centex'  oil  and  gas 
operations  is  treated  inflexibly  as  an 
event  that  cannot  possibly  occur  be- 
fore— or   after — 1985.   Actually,  no 
timetable  exists  for  such  an  action. 
The  only  determination  that  has  been 
made  thus  far  is  the  existence  of  cer- 
tain criteria,  which  were  spelled  out 
in  your  article  and  which  must  be  met 
prior  to  the  occurrence  of  a  spinoff. 
— David  L.  Smith 
Vice  President, 
Centex  Corp 
Dallas,  Tex. 


Grass  roots  response 

Sir:  Thomas  Sowell  was  right  when 
he  said  that  "black  people  in  general 
would  be  much  more  receptive  to  this 
[the  free  market,  low  tax  policy,  etc.] 
than  the  'black  leadership'  "  (As  I  See 
It,  Sept.  14).  Two  examples:  A  recent 
New  York  Times  poll  reported  that  40% 
of  all  black  Americans  support  reduc- 
tions in  or  abolition  of  minimum 
wage  laws,  and  27,000  voters  in 
Washington,  D.C.  have  petitioned  to 
have  education  tax  credits  placed  on 
the  November  ballot. 
— Bruce  Hill  Majors 
Annapolis,  Md. 


Parent -made  money 

Sir:  You  stated  in  your  article  "Pain 
on  the  sidelines"  (Sept.  14)  that  "Ti- 
cor  .  .  .  had  a  pretax  loss  of  $2.9  mil- 
lion for  1980.  ..."  The  figure  is  cor- 
rect. The  name  is  not.  Ticor  is  a  diver- 
sified financial  services  management 
company,  of  which  our  title  insurance 
companies  are  but  a  part.  Ticor  had  a 
net  income  in  1980  of  $19.8  million. 
—John  B.  Warner 
Vice  President, 

Corporate  Communications 
Ticor 

Los  Angeles,  Calif. 


Unhealthy  comparison 

Sir:  Fran  Lebowitz  didn't  make  a  val- 
id comparison  on  smokers'  rights 
(Fact  and  Comment,  Sept.  28).  Neither 
the  overtanned,  roller-skating  adults 
she  dislikes  or  their  French-speaking 
children  endanger  my  health.  Her 
cigarette  smoke  does. 
— Monte  Draeger 
Dallas,  Tex. 


Frederic  Remington's 

The  Mountain  Man 


{ 

Cast  full  size  to  the 
exacting  details  of  the  original. 
Limited  Edition  •  1000 
Offering  Price '$2,400 


28V*"  high, 
including  base. 


To  discuss  The  Mountain  Man 
or  other  fine  Remington  bronzes 
contact: 

America  t  id 

house  of  fine  arts 

One  Bunker  Hill 
601  West  Fifth  Street 
Los  Angeles,  California  90017 
800-421-8033  213-623-1083 
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The  automatic 
overdrive 
comes  standard. 
The  highway 
mileage 
comes  easy. 

For  1982,  Ford  LTD  remains  a 
member  of  a  special  class  of  au- 
tomobile. Full-sized.  Full  of  room 
and  quiet  and  comfort  for  the 
drivers  who  want  and  need  it. 

LTD  offers  up-to-the-minute 
technology  that  keeps  this  six- 
passenger  car  contemporary 
and  efficient.  For  1982,  a  4.2  liter 
V-8  engine*  and  Ford's  Auto- 


fcf^P  »H  0  D 


matic  Overdrive  transmission 
are  standard.  At  about  40  MPH 
the  Automatic  Overdrive 
engages, 


cutting  engine  RPMs  by  about 
one  third,  reducing  wear  on  en- 
gine parts  and  helping  improve 
highway  fuel  economy 

^For  com- 
parison. Your 
mileage  may 
est  hwy    epa    differ  depend- 
est  mpg  jng  Up0n  speed, 

distance  and  weather.  Actual 
highway  mileage  will  be  lower 
Calif,  and  wagon  ratings  lower. 


The  quiet  miles. 

You  needn't  give  up  a  quiet, 
comfortable  ride  to  get  this  kind 
of  highway  mileage  either.  LTD 


features  extensive  sound  in: 
tion  and  a  system  of  rubber 
body  mountings  tuned  to 
minimize  objectionable  nois 
vibration  and  harshness. 


LTD's  frame  of  steel. 


*4.2  liter  engine  not  available  in 

California. 


LTD's  Interior  Luxury  Group, 
available  on  the  LTD  Crown 
Victoria,  features  split  bench 
seats,  with  both  sides  reclinable, 
in  a  choice  of  super-soft  vinyl  or 
crushed  velour  upholstery 

Country  Squire 
wagon. 
Luxuriously 
practical. 

With  the  rear 
seat  down,  LTD 
Country  Squire 
wagon  offers 


l-sized  comfort. 

)  is  still  built  with  body-on 
construction.  This  frame 
t\  forms  a  solid  base  for  a 
utomobile.  Of  course,  your, i 
Irt  is  of  prime  interest,  too. 


almost  90  cubic  feet  of  cargo 
room  and  the  same  sort  of 
luxurious  touches  found  in  LTD's 
top-of-the-line  Crown  Victoria. 

Tripminder®  computer. 

The  Tripminder®  computer 
option,  new  to  LTD,  displays 
time,  elapsed  time,  trip  average 
speed,  current  ( 
fuel  economy, 
trip  average 
fuel  economy, 
total  fuel 
used  and 
more,  all  at 
the  touch  of  a  finger. 

LTD  is  still  the  quiet,  comfort- 
able automobile  so  many 
Americans  want.  It's 
a  car  with  a  proud 
tradition. 
Whether 
you  buy 
or  lease, 
see 
LTD  at  your 
Ford  Dealer  now. 


FORD  LTD 


hexaphotocyberneti 

The  Possibilities  are  Endless 


US*- 


preva 
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Shutter- Priority:  ,'000  5.5 


Six-mode  exposure  control.  The  Canon  A-1  is  one  of  the 

System  versatility  Newer  electronics  world's  most  advanced  automatic 


for  wider  applications. 


exposure  modes  to  achieve  the  re- 
sults you  want: 


SLR  cameras.  Combining  the  finest  in    f  Shutter- Priority:  You  select  the 
optical  and  mechanical  engineering     /    shutter  speed,  to  freeze  the  ac- 
with  the  most  sophisticated  elec-       tion  and  prevent  camera  shake  or 
tronics,  it's  technology  applied  to  give  create  an  intentional  blur.  The  A-1 
you  the  ultimate  in  creative  control.  At  automatically  selects  the  appropri- 
the  touch  of  a  button.  ate  lens  opening. 

Depending  on  your  subject,  you  ^  Aperture-Priority:  Control  the 
can  choose  from  six  independent       C  area  in  focus  by  selecting  the 

lens  opening  for  the  effect  you  want. 
j^^W  ^ne  A"1  ma,ches  wi,h  tne  r'9ht 

speed 

Wft^     ^ill        ■■"  ,p>  T1  Programmed:  When  you  need 
Xai»g>  '       "  " ~  }         ,0  shoot  fast-  iust  focus.  The 

^         • -^B^^.  A-1  will  select  bof/?  speed  and  ape/-- 

^f<0£^^~^~^rr  tore  for  great  results. 
^  QiX*^                a         m         Stopped- Down:  For  extreme 
fcS/  *  close-UD  or  soecialized  Dho- 


M 


There  are  over  forty  fine  Cai 
lenses  ranging  from  Fish  Eye  toj 
Super  Telephoto,  plus  accessori) 


ft  '  t  v 


1  close-up  or  specialized  pho-  Super  Telephoto,  plus  accessor 
tography.  a  bellows,  a  microscope  or  t0  meet  every  need  )f  you  carVt 
almost  anything  can  be  attached  to    photograph  your  subject  with  a 

the  A-1  It's  Still  automatic.  Canon  A-1  it  nrnhahlu  ran  t  he 


5 Flash:  Totally  automatic  flash 
photography,  of  course,  with  a 
wide  variety  of  Canon  Speedlites  to 
choose  from.  . 

E Manual:  Yes.  For  those  times 
when  you  absolutely  want  to 
do  it  all  yourself.  To  experiment.  To 
explore  the  possibilities 


Canon  A-1,  it  probably  can't  be 
photographed. 

From  the  sophistication  of  i 
LED  viewfinder  display,  to  a  rug< 
ness  that  allows  up  to  five-framt 
per-second  motor  drive,  the  Car 
A-1  represents  an  incredible  tec 
nology.  At  a  price  that  makes 
owning  one  a  definite  possibility 


Canons 


Canon  USA,  Inc .  One  Canon  Plaza.  Lake  Succirts  New  York  I  to*?  •  mo  Industrial  Drive.  Elmhursi  Illinois  60 
r,  wo  Peachiree  industrial  Blvd  Norcross.  Georgia  30071  ■  l?3lMui*r>nri  Avenue  East  Costa  Mesa  California  92 
Bldg  6-2  1050  Ala  Moana  Blvd   llrutolulu  Hawaii  4681*  •  Canon  Canada.  Inc  Oi 
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"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


SADAT  EMBODIED  THE  PRIME  HOPE  FOR  ULTIMATE  SANITY 

prevailing  in  the  Mideast.  The  ilk  of  fanatical,  evil  Qaddafi  The  assassination  of  the  bravest,  most  foresighted  Egyp- 
and  Khomeini  were  more  intensely  aware  of  this  than  tian  of  them  all  snuffs  out  the  flickering  flame  of  hope  for  a 
those  who  knew  it  but  tended  to  take  it  for  granted.  West  Bank  solution.  Now — what? 

PHEW!  THE  DEFENSE  PROPOSALS  MAKE  SENSE 


Out  the  vehemently  debated  "window  of  vulnerability" 
have  gone  the  ludicrous  MX  racetrack  and/or  the  which- 
pod-the-pea  basing  systems.  We'll  put  100  in  super- 
hardened  existing  holes,  while  intensely  evaluating  other 
launching  modes. 

The  Go  on  B-l  bombers  is  getting  flak  because  of  its 
arguable  capability  to  penetrate  for  long  or  far  into  the 
U.S.S.R.  But  the  B-l's  near  ready  to  go  into  production, 
and  its  ability  to  carry  the  most  sensible  atomic  weap- 
on we  have  in  hand,  the  cruise  missile,  is  an  enormous 
strategic  plus.  The  B-l  will  be  better  able  to  do  existing 
missions  than  the  worn-out  52s  have  been  doing  over 
the  past  couple  of  decades. 

Emphasis  on  huge  improvement  in  our  alarmingly  inad- 
equate worldwide  command  and  control  communications 
for  our  military  is  most  wise. 

The  greatest  atomic-warfare  deterrent  we  have — virtual- 
ly at  hand — is  the  relatively  inexpensive  cruise  missile. 


Multiplying  the  means  of  its  delivery  from  under  and  on 
the  sea,  from  the  air  and  on  the  ground  among  NATO  allies 
gives  us  invaluable  birds  in  the  hand.  Widely  deploying  the 
cruise  missile  is  probably  the  most  important  element  of 
the  Reagan  defense  thrust,  though  it  wasn't  paid  much 
heed  in  the  press. 

With  Sbillions  omitted  for  some  of  the  more  way-out 
defense  proposals,  there  should  be  money  available  to  get 
busy  making  present  systems  work  more  often. 

Since  World  War  II,  every  confrontation  or  conflagration 
has  involved  conventional  military  capabilities.  Infantry. 
Tanks.  Trucks.  Ships. 

Since  we  took  our  lumps  in  Vietnam,  we've  let  the 
Army,  Navy  and  Air  Force  and  their  equipment  go  to 
pot — literally  and  figuratively.  Let's  swiftly  restore  our 
conventional  clout. 

Otherwise,  if  hit  hard  enough,  we  can  only  atomize. 

And,  of  course,  be  atomized. 


YO  YO  JOE  GRANVILLE  DIDN'T  MAKE  A  BIGGER  MONKEY  OF  HIMSELF 

a  couple  of  weeks  ago.  It's  impossible 


to  be  bigger  than  the  biggest,  a  title 
which  he  had  already  nailed  down. 

But  when  his  braying  in  London 
and  Tokyo  panicked  the  grannies  and 
nannies  in  charge  of  nurturing  and 
nursing  Britain's  financial  center,  and 
sent  the  informed  denizens  of  To- 


kyo's markets  into  a  tizzy,  and — yet 
again — threw  Wall  Street  prices  over  a 
cliff,  he  lost  his  title. 

Those  who  acted  on  his  "advice" 
outdid  him,  making  even  bigger  mon- 
keys of  themselves,  likely  losing  mon- 
ey in  the  process.  At  least  Joe  gets  a 
good  living  from  his  Act. 
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AS  UNDERGRADUATES  RECOMMENCE  THEIR  EFFORTS  TO  GRADUATE 

it  is  perhaps  as  good  a  time  as  any  to  pass  on  some 
thoughts  expressed  a  while  ago  to  assorted  seniors  who 
were  receiving  parchments  attesting  to  the  fact  they'd 
made  it  through  college  by  one  means  or  another — 


At  Kean  College — When  you're  in  the  executive  suite, 
everybody's  afraid  to  tell  you  you're  not  thinking  right, 
afraid  they  won't  get  promoted  or  won't  end  up  in  that 
same  suite.  So  the  CEO  becomes 
insulated  and  out  of  touch,  and  the 
worst  menace  is  stupidity  in  the  ex- 
ecutive suite,  and  the  worst  crime  is 
when  a  business  goes  broke.  But 
there's  plenty  of  room  for  all  you 
new  graduates   because  there  are 
plenty  of  dummies  at  the  top  of  the 
business  heap.  .  .  . 

Failure  is  in  the  eye  of  the  behold- 
er. It's  got  nothing  to  do  with  your 
parents'  set  of  values;  it's  got  noth- 
ing to  do  with  the  education  you 
might  have  acquired  along  with 
your  degree.  You  should  have  ac- 
quired enough  sense  to  know  that 
none  of  the  faculty  has  any  more 
answers  than  you  do.  All  they  can  do  is  challenge  you 
to  decide  or  give  you  the  tools  to  help  you  make  up 
your  mind  among  a  whole  lot  of  choices.  It's  such  a 
waste  of  time  to  spend  the  bulk  of  your  life  working  at 
something  you  hate  or  just  have  no  interest  in.  So 
stick  with  your  choices  and  have  a  ball  in  doing  what 
you  choose. 

At  Central  New  England  College — This  business  of 
being  gloomy  about  the  condition  of  the  world  is  not  all 
that  new.  Here's  a  statement  from  the  Bishop  of  Car- 
thage some  1800  years  ago:  "Honesty  is  no  longer  to  be 
found  in  the  marketplace,  nor  justice  in  the  law  courts, 
nor  good  craftsmanship  and  art,  nor  discipline  and 
morals.  So  no  one  should  wonder  nowadays  that  every- 
thing begins  to  fail,  since  the  whole  world  is  failing  and 
about  to  die."  But  there  are  more  entrepreneurs  doing 
their  thing  in  this  country  today  than  ever  before,  more 
small  businesses  thriving.  And  this  has  been  under  the 
handicap  of  a  government  that  was  going  to  save  us 
from  everything,  including  having  any  money  of  our 
own  to  do  anything  with. 


including,  ofttimes,  serious  study. 

As  the  legitimate  recipient  of  only  a  B.A.,  I  find  the 
offer  of  an  honorary  degree  in  return  for  a  few  ritually 
requisite  remarks,  irresistible: 

There  is  prevalent  in  the  land  today  a  feeling  that 
you  should  be  entitled  to  go  broke  if  you  don't  know 
how  to  do  what  you're  doing.  And  this  right  to  be- 
wrong  is  as  valuable  as  any  other 
right  you  have.  You  shouldn't  be 
able  to  go  into  business  with  the 
guarantee  that  if  you  screw  up  you 
can  go  to  the  government  and  get 
bailed  out.  You  are  coming  into  a 
time  when  your  opportunities  are 
unlimited  but  where  you  will  have 
less  guarantee.  You  can  go  do  it — or 
you  can  lay  an  egg.  But  having  that 
option  is  what  made,  and  makes, 
America  great. 


School  Daze 

artist-Barry  Gross 


At  Ohio  University — Despite  all 
the  advice  that  you  have  a  respon- 
sibility to  the  world,  you'll  do  so 
much  better  if  you're  just  responsi- 
ble to  yourself,  and  do  with  your  time  remaining  the 
things  you  want  to  do.  If  you  want  to  climb  moun- 
tains, go  climb  them.  The  classmate  of  one  of  my 
sons  so  dug  climbing  mountains  that  he  made  a 
business  out  of  it.  He's  built  a  successful  mail-order 
business  selling  climbing  equipment,  and  he's  climb- 
ing mountains.  If  you  want  to  write  poetry,  write  the 
stuff  even  if  you  have  to  wash  dishes  at  McDonald's 
to  stay  alive. 

The  one  thing  that's  a  total  waste  is  trying  to  save  the 
world.  Save  it  from  the  saviors,  save  yourself.  In  the 
time  you  have  left,  do  the  things  with  your  life  that  you 
want  to  do  and  you  will  have  done  what  your  parents 
really  had  in  mind  when  they  sweated  blood  to  put  you 
through  this  university. 

It  isn't  to  be  the  richest  brain  on  the  block  or  in  the 
cemetery;  it's  so  that,  in  the  fulfillment  of  your  life, 
you  have  more  choice  after  four  years  here.  There  are 
more  things  that  you  know  that  you  might  like  to  do, 
or  to  hear,  or  to  see,  or  to  be.  Just  start  on  your  own,  do 
your  thing,  and  you  will  have  done  something  to  make 
this  a  better  world. 


GOOD  RIDDANCE  TO  YOU 


At  Brown  University's  commencement,  startled 
graduates  had  it  socked  to  them  straight  from  Professor 
Jacob  Neusner's  mouth: 

"We  the  faculty  take  no  pride  in  our  educational 
achievements  with  you.  .  .  .  With  us  you  could  argue 
about  why  your  errors  were  not  errors,  why  mediocre 
work  really  was  excellent,  why  you  could  take  pride  in 
routine  and  slipshod  presentation.  For  four  years  we 
created  an  altogether  forgiving  world,  in  which  what- 
ever slight  effort  you  gave  was  all  that  was  demanded. 
When  you  did  not  keep  appointments,  we  made  new 


ones.  When  your  work  came  in  beyond  deadline,  we 
pretended  not  to  care. 

"Why?  Despite  your  fantasies,  it  was  not  even  that 
we  wanted  to  be  liked  by  you.  It  was  that  we  did  not 
want  to  be  bothered,  and  the  easy  way  out  was  pre- 
tense: smiles  and  easy  Bs. 

"Few  professors  actually  care  whether  or  not  they  are 
liked  by  peer-paralyzed  adolescents,  fools  so  shallow  as 
to  imagine  professors  care  not  about  education  but 
about  popularity.  It  was,  again,  to  be  rid  of  you.  So  go, 
unlearn  the  lies  we  taught  you." 
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THE  ULTIMATE  SALES  HYPE 


Those  generally  considered  to  be 
the  maestros  of  superselling,  the 
folks  who  dream  up  supermarket 
combinations  of  supersize,  supersav- 
ing  toothpastes,  soaps,  potatoes; 
those  who  lately  have  been  moving 
Detroit's  output  with  cash  rebates 
made  to  sound  like  they  exceed  the 
product's  cost;  those  who  move 
mufflers  and  aluminum  window 
frames  at  a  once-in-a-lifetime,  101% 
discount  off  your  TV  screen  and 
eventually  into  your  bargain-price 
garbage  pail  have  something  to  learn  from  those  who  sell 
art,  antiques  and  other  quintessentially  nonessentials. 

Out  of  every  half-dozen  paintings  shown,  often  at  least 
one  will  be  marked  NFS.  Inevitably — I  guess  Freud  could 


'I'm  sorry  sir,  that  one's  not  for  sale 


have  or  did  provide  the  explana- 
tion— these  are  the  ones  you  want  to 
buy.  Because  NFS  means  "not  for 
sale." 

To  your  "Why?"  come  variations 
on  a  theme:  "It's  the  artist's  favor- 
ite"; "his  wife  values  it  beyond  all 
his  other  works";  "it's  in  the  deal- 
er's private  collection."  Translated, 
it  simply  means  that  the  object  is 
yours  for  twice  what  they  would 
have  dared  mark  it. 
The  smart  pushers  of  supermarket 
suds  'n'  spuds,  as  well  as  those  trying  to  unload  their 
unloadable  cars,  ranges,  stereos,  cameras,  any  and  all  the 
turkeys  on  floor  and  shelf,  should  simply  mark  'em  NFS. 
They'll  fly  out  the  door. 


WHAT  KIDS  ADD  TO  LIFE 

was  expressed  so  effectively,  unaffectedly,  in  a  letter  my  guess  it's  one  of  those  things  you  can't  understand  until 
wife  received  from  a  young  new  mother:  you  experience  it  and  I  can't  seem  to  describe  even  after 

"George  and  I  are  both  just  amazed  by  parenthood.  I    that,  but  it  is  wonderful." 


PRESENCE  IS  MORE 

than  just  being  there. 


LIFE  AND  LIVING 

can  be  simple  only  if  you  are. 


DON'T  BE  MISLED  BY  THE  MARKETS 


By  M.S.  Forbes  Jr. 


To  hear  economists  and  Demo- 
crats tell  it,  Reagan's  recovery  pro- 
gram is  a  failure  because  the  finan- 
cial markets  are  slumping.  These 
"experts"  don't  know  their  history. 
The  markets  may  try  to  anticipate 
the  future,  but  their  tea-leaf  reading 
is  more  often  wrong  than  right.  If 
anything,  the  Administration 
should  be  relieved  that  Wall  Street 
has  responded  v/ith  catcalls  rather 
than  cheers. 

In  the  aftermath  of  World  War  II, 
for  instance,  many  financiers  ex- 
pected a  depression.  After  all,  it  was 
argued,  it  was  the  war  that  got  us  out 
of  the  slump  of  the  1930s;  moreover, 
every  major  conflict  the  U.S.  had 
been  involved  in  had  been  followed 
by  a  very  painful  economic  contrac- 
tion. So  between  1946  and  1949  the 
stock  market  fell  out  of  bed,  reaching 
levels  that  for  sheer  value  are  more 
than  a  match  for  today.  The  bond 
market,  however,  flourished  even 
though  inflation  raged  for  a  time  as 
wartime  controls  were  removed. 
Uncle  Sam  could  sell  debt  at  2%  or 


less.  AT&T  could  float  40-year 
bonds  at  2V2%.  Why?  Because  in  a 
depression,  experts  pointed  out,  gov- 
ernment and  high-grade  corporate 
bonds  were  excellent  holdings. 

Later,  of  course,  Wall  Street  final- 
ly caught  on  that  there  would  be  no 
depression,  that  we  were,  in  fact,  in 
the  early  stages  of  a  great  economic 
boom;  the  stock  market  began  an 
ascent  that  lasted  for  almost  20 
years.  Bonds  started  falling — and 
haven't  stopped  since. 

Other  examples  abound  of  how 
misleading  the  markets  can  be.  In 
the  spring  of  1962,  stocks  suddenly 
cracked  in  a  spectacular  fashion 
after  John  Kennedy  berated  the  steel 
companies.  Nothing  like  that  had 
been  seen  since  1929,  observed  ev- 
eryone breathlessly.  A  few  months 
later,  the  market  recovered  and  the 
economy  went  serenely  on  to  reach 
unprecedented  levels  of  prosperity. 

In  the  late  1960s,  Wall  Streeters 
declared  that  stocks  were  a  wonder- 
ful hedge  against  inflation.  Inflation 
got  worse  but  stocks  didn't  keep  up. 
Instead  they  crashed,  reaching  their 
nadir  in  1974. 


After  that  chastening  experience, 
many  money  managers  came  to  a 
new  conclusion:  Stocks  were  awful- 
ly risky.  Why  not  buy  something 
safer — like  8%  bonds?  So  pension 
funds  scaled  down  their  equity  hold- 
ings. As  you  might  expect,  stocks 
underwent  an  impressive,  though 
largely  unpublicized,  rally  over  the 
next  six  years.  We  all  know  what 
happened  to  8%  bonds. 

The  one  time  Wall  Street  re- 
sponded immediately  and  enthusi- 
astically to  a  President's  program 
was  ten  years  ago  when  Richard 
Nixon  slapped  on  wage  and  price 
controls,  devalued  the  dollar  and 
severed  the  greenback's  last  link  to 
gold.  This,  the  markets  believed, 
would  lick  inflation — then  at  5% . 

The  best  thing  the  President  can 
do  for  the  markets,  aside  from 
straightening  out  the  mess  in  mone- 
tary policy  (see  this  column,  Aug. 
17),  is  to  convey  a  sense  of  purpose 
and  direction,  to  come  across  as  a 
man  who  does  not  lose  his  nerve 
everytime  a  Howard  Baker  or  a  Wall 
Street  economist  says  boo.  Wall 
Street  will  eventually  catch  on. 
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Other  Comments 

Often  comments  by  others  stimulate  irritate 
abuse  or  amuse  this  editor's  mind  MSF 


Rehabilitated  Disabled 

Currently,  21  million  people  be- 
tween the  ages  of  18  and  64  report 
themselves  disabled.  That  means  that 
17%  of  the  working-age  population 
claim  they're  unable  to  work  for  at 
least  a  year  because  of  some  sort  of 
impairment,  usually  medical.  That 
struck  us  as  quite  a  lot  of  unhealthy 
people.  So  we  are  pleased  to  note  the 
initial  results  of  a  federal  review  of 
Social  Security  disability  claims:  In 
New  York,  38%  of  the  first  1,300 
claims  examined  have  been  disal- 
lowed; in  New  Jersey,  the  number  is 
28%.  These  figures  are  above  the  20% 
that  the  feds  had  expected.  We  don't 
know  whether  to  be  relieved  that  the 
country  is  in  better  physical  shape 
than  we'd  thought  or  annoyed  that  so 
many  are  in  sorry  moral  shape. 

— Wall  Street  Journal  editorial 

Quixotic  Wish  List 

If  the  American  labor  movement  is 
to  become  a  creative  force  once  again, 
it  will  have  to  do  a  lot  more  than  lead 
a  parade  of  assorted  workers  and  un- 
happy liberals  down  Pennsylvania 
Avenue.  The  [Solidarity  Day]  parade 
endorsed  14  goals  for  public  policy. 
But  missing  was  a  policy  objective 
that  most  Americans,  we  suspect, 
would  put  near  the  top  of  the  list: 
bring  inflation  under  control.  That 
omission  may  be  a  sign  of  realism,-  the 
14  goals  are  almost  surely  incompati- 
ble with  a  policy  of  price  stability.  Yet 
if  the  labor  movement  hopes  to  re- 


store its  vital  role  in  shaping  public 
policy  and  provide  a  real  challenge  to 
the  President's  economics,  it  needs 
more  than  just  a  Quixotic  wish  list. 

— New  York  Times  editoral 

The  Impervious  Tomato 

Convenience  foods  are  for  the  con- 
venience of  those  serving  them.  The 
best  example  is  the  tomato.  The  to- 
mato is  a  wonderful  thing,  but  most 
Americans  have  never  tasted  one. 
Recent  tests  show  that  our  cars  can- 
not take  a  five-mile-an-hour  impact 
without  sustaining  great  damage,  but 
the  newest  supermarket  tomatoes  can 
be  dropped  to  the  floor  at  15  miles  per 
hour  without  being  damaged.  I  like 
the  suggestion  of  the  Los  Angeles 
Times  that  we  ought  to  start  driving 
tomatoes. 
— Charles  Kuralt,  Dateline  America 

Gentry  Ossification 

In  Britain  the  Industrial  Revolution 
was  not  followed  by  a  revolution  in 
social  values.  Aristocratic  and  rural 
attitudes  and  values  were  main- 
tained— Merrie  England  and  all  that. 
Industry  was  vulgar.  Social  prestige 
could  only  be  gained  by  using  the 
wealth  acquired  in  industry  to  escape 
it.  How  many  first-class  graduates 
from  the  best  universities  dirty  their 
hands  in  industry?  Practically  none.  It 
is  going  to  take  a  lot  to  break  down 
the  snobbery  and  shibboleths  to  re- 
verse the  gentrification  of  Britain.  We 
must   understand   the   business  of 


Great  Britain  is  making  things  and 
selling  things. 

— Rupert  Murdoch, 
in  a  London  luncheon  speech 


Through  great  good  fortune 
in  our  youth,  our  hearts 
were  touched  with  fire.  It 
was  given  us  to  learn  at  the 
outset  that  life  is  a  profound 
and  passionate  thing  and 
we  were  permitted  to  scorn 
nothing  but  indifference. 

—Justice  Oliver  Wendell  Holmes 


1  Chasm  in  2  Leaps 

Counting  out  the  President's  pro- 
gram before  the  bell  rings  strikes  me 
as  being  very  unfair.  I'm  surprised, 
frankly,  that  the  critics,  presumably 
because  of  the  pain  involved  in  jump- 
ing our  economic  chasm,  seem  to 
have  forgotten  that  the  objective  is  to 
get  to  the  other  side.  In  trying  to  elim- 
inate the  pain  of  adjustment,  they've 
obviously  also  forgotten  Lloyd 
George's  warning  that  "the  most  dan- 
gerous thing  in  the  world  is  trying  to 
leap  a  chasm  in  two  jumps." 

— Willard  Butcher, 
CEO,  Chase  Manhattan  Bank 

Decide  What's  Tour  Thing 

I  am  repeatedly  shocked  to  discover 
how  many  school  and  even  college 
graduates  have  given  no  really  serious 
thought  as  to  what  they  want  to  do  in 
life,  justhowtheyhopetoearnaliving.  I 
was  only  1 1  when  I  made  up  my  mind 
very  definitely  that  I'  wanted  to  be  a 
newspaperman,  a  reporter.  Ever  since 
then,  over  40  years  ago,  I  have  been 
among  those  fortunate  mortals  doing 
the  work  they  wanted  to  do  in  the 
world — and  have  reveled  in  doing  it. 

— B.C.  Forbes, 
syndicated  columnist,  1938 

Valet  for  Groceries 

When  21  high-rise  condominium 
towers  dominate  the  skyline  west  of 
Beverly  Hills  they  will  outprice  any 
concentration  of  privately  owned 
apartments  in  the  world.  Mrs.  Lee 
Abrams  moved  into  [one]  from  a  San 
Fernando  Valley  estate:  "I  hate  a  house. 
The  plumbing  is  always  going  out,  the 
roof  needs  repair,  and  the  gardeners  are 
always  quitting.  This  makes  me  feel 
elegant.  The  valet  will  even  put  away 
your  groceries." 

— J.D.  Reed,  Time 
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Through  our  five  aerospace  and  marine  systems  divi- 
sions, we've  been  delivering  a  whole  spectrum  of 
technologies  to  U.S.  space  programs  right  from  the  first 
countdowns.  Fact:  Singer  has  made  significant  contribu- 
tions to  virtually  every  space  vehicle  launched  by  NASA. 

|lUri  Today,  The  Space  Shuttle 

Orbiter  is  relying  on  three  in- 
ertial  measurement  units 
created  by  our  Kearfott  Division. 
Also  on  board,  Kearfott  ad- 
* vanced  digital  multiplex  systems, 
v  ^ '      a  key  element  in  the  shuttles 

V  v  .         avionics  complex. 

The  Link  Flight  Simulation 
Division  of  Singer  is  also  playing  a  critical  role  by 
supplying  the  Shuttle  Mission  Simulator  and  backup 
training  for  both  flight  and  ground  crews  in  all  phases 
from  launch  through  landing. 

If  it's  out  there,  quite  likely  one  company  has  some- 
thing riding  on  it.  Singer. 


Do  you  know  a  company  that  has 
this  much  riding  on  the  Space  Shuttle? 


/«  i| 
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SING 

Principal  Progycts  and  Services: 

•  Advanced  flffht-industrial-marine  simulation  trainers;  guidance, 
communication  and  computational  systems;  educational  prod- 
ucts and  services  •  Power  tools,  furniture,  air  conditioning- 
iheating  equipment,  gas  meters,  automotive  and  appliance  control 

•  Consumer  and  industrial  sewing  products  and  home  appliances 
If  8  Stamford  Forum,  Stamford,  CT  06904 


THE  CITI  OFF 


TOMORROW 

  '  -    ■  ,  ,  '  ,  ;  " 


Where  the  most  important  part  of  electronic  banking  isn't  electronic. 

new  efficiency  and  productivity  to  your  back  office. 

And  since  our  back  office  operation  has  gone 
through  an  extensive  tnal'and'error  period  at  our  end, 
you  wont  have  to  go  through  it  at  yours. 

For  some,  the  key  to  electronic  banking  is 
technology.  At  Citibank,  the  key  is  the  people  behind  it. 

For  more  information,  call  your  account  manager 
or  Robert  Mendes,  VP.,  at  (212)  559-1980. 


What  makes  The  Citi  of  Tomorrow  so  unique  is  the 
people  behind  it.  Some  of  the  best  qualified  bankers 
in  the  world . .  .Citibankers. 

They've  allowed  us  to  develop  the  most  advanced 
electronic  banking  system  available. 

They're  our  account  officers  who  can  apply  this 
expertise  to  help  your  company. 

They're  also  a  staff  of  Citibank  consultants  who  can 
assist  with  your  cash  management  problems  today  and 
help  you  understand  and  cope  with  changes  in  the  future. 

As  well  as  a  team  of  service  professionals  who  are 
always  there  to  work  with  your  staff  to  bring 
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The  Citi  of  Tomorrow  and  Global  Electronic  Banking  are  service  marks  of  Citibank,  N.A 


30  years  of  computer  experience: 

$1^65andup. 


Some  big  ideas  start  small. 

Yet  in  the  world  of  computers,  it  seems  like  just  the 
opposite.  They've  become  smaller.  Faster.  Less  complicated 
and  less  expensive. 

In  the  past  30  years,  IBM  has  contributed  quite  a 
bit  to  that  evolution.  And  today,  one  of  our  latest  efforts 
is  the  IBM  Personal  Computer. 

Our  "big  computer"  experts  got  the  chance  to  put 
their  experience  and  knowledge  into  your  IBM  computer. 
Their  enthusiasm  was  boundless.  So  were  their  demands. 

They  insisted  that  the  system  be  expandable  enough 
to  add  memory  up  to  256KB.  Or  to  add  disk  drives. 
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IBM  PERSONAL  COMPUTER  SPECIFICATIONS 

^ADVANCED  FEATURES  FOR  PERSONAL  COMPUTERS 


"1 


User  Memory 

16K  -  256K  bytes* 
Permanent  Memory 

(ROM)  40K  bytes* 
Microprocessor 

High  speed,  8088* 
Auxiliary  Memory 

2  optional  internal 
diskette  drives, 
5V4",160K  bytes 
per  diskette 

Keyboard 

83  keys,  6  ft.  cord 
attaches  to 
system  unit* 

10  function  keys* 

10-key  numeric  pad 

Tactile  feedback 


Display  Screen 

High-resolution 

(720h  x  350v)* 
80  characters  x  25  lines 
Upper  and  lower  case 
Green  phosphor 

screen* 
Diagnostics 
Power-on  self  testing* 
Parity  checking* 
Languages 
BASIC,  Pascal 
Printer 
Bidirectional* 
80  characters/second 
12  character  styles,  up  to 

132  characters/line* 
9x9  character  matrix* 


Color/Graphics 

Text  mode: 
16  colors* 
256  characters  and 

symbols  in  ROM* 
Graphics  mode-. 
4-color  resolution: 

320h  x  200v* 
Black  &  white  resolution: 

640h  x  200v* 
Simultaneous  graphics  & 

text  capability 
Communications 
RS-232-C  interface 
Asynchronous  (start/stop) 

protocol 
Up  to  9600  bits 

per  second 


The  IBM  Personal  Computer 


Or  a  printer  for  word  processing. 

They  demanded  that  the  system  be  flexible  enougl 
so  the  components  could  be  moved  around  with  ease. 

Our  IBM  Personal  Computer  Software  Publishing 
Department  insisted  that  the  programs  be  versatile 
enough  for  your  professional,  business,  entertainment 
and  personal  needs.  And  the  people  who  were  writing 
our  literature  were  adamant  that  an  encyclopedia  of 
"computerese"  not  be  required  reading. 

We  gave  them  all  they  wanted.  So  you  could  have 
the  personal  computer  you  want.  For  flexibility, 
performance  and  ease  of  use,  no  other  personal  computei 
offers  as  many  advanced  capabilities  (see  the  box). 

And  there's  more  good  news.  The  IBM  Personal 
Computer  starts  at  less  than  $1,600  for  a  system  that, 
with  the  addition  of  one  simple  device,  hooks  up  to  youi 
home  TV  and  uses  your  audio  cassette  recorder. 

"You'll  find  the  IBM  Personal  Computer  at  the 
nationwide  chain  of  150  ComputerLand® stores,  and  Seal 
Business  Systems  Centers.  Of  course,  our  own  IBM 
Product  Centers  will  sell  and  service  the  system.  And 
the  IBM  Data  Processing  Division  will  serve  those 
customers  who  want  to  purchase  in  quantity. 

So  come  in  and  see  the  computer  IBM  made  for  yoi 
And  rest  easy.  Because  even  though  this  may  be  your 
irst  computer,  it's  certainly  not  ours.  ==.=  =* 


and  me. 


For  the  IBM  Personal  Computer  dealer  nearest  you,  call  (800)  447-4700. 
In  Illinois,  (800)  322-4400.  In  Alaska  or  Hawaii,  (800)447-0890. 


tThis  price  applies  to  IBM  Product  Centcrs. 
Pntes  may  vary  at  other  stores 
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What's  Ahead  for  Business 


Sugar,  silver,  lumber 
prices  are  down 

sharply.  Candy,  film 
and  home  prices 
don't  show  it 


Yesterday's  higher 

costs  are  still 
working  their  way 
through  the 
economy 


Stock  and  bond  mar- 
kets are  misinter- 
preting the  signals 


WHY  GOLD  WATCHES  COST  SO  MUCH 

You  can't  pick  up  a  good  newspaper  without  reading  about  slump- 
ing prices  in  some  commodity — rubber,  lumber,  copper,  farm  products, 
you  name  it.  Announcement  of  a  Soviet-U.S.  wheat  deal  doesn't  even 
stir  wheat  prices.  In  short,  deflation  is  in  the  air. 

But  not  yet  in  the  shops.  Not  in  the  supermarkets.  Raw  materials 
are  down,  but  retail  prices  are  steady  or  still  rising. 

Little  wonder  the  public  isn't  convinced  inflation  is  slowing  down. 

A  few  random  examples  of  sticky  prices:  Sugar  has  dropped  by  almost 
half  from  its  year-ago  price  of  53  cents  a  pound,  but  candy  and  soft 
drink  prices  have  not  come  down.  Gold  is  down  by  37%,  but  a  14-karat 
Concord  Ultra  Thin  watch  remains  at  $1,090.  Silver  is  down  almost 
60%,  but  Kodak  has  raised  film  prices.  Lumber  is  down  22%,  copper 
for  pipe  and  wire  is  down  1 7% .  Not  so  for  housing  prices.  The  list  could 
go  on  and  on. 

What's  the  game?  Prices  of  raw  materials,  not  counting  energy,  are 
down  almost  4%  from  a  year  ago;  yet  finished  goods  are  up  almost  8%. 
There's  a  12%  spread.  Who's  pocketing  the  difference? 

Part  of  the  problem  is  the  inevitable  lag  involved  in  the  process  of 
moving  goods  through  the  system.  Much  of  what  is  in  the  stores  today 
was  produced  months  ago,  when  raw  material  prices  were  still  rising. 
This  old  bulge  is  still  working  through  the  pipeline.  Another  reason  for 
the  stickiness  of  end-product  prices  is  the  persistence  of  the  old 
inflationary  psychology.  Old  habits  die  hard,  in  this  case  the  habits 
businessmen  have  developed  of  passing  along  costs  by  raising  prices. 

The  economy  is  going  to  be  flat  until  well  into  1982.  But  manufacturers 
will  have  to  move  goods.  To  move  them  they  will  have  to  cut  prices  or 
hold  the  line.  With  profit  margins  thus  squeezed,  businessmen  are 
going  to  resist  labor  demands;  they  have  no  choice.  What  kind  of  raises 
can  Ford  or  IH  or  U.S.  Steel  afford? 

A  lot  of  market  analysts  are  misinterpreting  the  signals.  The 
flattening  economy,  the  painful  inventory  liquidation  is  reducing  the 
urgency  of  the  demand  for  credit.  This  reduced  pressure  on  the  banks  is 
showing  up  in  softening  short-term  interest  rates;  the  banks'  prime 
lending  rate  is  already  down,  from  21%  to  19%,  and  heading  lower. 
Those  analysts  who  attribute  the  decline  in  interest  rates  to  a  change 
in  Fed  policy  are  making  a  mistake. 

In  this  context  it  is  not  so  difficult  to  see  why  the  stock  market  has 
been  dropping  in  spite  of  the  favorable  outlook  for  inflation  and  for 
lower  taxes.  The  stock  market  is  not  so  much  expressing  doubt  about 
the  Reagan  program  as  it  is  adjusting  to  the  probability  of  lower 
corporate  earnings  in  the  face  of  shrinking  profit  margins  in  a  defla- 
tionary economy. 

Inflation  is  plainly  coming  down.  The  process  will  not  be  painless. 
Nobody  should  have  expected  it  would  be. 
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The  Forbes  Index 


Forbes  Index 
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The  downturn  deepens.  The  dra- 
matic increase  in  unemployment 
claims  in  August — up  8.1% — was 
the  major  cause  of  a  0.6%  drop  in 
preliminary  figures  for  the  Forbes  In- 
dex. If  those  figures  hold,  the  de- 
crease will  be  the  biggest  noticeable 
drop  since  March  1980,  when  the 
Index  began  a  four-month  decline. 
Other  downside  indicators:  New  or- 
ders were  down,  inventories  were 
up,  as  the  pressure  of  unrelenting 
high  interest  rates  continued. 

The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 


The  Forbes  Index  Components 
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Industrial  production  index  {1967=100) 
seasonally  adjusted  (Federal  Reserve] 
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Consumer  price  indexes  |1967=100] 

all  urban  consumers,  unadjusted  (Dept.  of  Labor) 


180 
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140 
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Manufacturers  new  orders  and  inventories 

(SbUlionsI  seasonally  adjusted  (Dept.  of  Commerce) 
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Unemployment  claims  (thousands) 
seasonally  adjusted  (Dept.  of  Labor) 
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Retail  store  sales  ISbUlions) 

seasonally  adjusted  (Dept.  of  Commerce) 
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Personal  income  (Sbillions)  wage  and  salary  dis- 
bursements, seasonally  adjusted  (Dept.  of  Commerce) 

25  ; 

Liquidated 
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Consumer  installment  credit  (Sbillions) 
total,  seasonally  adjusted  (Federal  Reserve) 
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"HERE'S  SOUTHERN  RAILWAY! 
FOR  THE  FOOD  INDUSTRY." 


11 


THE  LONG  AND... 


I 


Th 


e  simple  fact  is,  that  the  way  the  energy  situation  is  today  anc 
undoubtedly,  will  be  tomorrow,  railroads  make  more  sense  for 
ong  hauls  than  trucks  do. 

Because  railroads  are  a  lot  more  energy-efficient 
than  trucks. 

But  does  that  mean  trucks  will  soon  be  a  thi 
the  past  for  the  food  industry?  No.  We  think  trij 
have  a  very  definite  place  in  the  future  of 
transportation. 

As  long  as  trucks  are  used  in  the 
place. 

Harold  H.  Hall.  Pr 
Southern  Railway 
Washington,  D  C 


4SWER  TO  THE  ENERGY  SHORTAGE 


HE  SHORT  OF  IT 


9f 


he  right  job  for  trucks  is  the  short  haul  where  the  railroad  ends. 

We  believe  so  much  in  this  concept,  and  its  important  implications 
or  the  future  of  this  country,  that  we've  set  up  a  system  to  capitalize 
>n  our  advantage  for  long  hauls  and  trucks'  advantage  for  short  hauls. 
Ve've  made  interchange  agreements  with  over  180  trucking  firms  all 
>ver  our  route  to  give  you  dock  to  dock  service  even  when  your  dock 
sn't  on  our  railroad. 

We  think  the  wave  of  the  future  is  to  have  each  mode  of  transpor- 
ation  do  what  it  does  best. 

We  have  the  energy  for  the  long  haul. 


THE  RAILWAY  SYSTEM  THAT  GIVES  A  GREEN  LIGHT  TO  INNOVATIONS 


IAS  never  elected.  But  every  night 
"Mayor"  Orlo  IVFBain  is  the  last 
Wn  to  walk  the  streets  of  Culross, 
Scotland.  He  checks  a  knob, 
closes  a  gate  and  goes  his  way 
The  good  things  in  life 
stay  that  way. 


Preferred  for  smoothness, 
Dewar's®  never  varies. 


White  Label' 

Dewar's 
Blended  Scotch  WHistf 

1  iiTCH  WHlSKIt^„ 

""ODUCT    OF  SCOTCANU 

.  '-    f-OlD     AND    t  O  T  T  '.  f  0    »  1  |  I 

m  Dewar&SonsL- 
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Forbes 


If  it's  darkest  just  before  dawn,  maybe  a 
little  light  is  about  to  shine  on  the  belea- 
guered thrift  industry. 


A  contrarian 
view  of  the  S&Ls 


By  Allan  Sloan 


HARDLY  A  DAY  PASSES  without 
yet  another  scare  story  about 
the  problems  of  the  stricken 
savings  and  loan  industry.  One  day 
it's  a  story  about  deposit  outflows. 
Another  day  it's  an  announcement 
that  S&Ls  lost  a  record  $1.5  billion  for 
the  first  half  of  the  year  and  their 
stricken  cousins,  the  mutual  savings 
banks,  lost  a  record  $481  million. 

And  any  day  now  you  will  start 
reading  stories  about  S&Ls  whose 
prospects  are  so  gloomy  their  outside 
auditors  insist  that  1981  financial 
statements  carry  warnings  the  insti- 
tutions may  not  be  "going  concerns." 

But  there  is  food  for  contrarian 
thought  in  all  this  woe.  S&Ls  and 
savings  banks  will  not  become  wildly 
profitable  anytime  soon,  but  there 
will  not  be  a  massive  collapse. 

The  first  thing  to  remark  is  that 
industry  regulators,  aided  by  the  Fed- 
eral Reserve  Board's  printing  press, 
have  muddled  through  so  far  and  look 
as  if  they  can  keep  on  muddling.  The 
key  element  has  been  the  ability  of 
the  Federal  Savings  &  Loan  Insurance 
Corp.,  which  insures  S&X  deposits  up 
to  $100,000  an  account,  to  protect  its 
$6.7  billion  insurance  fund.  It's  doing 
that  with  whistling-past-the-grave- 
yard  accounting  adopted  by  the  Feder- 
al Home  Loan  Bank  Board  and  a  nifty 
gimmick  the  FSLIC  snuck  into  the 
1981  Tax  Act  to  make  some  S&L 
takeovers  more  attractive. 


The  disease  afflicting  S&Ls  is  that 
rates  thrifts  pay  for  the  money  they 
lend  are  soaring  while  the  return  on 
their  loans,  mostly  long-term,  fixed- 
rate  mortgages,  is  rising  only  slowly. 
For  the  first  half  of  the  year,  S&Ls 
paid  10.31%  for  their  money  and  got 
only  9.72%  on  their  mortgages. 

The  thrifts  have  two  problems,  one 
that  will  go  away  if  it's  ignored  and 
one  that  won't.  The  one  that  will  go 
away  is  capital  requirements — rules 
that  an  institution  must  be  closed  if 
its  capital  falls  below  certain  levels. 

Capital  adequacy  can  be  more  or 
less  ignored  during  the  current  prob- 
lem as  long  as  an  institution  is  basi- 
cally sound.  And  anyway,  if  you  took 
a  strict  view,  almost  no  one  in  the 
S&L  industry  has  any  capital,  after 
marking  loan  portfolios  down  to  mar- 
ket value.  No  one  in  authority  is  likely 
to  take  a  strict  view. 

The  problem  that  won't  go  away  is 
liquidity — not  having  enough  cash  to 
pay  bills  or  let  depositors  withdraw 
their  money.  Liquidity  problems  can 
be  solved  by  the  Fed,  which  can  print 
endless  amounts  of  money.  When  the 
Greenwich  Savings  Bank  of  New 
York  City  got  squeezed  a  while  back, 
the  Federal  Reserve  lent  it  $100  mil- 
lion, rather  than  have  regulators  be 
forced  to  close  it.  Letting  troubled  in- 
stitutions raise  liquidity  through  the 
Fed  discount  window  adds  to  the 
money  supply  somewhat,  but  it's  bet- 
ter than  letting  a  $2  billion  institution 
like  Greenwich  fail. 


To  help  solve  both  liquidity  and 
capital  problems,  the  Federal  Home 
Loan  Bank  Board,  which  regulates 
S&Ls,  has  hit  upon  a  neat  method  of 
accounting.  It  will  let  S&Ls  sell  mort- 
gage loans  at  a  loss  and  allow  them  to 
charge  the  loss  to  capital  over  the  life 
of  the  loan,  rather  than  all  at  once. (See 
The  Numbers  Game,  p  187.) 

An  example:  An  S&L  sells  a 
$50,000,  10%  mortgage  with  20  years 
left  to  run  for  $40,000.  Normally,  the 
$10,000  loss  would  be  charged  to  cap- 
ital at  once.  Under  the  new  rules,  the 
S&L  can  charge  off  just  $500  a  year — 
$10,000  divided  by  20  years.  The  S&L 
uses  the  $40,000  for  a  16%  mortgage. 
That  loan  produces  more  interest 
than  the  old  one:  $6,400  a  year  com- 
pared with  $5,000.  That  $1,400  covers 
the  $500  annual  charge  to  capital  and 
leaves  $900  left  over.  Is  the  $10,000 
loss  real?  Yes.  Is  the  S&L  better  off  for 
having  taken  it?  Of  course. 

The  Federal  National  Mortgage  As- 
sociation (see  story,  p.  54) — which,  like 
the  S&Ls,  is  losing  money  but,  unlike 
them,  can  still  raise  billions  of  dollars 
on  its  own — hopes  to  buy  many  of 
these  loans.  That  would  help  Fannie 
Mae,  which  will  profit  as  long  as  it 
can  raise  money  for  less  than  it  earns 
on  the  marked-down  mortgages.  In 
effect,  Fannie  Mae  will  substitute  its 
credit  for  the  S&Ls'  and  help  solve  its 
own  problems  in  the  bargain. 

Major  S&Ls  whose  problems  can't 
be  solved  by  portfolio  sales  may  be 
attractive  takeovers,  thanks  to  Sec- 
tion 244  of  the  1981  Tax  Act.  That 
clause,  pushed  through  by  the  FSLIC 
while  no  one  was  looking,  enabled  the 
FSLIC  to  unload  two  of  its  biggest 
problems — $2.6  billion  West  Side  Fed- 
eral S&L  of  New  York  City  and  $1.3 
billion  Washington  S&X  of  Miami — 
onto  National  Steel  (see  story,  p.  95)- 

The  FSLIC  will  probably  shell  out 
$10  million  to  $12  million  a  month  to 
National  this  year  to  cover  the  two 
S&Ls'  losses.  Heaven  knows  what  the 
cost  will  ultimately  be.  But  had  the 
FSLIC  chosen  to  close  West  Side  and 
Washington,  it  would  have  had  to  lay 
out  20%  to  25%  of  its  insurance  fund. 
That  might  have  gotten  people  worry- 
ing about  the  safety  of  deposit  insur- 
ance— the  last  thing  the  FSLIC  needs. 

Section  244,  the  FSLIC 's  goody  in 
the  Tax  Act,  allows  owners  of  money- 
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losing  S&Ls  receiving  FSLIC  subsidy 
payments  to  deduct  the  S&Ls'  operat- 
ing losses  for  tax  purposes,  but  does 
not  require  them  to  count  FSLIC  pay- 
ments as  income.  If  you  can  buy  an 
S&L  losing  $100  million  a  year  with  a 
guarantee  the  FSLIC  will  cover  the 
$100  million,  you  can't  lose.  You  shell 
out  the  $100  million  loss,  get  a  $46 
million  refund  from  the  IRS,  and  then 
get  $100  million  from  the  FSLIC.  Net 
cash  flow:  $46  million. 
With  deals  like  that  available,  peo- 


By  Anne  Field 

Dennis  Green,  operations 
manager  for  Community  Bev- 
erage Co.  in  Los  Angeles, 
minces  no  words  when  he  talks  about 
the  International  Brotherhood  of 
Teamsters.  "The  union,"  he  says, 
"stinks."  Green  is  management  now, 
but  in  1979,  while  a  Teamster  ware- 
houseman at  Community  Beverage, 
he  and  12  co-workers  voted  to  decer- 
tify Teamsters  Local  896  as  their  bar- 
gaining agent.  "They  just  weren't  per- 
forming for  us  at  all,"  Green  says. 
Community  Beverage  has  been  non- 
union ever  since. 

It's  not  alone.  Decertification  elec- 
tions, in  which  workers  get  a  chance 
to  eject  an  existing  union,  are  spread- 
ing fast.  In  1970,  the  National  Labor 
Relations  Board  says,  there  were  301 
decertification  elections  across  the 
country.  Unions  won  30.2%  of  them. 
Last  year,  according  to  preliminary 
figures,  there  were  902,  or  nearly  3 
times  as  many,  and  in  three  cases  out 
of  every  four,  the  workers  threw  out 
the  union.  This  at  a  time  when  unions 
have  been  winning  only  48%  of  new 
certification  elections,  almost  an  8% 
decrease  since  a  decade  ago. 

The  decertification  option  has  been 
around  since  the  Taft-Hartley  Law 


pie  are  banging  down  the  door  trying 
to  acquire  some  of  the  troubled  S&Ls. 
The  FSLIC  would  rather  pay  hefty  an- 
nual subsidies  from  its  insurance  fund 
than  shell  out  hundreds  of  millions  of 
dollars  all  at  once  to  pay  off  depositors 
in  failed  S&Ls. 

When  the  FSLIC  is  finished,  there 
will  be  far 'fewer  S&Ls  than  the  4,600 
there  are  today.  Merging  S&Ls  into 
each  other  will  be  a  growth  business, 
at  least  for  a  few  years,  while  the 
thrifts  sort  themselves  out. 


was  enacted  in  1947.  To  call  a  decerti- 
fication election,  employees  must  file 
a  petition  with  the  NLRB,  signed  by 
at  least  30%  of  the  workers.  Employ- 
ers are  barred  from  initiating  the  pro- 
cess, and  there  are  powerful  psycho- 
logical restraints  on  any  worker  doing 
so;  it's  usually  an  unpleasant  experi- 
ence for  everyone  concerned. 

Why  the  upsurge?  Organized  labor 
says  it's  the  result  of  "union-busting" 
consultants  who  run  seminars  for 
companies  on  how  to  make  condi- 
tions ripe  for  decertification — for  ex- 
ample, forcing  the  union  to  go  out  on 
a  long,  unpleasant  strike.  Big  labor  is 
worried.  Charles  McDonald,  an  AFL- 
CIO  official  in  Washington,  talks 
about  a  domino  theory:  "Employers 
realize  the  company  down  the  street 
has  decertified  the  union  and  they're 
encouraged  to  do  the  same." 

One  of  the  larger  decertification 
consultants  is  New  York-based  Execu- 
tive Enterprises.  EE  puts  on  a  one-day 
seminar  entitled  "The  Process  of  De- 
certification" about  five  times  a  year 
for  about  50  executives.  It  stresses 
legal  dos  and  don'ts,  says  Joseph  T. 
Privitera,  EE's  media  relation  direc- 
tor. A  big  don't:  an  employer's  threat- 
ening a  pro-union  sympathizer.  The 
Master  Printers  of  America,  which 
represents    some    6,000  nonunion 


But  at  some  point,  after  the  mud- 
dling through,  the  thrift  industry  will 
have  to  become  profitable  if  it  is  to  get 
off  the  regulators'  heart-lung  machine. 
Doing  that  will  require  capital — inter- 
est-free money. 

The  obvious  way  to  get  it,  once  the 
crisis  is  past,  may  be  to  convert  mutu- 
al S&Ls  and  savings  banks  into  stock- 
holder institutions  by  selling  new 
shares  in  them.  That  may  be  tomor- 
row's problem,  but  the  time  to  start 
worrying  about  it  is  today.  ■ 


printers,  puts  out  an  eight-page  pam- 
phlet on  decertification  called  Fed  Up? 
More  than  20,000  copies  have  been 
distributed  to  employees  since  the 
booklet  first  came  out  six  years  ago. 

Size  plays  an  important  role  in 
whether  workers  are  really  fed  up  or 
not.  Most  decertification  elections 
take  place  in  small  companies  or 
plants — a  big  reason  the  Teamsters, 
famous  for  organizing  minuscule  work 
places,  have  probably  the  highest  pro- 
portion of  decertifications.  The  reason: 
simple  economics  of  scale,  says  Wil- 
liam Fulmer,  associate  professor  of 
management  at  the  University  of  Ala- 
bama. The  smaller  the  plant,  the  harder 
it  is  for  the  union  to  service  members. 
In  some  cases,  Fulmer  says,  a  union 
virtually  writes  off  a  tiny  shop  where  a 
decertification  election  is  coming  up. 
"It's  not  worth  it  to  spend  more  money 
to  campaign,"  he  says.  It's  in  bigger 
places  that  unions  do  best,  staving  off 
expulsion  about  half  the  time. 

Decertifications  have  hit  the  ser- 
vice industries  the  most,  an  area 
where  unions  are  trying  hardest  to 
organize  these  days.  In  1969  there 
were  nearly  8  times  as  many  decertifi- 
cation elections  in  manufacturing  as 
in  service  industries.  By  1979  the  ra- 
tio had  narrowed  to  about  2-to-l.  One 
difficulty  for  unions  is  high  turnover 
in  many  service  industries.  "Each 
new  person  has  to  be  reindoctrinated 
in  the  concept  of  trade  unionism," 
says  the  AFL-CIO's  McDonald. 

But  labor  also  may  be  doing  some- 
thing wrong.  Organizing  nurses  re- 
quires a  different  approach  from  sign- 
ing up  steel  workers.  Since  most 
nurses  are  women,  for  example, 
union  organizers  must  adapt  tech- 
niques to  the  time  constraints  im- 
posed by  family  obligations.  Says 
Fulmer,  "Industry  is  shifting,  and 
unions  will  have  to  adjust."  The 
boom  in  decertification  and  the 
steady  decrease  in  the  percentage  of 
union  workers — 24%  of  the  national 
work  force  in  1978,  compared  with 
28%  in  1968 — show  that  unions  are 
not  finding  that  an  easy  task.  ■ 


The  number  of  union  decertification  elec- 
tions has  tripled  in  a  decade,  and  orga- 
nized labor  is  now  losing  three  out  of  four. 
Bad  news  for  the  Teamsters. 

Seceding  from 
the  unions 
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Money  alone  does  not  an  economy  build,  as 
Venezuela  knows  from  rather  disappoint- 
ing experience  with  its  1970s  oil  gusher 


Easy  come, 
easy  go 


By  Jerry  Flint 


ince  the  wave  of  oil  national- 
izations  and   price   rises  by 


OPEC  countries  in  the  mid 
1970s,  the  world  has  wondered  what 
great  benefits  such  riches  would  bring 
to  developing  economies.  Now  the 
first  returns  are  in  from  Venezuela, 
and  they  are  gloomy. 

Venezuela's  economy  is  stagnant.  It 
has  had  no  growth  for  three  years,  an 
actual  negative  rate  last  year  and  it 
may  not  be  much  better  this  year. 
Couple  that  with  a  population  in- 
crease of  3.6%  a  year  and  illegal  immi- 
gration— Venezuela  stagnant  is  far 
better  off  than  its  neighbors — and  per 
capita  income,  which  may  be  around 
$4,000,  has  shrunk  in  real  terms  the 
last  few  years.  This  is  despite  the  fact 
that  Venezuela,  a  nation  of  17  million 


people,  took  in  $18  billion  from  oil 
exports  last  year,  up  33%  from  1979. 
How  is  it  possible? 

The  problem  is  that  the  govern- 
ment, after  nationalizing  the  oil  in 
1976,  tried  to  do  too  much,  too  soon, 
with  too  little  experienced  help.  Oil 
and  other  government  industries,  tak- 
en over  with  oil  money,  account  for 
half  the  gross  domestic  product  of  $60 
billion.  The  work  force  is  estimated  at 
close  to  5  million,  with  perhaps  18%  in 
government  and  another  30%  in  in- 
dustries that  depend  on  government. 

Venezuela,  of  course,  has  been  in 
the  oil  business  since  the  1920s.  But 
critics  complained  for  years  that  the 
nation  squandered  its  early  oil  wealth 
on  consumer  goods  instead  of  building 
its  economy.  So  when  the  gusher  of 
1970s-style  oil  riches  began  rolling  in, 
Venezuela  tried  to  make  up  for  lost 


time.  It  spent  billions  of  dollars  on 
massive  industrial  projects — "sowing 
the  petroleum,"  they  called  it.  They 
are  massive  money  losers.  Petro- 
chemicals, for  example,  lost  $115  mil- 
lion on  operations  two  years  ago  on 
sales  of  $82.5  million;  last  year  the 
loss  was  down  to  $85  million  on  sales 
of  $197  million,  but  improvement 
came  only  after  the  efficient  oil  indus- 
try took  over  petrochemicals. 

"The  root  of  the  problem  was  the 
tremendous  politicization,  adminis- 
trational  corruption  and  general  lack 
of  efficiency,"  says  Minister  of  Energy 
and  Mines  Huberto  Calderon  Berti. 
Managers  of  government  plants  were 
appointed  for  party  activism. 

Steel  went  through  another  big  ex- 
pansion. Last  year  the  loss  was  $232 
million,  and  capacity  isn't  even  5  mil- 
lion tons. 

In  aluminum,  200  of  620  "pots"  in 
the  industry  are  knocked  out  because 
the  molten  metal  froze  in  the  pots. 
"Some  stupid  s.o.b.  turned  off  the 
electricity,"  says  an  economic  analyst 
in  Caracas.  The  Guri  Dam  expansion, 
which  is  to  raise  capacity  to  9  million 
kilowatts,  is  four  years  behind  sched- 
ule. Attempts  to  eliminate  unneeded 
employees  in  government  industries 
are  met  with  strike  threats,  and  there 
are  about  200  government-run  busi- 
nesses. There  may  even  be  more, 
businessmen  say,  because  states  and 
autonomous  agencies  often  bailed  out 
failing  businesses,  taking  them  over. 
The  central  government  didn't  keep 
track  and  is  catching  up  on  the  num- 
bers now.  Indeed,  the  foreign  debt  of 
about  $10  billion  may  be  half  again  as 
large  because  of  borrowing  by  state 


Slum  bousing  lacing  the  hills  surrounding  Caracas,  and  a  high-rise  downtown 
"The  oil  industry  is  the  only  thing  that  works." 
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and  local  governments. 

"The  problem?  The  problem  is  that 
80%  of  the  money  spent  on  those 
huge  projects  was  wasted,"  says  Ra- 
fael Tudela,  one  of  Venezuela's  best- 
known  businessmen. 

"It  was  a  lousy  program  in  the  first 
place,  that's  what  went  wrong,"  says 
his  friend  Jorge  Olavarria,  the  caustic 
editor  oiResumen,  a  popular  business 
magazine.  "We  thought  the  oil  would 
run  out  before  we  created  new  riches 
to  replace  it,"  adds  Olavarria.  "We're 
going  to  collapse  first." 

Actually,  Venezuela  won't  collapse 
as  long  as  the  oil  lasts,  and  some  of 
today's  disasters  may  eventually  work 
out.  The  government  thinks  the  pet- 
rochemicals may  be  in  the  black  this 
year.  When  the  additional  Guri  Dam 
power  arrives  and  is  combined  with 
Venezuelan  and  Jamaican  bauxite,  alu- 
minum could  be  a  major  success. 

And  Venezuela,  let  it  be  said,  has 
many  things  going  for  it.  Its  people  are 
literate  and  living  standards  are  high 
for  Latin  America.  Venezuela  has 
been  a  functioning  democracy  for 
more  than  20  years — no  coups,  no 
guerrillas,  no  disappearing  critics.  No 
other  South  American  nation  can 
make  those  statements.  Politically, 
Venezuela  stands  with  the  U.S.,  fairly 
rare  for  a  Third  World  oil  power.  The 
oil  industry  is  kept  out  of  politics  and 
is  corruption-free  and  well  run.  "The 
oil  industry  is  the  only  thing  that 
works  in  Venezuela,"  one  American 
resident  says. 

Venezuelans  do  have  confidence  in 
their  unpoliticized  oil  industry.  But 
there  is  a  problem,  even  with  oil.  Pro- 
duction peaked  at  3.7  million  barrels  a 
day  back  in  1970.  Production  capacity 
is  now  2.4  million  barrels  daily.  The 
state  oil  company,  Petroleos  de  Ven- 
ezuela, is  spending  heavily  to  find  and 
pump  more — $3.7  billion  last  year  and 
rising,  more  than  double  1979's 
spending.  The  goal  is  to  push  poten- 
tial back  up  to  2.8  million  barrels  a 
day  by  1985. 

"We  want  to  stay  in  the  business 
for  many  hundreds  of  years,"  says 
Wolf  Petzall,  a  Petroleos  director.  The 
answer  is  the  Faja  (the  belt),  the  huge 
heavy-oil  deposits  in  the  Orinoco  Riv- 
er oil  belt  in  central  Venezuela.  Re- 
serves are  at  least  700  billion  to  1 
trillion  barrels.  "Even  10%  of  that  is 
100  billion  barrels,"  says  Petzall.  The 
trouble  is  that  the  Faja's  oil  is  hard  to 
extract  and  handle. 

Petroleos  plans  to  spend  $8  billion 
in  one  major  Faja  field  in  this  decade. 
"That's  not  just  getting  the  oil  out, 
but  upgrading,  refinery,  port,  pipe- 
lines, steam  inaction,"  says  one  U.S. 
expert.  For  that  $8  billion  the  Vene- 


zuelans hope  for  125,000  barrels  per 
day  of  salable  oil  by  1988.  Another 
Faja  project,  though  easier,  will  cost 
perhaps  $3  billion  for  production  of 
100,000  barrels  per  day  by  1988.  Faja 
production  might  reach  1  million  a 
day  in  20  years  just  as  conventional 
supplies  are  running  dry.  "Here  in 
Venezuela,-  nobody  thinks  20  years 
ahead,"  Calderon  Berti,  the  energy 
minister,  has  said.  But  with  the  plans 
for  the  Faja,  he  adds,  "I  believe  that, 
for  the  first  time,  we  have  done  a 
prospective  exercise." 

There  is  at  least  a  sense  in  Venezu- 
ela that  it  must  free  itself  from  the 
artificial,  government-controlled 
economy.  But  that  is  easier  said  than 
done.  When  President  Luis  Herrera 
Campins  took  office  in  1979,  he 
wanted  to  liberate  the  private  sector 
from  controls.  But  when  some  price 
controls  were  lifted,  prices  shot  up — 
22%.  The  Venezuelan  Congress  voted 
a  30%  wage  increase  for  the  nation's 
workers.  Worried  then  about  infla- 


tion, it  curbed  the  "liberation."  Credit 
was  tightened,  advance  notice  on 
price  increases  was  required,  con- 
struction was  slowed.  Inflation  is 
slowing  to  about  12%  to  15%  this 
year,  but  so  is  private  investment. 
Businessmen  say  they  have  no  confi- 
dence in  the  government's  ability  to 
run  the  economy. 

And  the  government's  weakness  is 
a  suspicion  that  profits  aren't  quite 
honest — that  businesses,  even  hotels, 
are  too  important  to  be  left  to  busi- 
nessmen. Until  that  attitude  changes, 
bureaucratic  inefficiency  may  be  the 
rule  rather  than  the  exception. 

"Are  we  capitalist  or  socialist?" 
asks  editor  Olavarria.  "Our  govern- 
ment has  managed  to  achieve  the 
worst  of  both  systems.  It  has  the  inef- 
ficiency of  socialism  without  the 
compassion,  the  greed  of  capitalism 
but  not  the  competition  nor  the  ser- 
vice to  the  consumer."  With  nations, 
as  with  men,  great  sudden  wealth  is  as 
much  a  hazard  as  a  cure.  ■ 


What  is  Sears  getting  for  the  big  dollars 
that  it  is  paying  for  Coldwell,  Banker? 


Paying  the  piper 
a  lot 


By  Maurice  Barnfatber 

Sears,  Roebuck  Corp.'s  $179 
million  acquisition  last  week  of 
Los  Angeles-based  real  estate 
broker  Coldwell,  Banker  shows  how 
serious  Sears  is  about  becoming  "the 
largest  consumer-oriented  financial 
services  entity." 

The  rush  into  financial  services  has 
seen  Prudential  Insurance  acquire 
Bache  Halsey  Stuart  Shields  and 
American  Express  merge  with  Shear- 
son  Loeb  Rhoades  this  year.  Merrill 
Lynch  Corp.  has  been  building  its  ca- 
pability internally  for  at  least  a  de- 
cade. Now  Sears  has  paid  CB  Chair- 
man C.  Wesley  Poulson,  51,  a  hand- 
some bonus  of  $2.4  million  for  his 
Coldwell,  Banker  stock.  The  $42-a- 


share  Sears  bid  was  a  massive  80% 
premium  over  the  then  market  price. 
"A  predominant  reason  for  the  trans- 
action is  the  quality  of  Coldwell, 
Banker's  management,"  explained 
Sears  Chairman  Edward  Telling, 
clearly  referring  to  Poulson. 

With  Poulson,  Sears  gets  a  highly 
regarded  manager  who  has  built  $285 
million  (revenues)  Coldwell  into  the 
nation's  largest  independent  commer- 
cial and  residential  real  estate  broker. 
Sears  immediately  named  him  chair- 
man of  its  Seraco  Group,  the  division 
it  formed  in  January  1980  for  its  exist- 
ing real  estate  and  financial  services 
businesses. 

Sears  will  get  over  50%  of  its  1981 
$2.40  per-share  earnings  from  Allstate 
Insurance,  compared  with  one-third 
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from  merchandising.  The  newly  ener- 
gized Seraco  Group  could  provide 
25%  of  earnings  in  perhaps  three 
years,  predicts  Stanley  Iverson  of  Chi- 
cago's Duff  &.  Phelps. 

Analysts  make  much  of  the  fact 
that  Sears  has  a  huge  "customer 
base" — the  26  million  people  who  buy 
on  credit  from  it  every  year.  The  as- 


sumption is  that  many  of  them  will  be 
relatively  easy  targets  for  other  Sears 
services.  Will  it  work  that  way?  You 
would  gladly  buy  a  power  saw  from 
this  man,  but  would  you  necessarily 
buy  a  house  from  him?  Put  the  ques- 
tion another  way:  Is  this  costly  quest 
to  build  "financial  department"  stores 
just  another  corporate  fad?  ■ 


A  lot  of  experts  agree  that  the  videodisc  has 
a  great future.  But  how  great?  How  far  off? 


RCA's  VideoDisc 
blues 


By  Richard  Stern 


Has  RCA's  Selectavision  Vid- 
eoDisc system  bombed?  A 
good  many  retailers  say  it  has. 
A  spokesman  for  RCA's  consumer 
electronics  division  says  "40,000  to 
50,000"  machines  have  been  sold  by 
retailers  since  March.  But  that's  only 
a  fraction  of  the  300,000  machines  a 
year  the  company  claims  it  needs  to 
break  even  on  its  $200  million  invest- 
ment. "No  RCA  VideoDisc  players 
have  been  sold  here  in  five  months 
and  they  no  longer  are  kept  on  hand," 
says  Dennis  Hodgkins,  a  salesman  at 
Federated  Group's  West  Los  Angeles 
branch.  "I  think  they  have  failed, 
quite  honestly,"  says  Jay  Shapiro, 
manager  of  Manhattan  deep  discount- 
er Uncle  Steve. 

RCA  insists  it  has  not  lost  faith  in 
its  $499  disc  player,  which  it  priced 
low  to  compete  against  the  more  ex- 
pensive videotape  recorders.  Execu- 
tives recall  the  early  days  of  color  TV, 
which  RCA  was  pushing  while  others 
were  scoffing.  In  its  first  year,  1954, 
color  sold  only  5,000  sets  and  the 
gloomsters  already  had  buried  it. 

So  RCA's  optimists  are  going  way 
out  on  a  limb.  Frank  McCann,  spokes- 
man for  the  consumer  electronics  di- 
vision in  Indianapolis,  predicts  a  new 
$20  million  ad  campaign  will  spur 
consumers  to  buy  40,000  to  50,000 
VideoDiscs  by  Christmas.  After  that, 


his  scenario  goes,  the  VideoDisc 
snowballs  downhill  toward  a  market 
that  could  match  color  TV's  annual 
industrywide  sales  of  1 1  million. 

If  the  VideoDisc  system  bombs — 
and  it  has  been  a  big  disappointment 
so  far — it  will  do  so  because  of  a  major 
defect:  Unlike  a  videotape  recorder,  it 
cannot  record.  For  as  little  as  $1 1,  the 
consumer  can  buy  a  blank  videotape 
and  use  it  over  and  over  to  record  TV 
programs;  a  videodisc,  costing  around 
$30,  can  play  only  what  has  been  re- 
corded on  it. 

"It  does  not  make  any  difference 


***    ^a~.  ? 


Sir*      ^  *  * 


that  they  [VideoDisc  machines]  are 
cheaper,"  says  Shapiro  at  Uncle  Steve. 
Uncle  Steve  retails  the  VideoDisc  for 
$365,  but  barely  sells  1  for  every  100 
videotape  players.  He's  now  selling 
videotape  recorders  for  as  low  as  $465. 

Dealers  report  that  the  VideoDisc's 
higher-price  laser-operated  disc  com- 
petitors manufactured  by  Pioneer  and 
Magnavox — with  no  price  differential 
from  the  tapes — are  also  faring  badly. 
All  told,  the  videotape  machines  are 
fast  becoming  a  household  necessity 
in  the  TV  age.  The  videotape  ma- 
chines are  selling  at  the  rate  of  1.3 
million  this  year,  and  RCA,  which  has 
a  third  of  the  market,  knows  this. 

Prerecorded  videotape  movies,  such 
&sM*A*S*H,  now  selling  for  $59.95,  are 
also  coming  way  down,  thanks  in  part 
to  innovations  under  way  at  compa- 
nies like  Japan's  Matsushita  Electric 
that  allow  for  faster  duplication. 
Meanwhile,  Warner  Communications 
has  decided  that  consumers  don't 
want  to  buy  most  movies.  It  is 
switching  its  growing  catalog  to  rent- 
als only.  Dealers  across  the  nation 
have  set  up  video  rental  libraries.  "Ev- 
erybody and  his  brother  is  renting," 
says  Jim  Irvine  of  Videoland  in  Hous- 
ton. The  average  rental  price  ranges 
from  $3.50  to  $6.50. 

RCA  continues  to  pour  money  into 
the  VideoDisc.  It  is  spending  at  least 
$35  million — and  probably  more — on 
top  of  its  $200  million  in  research, 
development  and  startup  costs. 

For  Thornton  Bradshaw,  who  quit 
the  presidency  of  Atlantic  Richfield 
last  July  to  take  over  the  chairman- 
ship at  RCA,  a  major  strategic  deci- 
sion looms:  Should  he  cut  his  losses 
now,  or  the  VideoDisc?  Or  should  he 
pour  more  money  in,  hoping  to  repeat 
RCA's  long-ago  triumph  in  color  TV? 
It  will  not  be  an  easy  decision.  ■ 


RCA  VideoDisc  in  a  New  York  store 
Gathering  dust  on  the  shelf? 
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Not  even  Ma  Bell  can  afford  to  do  business 
as  usual  at  today's  high  interest  rates. 


AT&T's 

$2.6  billion 
passalong 


By  Richard  Greene 


By  changing  its  accounting 
practices,  AT&T  will  be  adding 
an  estimated  $2  billion-plus  to 
its  annual  cash  flow  by  1984,  saving 
hundreds  of  millions  in  interest  ex- 
pense and  sending  the  telephone  in- 
stallation fee  through  the  roof. 

Here's  the  story:  Around  four  years 
ago  AT&T  appealed  to  the  Federal 
Communications  Commission  to 
allow  it  to  expense  its  station  con- 
nections— the  wires  that  connect 
your  telephone  to  the  outside  wall. 
Ma  Bell  has  pithily  dubbed  these 
cables  Account  232.  AT&T  argued 
that  these  wires  have  a  relatively 
short  real  life,  since  there  is  so 
much  changing  of  homes  in  this 
country.  When  a  new  occupant 
moves  into  an  old  home,  he  imme- 
diately wants  a  new  phone  line  in 
the  bedroom  and  another  phone 
line  moved  from  one  side  of  the 
kitchen  to  the  other.  So  the  phone 
company  claimed  that  it  no  longer 
made  sense  to  continue  depreciat- 
ing these  wires  over  eight  years. 

At  the  beginning  of  this  year,  the 
FCC  decided  to  go  along  with  Bell  and 
allow  it  to  stop  capitalizing  and  start 
expensing  the  station  connections.  In 
some  states,  that  will  be  accom- 
plished through  the  so-called  flash-cut 
system,  in  which  they  will  start  ex- 
pensing immediately.  In  most  states 
the  new  system  will  be  phased  in  over 
four  years.  In  many  cases — regardless 
of  which  system  is  used — expensing 
will  be  retroactive  to  last  Jan.  1.  It  has 
been  estimated  that  Bell  will  be  ex- 
pensing about  $2.6  billion  worth  of 
the  stuff  by  1984. 

As  for  the  "imbedded  equip- 
ment"— the  station  connections  that 
are  already  in  place — AT&T  will 
write  down  its  S10  billion  capital 


cost  over  the  next  ten  years. 

Who  is  going  to  pay  for  the  "ex- 
pensing"? Under  the  old  system,  the 
excess  cost  of  installation  was  paid  for 
by  all  telephone  users;  it  was  built 
into  the  rate  base.  So  now  the  tele- 
phone company  is  going  to  rate  com- 
missions and  is  asking  to  be  allowed 
to  recover  the  full  cost  of  installation 
from  the  customer  who  is  having  the 


equipment  installed.  In  effect,  you 
will  be  buying  that  piece  of  wire  from 
AT&T  instead  of  renting  it.  How 
much  will  the  new  tab  be?  In  Illinois, 
for  example,  the  rates  for  telephone 
installation  will  probably  go  up  from 
$36  to  $109,  according  to  William 
Springer,  Illinois  Bell's  chief  financial 
officer. 

Naturally,  if  the  phone  company 
gets  all  the  rate  relief  it  is  requesting, 
there  will  be  absolutely  no  effect  on 
earnings — billions  will  be  going  out  in 
expensing  and  coming  back  in  higher 
rates.  But  that's  a  big  if.  Public  utility 
commissions  are  not  known  for  their 
sympathy  for  giant  corporations,  and 
are    less    known   for   their  speed. 


There's  a  real  danger  that  regulatory 
lag  will  leave  AT&T  holding  the  bag 
for  a  fair  amount  of  its  expensed  sta- 
tion equipment,  as  it  waits  for  the 
commissions  to  make  up  their  minds. 

Brad  Peery,  an  analyst  with  Paine 
Webber  Mitchell  Hutchins,  figures 
that  lag  could  cost  AT&T  from  20  to 
25  cents  a  share  next  year,  with  at 
least  some  possibility  of  going  as  high 
as  40  cents. 

But  the  risk  is  worth  it.  Eventual- 
ly, Bell  will  get  the  rates  it  wants. 
In  the  meantime,  the  company  will 
start  saving  the  huge  amounts  of 
cash  it  has  been  spending  to  carry 
capitalized  installations.  Says  Illinois 
Bell's  Springer,  "That's  where  the 
principal  advantage  comes  in.  To 
the  extent  that  we  can  save  16% 
carrying  charges,  it  will  be  a  big 
help." 

What  does  the  consumer  get  out  of 
all  this?  Well,  according  to  Carl  Horn, 
assistant  vice  president  for  state  regu- 
lations at  AT&T,  "He  gets  to  choose 
who  installs  the  wire."  And  who  is 
competing  for  that  service  now? 
Horn:  "You  could  call  up  your  local 
electrician  and  say,  'Would  you  run 
the  inside  wire  for  me?'  I  have  a  fire- 
man who  washes  my  windows  and 
I  can't  stand  to  wash  windows. 
And  that  fireman  is  very  good  at 
doing  a  lot  of  things  around  the 
house  and  he  may  also  do  it.  .  .  ." 

Presumably,  the  consumer  will 
also  get  actual  dollar  savings  in  the 
long  run,  equivalent  to  the  amount 
AT&T  will  save  on  its  borrowings 
if  the  phone  company  passes  those 
savings  along.  But  in  the  past, 
when  the  FCC  has  tried  to  figure 
out  exactly  where  the  dollars  in  the 
Bell  System  go,  it  has  been  thor- 
oughly befuddled.  So,  a  savings  in 
one  place  has  absolutely  no  guaran- 
tee of  winding  up  in  a  consumer's 
pocket. 

But  this  move  is  far  more  sig- 
nificant than  an  adjustment  on  a 
few  million  consumers'  bills.  It's  a 
sign  that  AT&T  is  drastically 
changing  its  corporate  strategy.  No 
longer  is  the  rate  base  all-important. 
For  years,  AT&T  has  capitalized  ev- 
ery wire,  every  screw,  every  bit  of 
electronic  gear,  in  order  to  get  its 
capital  base  as  high  as  possible — and 
rush  to  the  regulators  for  rate  in- 
creases based  on  that. 

But  now  Ma  Bell  is  waking  up  to  the 
fact  that  while  future  dollars  are  nice, 
cash  flow  is  what  really  counts.  It's 
pleasant  to  see  an  influx  of  dollars 
stretching  far  into  the  horizon,  but 
when  you  have  to  finance  those  dol- 
lars at  16%  interest  rates  it's  a  luxury 
not  even  Ma  Bell  can  afford.  ■ 
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organized  the  funding 
for  The  Cleveland 
Museum  of  Arts 


museum  ui  nus 

purchase  from  London 
of  The  Martyrdom  s 


of  St.  Andrew  by 
Caravaggio. 

i 


lid  "Yes,  you  can" 
I)  Cook  United 
iihen  they  wanted 
I  speed  up  collec- 
!  on  of  funds  from 
jjieir  geographically 
aspersed  stores. 


put  Crysteco,  Inc.,  maker  of 
computer  chip  silicon  wafers,** 
on-line  with  modern  finaneiak. 
services,  like  accounts  receivable; 
inventory  financing  and 
revolving  credit. 

erflrust. 


e  Bank 


v  'OH 


helped  wrap  up  a 
large  contract  for  General 
Fabrics  Corporation  to  make 
duffel  bags  for  the 
Federal  government. 


set  sales  ablaze  for 
Buckeye  Fire 
Equipment  Company 
of  Kings  Mountain,  North 
Carolina,  with  funds  to  grow 
into  a  significant 
manufacturer  of  fire 

extinguisher 

equipment. 


Hi 


/hierfltust 

Headquarters  Cleveland.  Ohio 

The  Bank  that 
makes  things  happen. 


Two  years  ago  Uniroyal  looked  like  a 
basket  case.  Now  it's  one  of  Wall  Street's 
favorite  recovery  stories. 

Uniroyal  after 
the  retread 


By  Eamonn  Fingleton 

When  I  became  chief  execu- 
tive in  February  1980,  it  was 
this  company's  darkest 
hour,"  says  Uniroyal's  burly  President 
Joseph  P.  Flannery,  with  a  steely  glint 
in  his  eye.  "We  suddenly  realized  that 
the  year  was  going  to  be  a  disaster  for 
Detroit.  And  we  had  almost  no  elbow- 
room  with  the  banks.  I  said  to  myself, 
'This  company  must  not  collapse!  '  " 

What  Flannery  has  been  able  to  ac- 
complish in  the  18  months  since  then 
has  astounded  many  Wall  Streeters. 
"It's  a  miracle,"  says  Donald.  De- 
Scenza,  tire  analyst  at  Donaldson, 
Lufkin  &.  Jenrette.  "Two  years  ago  the 
prevailing  opinion  was  that  Uniroyal 
would  either  go  under  or  at  least  be 


forced  out  of  tires.  Now  it  is  near  the 
top  of  the  profitability  league  in  do- 
mestic tire  production." 

Even  set  against  the  background  of 
a  recovering  industry,  the  figures  are 
impressive.  Wall  Street  is  now  pro- 
jecting earnings  for  Uniroyal  of  $36 
million  this  year,  against  losses  of  $8 
million  last  year  and  a  near-cata- 
strophic $121  million  in  1979.  Ac- 
cording to  a  survey  last  month  by 
Lynch,  Jones  &  Ryan,  a  stock  broker- 
age firm  that  tracks  Wall  Street  ana- 
lysts' earnings  estimates,  the  latest 
forecasts  for  Uniroyal  were  revised 
upward  by  21%  by  mid-September. 
That  was  the  biggest  uptick  for  any 
major  corporation,  and  analysts  see 
further  jam  ahead  next  year:  The  con- 
sensus is  that  tax-sheltered  earnings 


will   be   more    than   $45  million. 

The  turnaround  follows  a  reshuffle 
of  top  management,  which  began  in 
1979  and  culminated  in  February 
1980,  when,  with  the  banks  breathing 
down  his  neck,  51 -year-old  Chairman 
David  Beretta  handed  over  the  chief 
executive  title  to  Joseph  Flannery. 

Flannery,  a  research  chemist  who 
rose  through  Uniroyal's  modest  but 
thriving  $500  million  (sales)  chemicals 
division,  knew  the  company  had  to 
face  reality.  For  a  generation  it  had 
vainly  aspired  to  be  one  of  the  majors 
of  the  world  tire  industry.  It  not  only 
maintained  a  full  range  of  products  but 
nurtured  hopes  of  increasing  its  mar- 
ket share  against  larger,  more  profit- 
able competition.  The  effort  put  disas- 
trous pressure  on  margins,  already 
among  the  lowest  in  the  industry. 

Flannery  and  his  energetic  new  tire 
division  president,  Sheldon  Salzman, 
another  chemical  division  alumnus, 
set  about  stripping  away  the  preten- 
sions. They  closed  two  of  the  group's 
five  domestic  tire  factories  and  sold 
off  the  company's  $380  million  tire 
business  in  Europe  and  Australia. 

Flannery's  resolve  was  stiffened  by 
the  banks.  They  had  just  given  Uni- 
royal revolving  credits  totaling  $250 
million,  with  a  warning  not  to  let  net 
worth  fall  below  $476  million.  Net 
worth  was  then  only  $495  million  and 
falling. 

One  of  the  critical  elements  in  hold- 
ing net  worth  at  acceptable  levels  was 
Salzman's  decision  to  chop  the  tire 
range  from  1,800  to  1,200.  With  fewer 
lines  and  sizes,  inventories  have  been 
slashed,  releasing  vital  cash  that  has 
helped  reduce  short-term  borrowings 
from  $240  million  to  $100  million. 
The  ratio  of  sales  to  inventory  has 
improved  a  spectacular  30%  in  a  year. 
Because  the  plants  were  producing 
fewer  lines,  Uniroyal  found  it  easier  to 
keep  inventories  at  economic  levels. 

Flannery  recalls:  "For  a  number  of 
months  working  capital  kept  falling 
and  the  tire  division  exceeded  each 
monthly  sales  forecast.  I  kept  waiting 
for  them  to  say  we  didn't  meet  the 
sales  forecast  because  we  did  not  have 
the  inventory.  But  they  didn't." 

Salzman  also  set  to  work  on  Uni- 
royal's pathetically  low  margins  on 
replacement-market  tires.  He  discov- 
ered that  too  many  original-equip- 
ment tires  failing  to  meet  the  auto- 
makers' ultra-tight  specifications 
were  being  dumped  on  the  less-de- 
manding replacement  market.  Deal- 
ers were  being  force-fed  with  hefty 
discounts.  The  result:  not  only  thread- 
bare margins,  but  a  cheap  image. 

After  a  year  of  holding  the  produc- 
tion department's  feet  to  the  fire, 


Flannery  and  Salzman 

They  stripped  away  Uniroyal's  global  pretensions. 
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When  vou  decide  on  a  Sharp  SF-770  Copier 

IT'S  A  VALUE 


JUDGMENT. 


Matter  of  fact,  as  you  read 
;>n,  you  can't  heip  but  see  with 
I 'our  own  eyes  why  our  new 
>harp  SF-770  Copier  is  just 
nore  valuable,  period. 

Maybe  that's  because  it's 
;ot  more  going  for  it,  more  raw 
potential,  more  features  fea- 
ured,  than  any  other  copier  in 
ts  class. 

Maybe  it's  our  self- 
iiagnosis. 

The  Sharp  SF-770,  with  its 
>wn  self-diagnostic  capabilities, 


EH  H  E 


/  n  / 

i  '  ■* 


:an  tell  you  all  by  itself  when  it's 
lungry  or  thirsty  for  more  paper 
3r  toner  (dry -toner,  of  course). 
Or  if  something  went  down 


the  wrong  pipe  (which  is  rare). 

Point  is,  you  know  just  how 
your  copier  is  feeling  at  all  times 
That's  because  we  believe  in 
preventive  medicine. 
Maybe  it's  our  split 
personality. 

Paper- size 
wise,  that 
is.  We  can 
copy 

H"xl7"or8'/2"xll"or 
even  down  to  invoice 
size  just  by  switching 
paper  cassettes. 

We  can  even  be  a 
2-faced  copier  as 
well,  because 
you  can  copy  on 
both  sides  of  our 
2-sized  paper. 
Double-duty! 


Maybe  it's  our  flip-top  box. 

The  Sharp  SF-770  doesn't 
clam-up  on  you  when  you've  got 
a  problem.  Quite  to  the  contrary. 

If  your  copier  is  on  the  blink, 
our  easy-to-service  "clamshell 
design"  makes  the  job  a  breeze 
for  rapid  repairs. 

Maybe  it's  just 
because  weVe 
Sharp. 
That's  a  good 
enough  reason  right 
there  to  look  into  a  new 
Sharp  SF-770  copier. 
It  gives  you  much 
more  for  much  less. 
And  isn't  that 
what  value  is  all  about? 

Call  toll  free  800- 
447-4700.  (In  Illinois, 
800-322-4400.) 


Sharp  Electronics  Corp. 
P.O.  Box  204 
Wayne,  N.J.  07470 

□  Please  send  me  more 
information  about  the 
Sharp  SF-770. 

□  Please  set  up 

a  demonstration. 


Name_ 
Title_ 


MH0RIZED 

|gg§ 

^DEALERS 


Company- 
Street  

City  

State  

Phone _ 


(Area  Code)  GS-00S-232' 
DEPT-  C-CPD-F -10-261 


FROM  SHARP  MINDS  1 
COME  SHARP  PRODUCT 


THE  EDITORS  OF  "ROAD  &  TRACK" 
CONSIDER  IT  THE  BEST  SPORTS  SEDAI 
FORTHE  EIGHTIES. 

AND  YOU'RE  NOT  CONSIDERING  IT? 


nple  it  would  be  to 
the  Audi,  the  BMW 
Mercedes  and  de- 
!  at  herein  lies  all  the 
(nance  you're  likely  to 
ter  in  a  sports  sedan, 
bu  wouldn't  be  alone, 
yers  following  other 
:  ers  claiming  to  be 
enthusiasts  have 
1  that  well-worn  path 


for  years. 

The  editors  oiRoad 
&  Track,  on  the  other  hand, 
have  long  earned  the  es- 
teem of  the  automotive 
world,  not  to  mention  their 
very  livelihood,  by  looking 
into  these  things  for 
themselves. 

And  they  recently  voted 
the  Saab  900  Turbo  the  best 


sports  sedan  for  the  eighties 
Unanimously. 

Now,  you  may  still  end 
up  buying  whatever  car  you 
assumed  you  were  going  to 
buy  in  the  first  place. 

But  before  you  actu- 
ally plunk  down  the  money, 
why  not  indulge  that  little 
twinge  of  curiosity  you  al- 
ready feel  and  ask  yourself 


what  the  gentlemen  from 
Road  &  Track  magazine  saw 
in  that  car. 

All  you  need  is  an  open 
mind,  and  an  open  road,  to 
find  out. 


The  most  intelligent  car 
ever  built. 


Robertshaw's 
automatic  pilot  light 
boosts  energy  savings  in 
revolutionary  wall-mounted  gas 
boiler  design  from  Myson  Group. 

Using  a  Robertshaw  automatic  control  system  that  lights 
the  pilot  gas  only  when  needed,  this  compact  new  boiler 
cuts  home  heating  costs.  Engineers  of  the  Myson  Group 
Ltd.  (England)  carefully  matched  burner  design  to  combus- 
tion chamber  geometry  and  innovative  heat  exchanger 
ideas  to  achieve  very  high  operating  efficiency. 

New  ways  to  conserve  energy  are  on  the  Robertshaw 
drawing  boards  to  join  other  controls  already  saving  on  fuel 
bills  for  industrial,  commercial  and  home  customers.  Energy 
efficiency  is  a  major  benefit  from  many  of  more  than  10,000 
Robertshaw  products  Write  to  Robertshaw  Controls  Com- 
pany, Dept.  TCMF,  P.O.  Box  26544,  Richmond.VA  23261. 
Or  call  804/281-0700.  Exports:  Call  Robertshaw  Inter- 
national Operations,  804/285-4161 . 


CONTROLS  COMPANY 

The  Energy  Control  Company 


4 


THE  1982 
WORLD'S  FAIR . 


UNWIND  IN 
SECLUSION 

. .  at  some  very  special  and  exclusive 
vacation  resorts.  Our  highly  respected 
monthly  newsletter  is  a  connoisseur's 
guide  to  unspoiled  places,  providing 
executives  independent  reports  on  peace- 
ful mountain  sanctuaries,  uncrowded 
countryside  retreats  and  enchanting 
islands  we  regularly  uncover  here  and 
abroad.  Accommodation  offerings, 
ambience,  food,  staff,  service,  rates 
and  recreational  diversions  are  all 
desci.  )ed  in  lively  detail.  Twelve  monthly 
repoi  $29.  (Overseas  airmail,  $35.) 
Satisfaction  guaranteed  or  subscription 
price  refunded. 

Q\ii  lied  can  «u '  Report® 

Published  Monthly 
by  Harper  Associates,  Inc. 
*     Box  66-R  •  Fairfax  Station,  VA  22039 


SOLAR 
IS  HERE 
AND  NOW 

Advance  Marketing  techniques  de- 
veloped by  our  international  organi- 
zation have  enabled  us  to  establish 
current  distributors  of  Solar  Heating 
Systems  in  wide  marketing  areas. 

Adoption  of  our  in  field  proven 
marketing  experience  results  in  sub- 
stantial profits  with  modest  starting 
capital. 

We  are  seeking  financially  responsi- 
ble parties  with  marketing  back- 
ground who  want  to  get  started  in 
this  quick  expanding  market  in  the 
right  way. 

For  information  on  how  to  capital- 
ize on  the  future  write  to: 

SOLAR  DIVISION 
SOLCOOR  INC. 
2  Park  Ave. 
New  York,  N.Y.  10016 

□ 

or  call:  (212)561-7204 


Salzman  has  almost  eliminated  the 
reject  problem  in  original-equipment 
tires.  He  has  also  shrewdly  capitalized 
on  the  new  federal  grading  system  for 
tires.  While  everyone  else  in  the  in- 
dustry was  busy  complaining  about 
the  requirement  to  emboss  tire-qual- 
ity codes  on  tire  walls,  Uniroyal  no- 
ticed that  it  came  out  miles  ahead  of 
others  in  some  of  the  tests  and  adver- 
tised that  fact  with  great  fanfare.  In  a 
year  the  campaign  had  significantly 
upgraded  Uniroyal's  image. 

Meanwhile,  with  the  banks  hold- 
ing a  knife  to  his  ribs,  Flannery  per- 
suaded the  work  force  to  accept  an 
unprecedented  13%  pay  cut,  which 
saved  a  much-needed  $27  million  in 


For  a  generation  Uniroyal 
vainly  aspired  to  be  one  of 
the  majors  of  the  world  tire 
industry.  It  not  only  main- 
tained a  full  range  of  prod' 
nets  but  nurtured  hopes  of 
increasing  its  market  share 
against  larger  competition. 
The  effort  put  disastrous 
pressure  on  margins. 


pay  and  benefits  in  the  second  half  of 
1980  alone. 

The  storm  may  be  over,  but  Flan- 
nery is  not  yet  home  and  dry.  One 
cloud  on  the  horizon  is  the  fear  that 
Michelin  could  make  a  big  dent  in 
Uniroyal's  one-third  share  of  General 
Motors'  U.S.  needs.  Until  now  Miche- 
lin's  ambitions  have  been  frustrated 
by  an  impasse  over  GM's  policy  of 
independently  checking  suppliers' 
production  lines.  Gallic  pride  has  so 
far  kept  Michelin  from  conceding 
GM's  terms — but  compromise  is  not 
inconceivable. 

Salzman  says  Uniroyal  will  never 
take  GM  for  granted,  and  will  main- 
tain engineering  standards  that  will 
keep  the  competition  at  bay. 

In  the  long  run  Flannery  is  counting 
on  growth  in  chemicals  to  make  up 
for  disappointments  in  the  tire  divi- 
sion. Over  the  next  five  years  he  ex- 
pects chemical  products  to  grow  from 
10%  to  40%  of  sales.  The  effect  on 
profits  will  be  even  greater,  because 
Uniroyal  has  established  an  enviable 
record  for  identifying  specific  high- 
margin  opportunities  in  such  areas  as 
herbicides. 

Flannery,  who  habitually  puts  in  an 
eleven-  or  twelve-hour  day  and  always 
takes  work  home  on  the  weekends, 
says  he  is  used  to  working  hard  but 
not  this  hard. 

Keep  it  up,  Flannery.  The  effort  is 
paying  off.  ■ 
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Psychology  &  Investing 


The  world's  investors,  led  by  Americans, 
are  coming  off  one  of  the  biggest  specula- 
tive binges  in  history.  It's  the  business  story 
of  the  year,  but  the  media  missed  it. 


Cash— the  hot 
new  collectible 


By  Srully  Blotnick 


ASK  A  TYPICAL  INVESTOR  tO  tell 
you  when  the  market  has 
b  reached  its  low  during  a  decline 
and  he  will  say — for  the  record — "No 
thanks,  I'm  not  going  to  stick  my  neck 
out."  Off  the  record,  he  will  hazard  a 
guess  or  two.  Once  the  market  does 
indeed  bottom  and  begins  to  recover 
decisively,  the  same  investor  will  then 
proudly  claim,  "See,  I  knew  it." 

He  didn't.  The  record  shows  that 
the  overwhelming  majority  guessed 
wrong,  and  did  so  repeatedly.  Never- 
theless, as  soon  as  the  market  is  head- 
ing upward  strongly,  and  in  retrospect 
can  be  seen  to  have  made  a  bottom, 
the  memory  of  investors  becomes 
blurred.  Each  is  now  convinced  that 
he  hit  it  right  on  the  nose.  A  harmless 
bit  of  self-congratulation?  Not  this 
time.  The  easy  self-deception  keeps 
people  playing  a  losing  game.  After  all, 
wasn't  he  right  the  last  time? 

For  that  reason,  the  vast  majority 
currently  are  paying  particularly  close 
attention  to  the  popular  market  aver- 
ages. Even  investors  who  are  inclined 
to  take  a  strictly  fundamental  ap- 
proach to  securities  analysis  suddenly 
become  technicians  when  the  market 
plunges.  Take  Ed,  a  civil  engineer  in 
Colorado.  Normally  he  talks  about 
"support"  in  connection  with  the 
buildings  and  bridges  he  helps  design. 
However,  rattled  by  the  stock  mar- 
ket's rapid  decline,  he  recently  aban- 
doned his  traditional  single-minded 
concentration  on  sales  and  earnings 

Dr.  Srully  Blotnick  is  a  practicing  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 
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But  New  York  Shows  Strong  Rally 


growth  of  the  companies  he  follows. 
Now  he's  talking  about  "support  lev- 
els on  the  Dow."  That's  quite  a 
switch.  Only  six  months  ago  he 
branded  all  such  technical  talk  "super- 
stitious mumbo  jumbo." 

It's  at  times  such  as  these  that  peo- 
ple consult  astrologers  and  tarot  cards. 
In  the  stock  market  they  turn  to 
charting  and  listen  to  self-promoting 
pied-pipers,  who  stand  out,  not  be- 
cause they  are  always  right  (they  rare- 
ly are),  but  because  of  their  abilities  to 
capture  the  attention  of  the  media. 

People  are  correct  in  thinking  that 
something  very  big  is  happening.  But 
most  of  them  are  looking  in  the 
wrong  places  and  listening  to  the 
wrong  people  for  the  answers. 

Basically  what  is  occurring  now  is 
that  a  massive  wave  of  speculation  is 
coming  to  an  end.  The  whole  country 
has  been  on  a  gambling  spree.  This 
round  was  different,  though.  When 
bouts  of  speculative  fever  gripped  the 
populace  in  the  past,  it  was  concen- 
trated in  one  particular  investment 
arena:  tulip  bulbs  in  Holland  in  the 
17th  century,  gold  in  northern  Cali- 
fornia in  the  mid- 19th  century,  the 
stock  market  in  the  late  1920s  and 
again  in  the  latter  part  of  the  1960s. 

In  each  case,  the  area  of  boiling 
speculation  was  easy  to  see  because  it 
was  confined.  The  speculative  wave 
now  coming  to  an  end  will,  in  retro- 


spect, be  seen  as  historically  unique 
for  two  reasons.  First,  it  was  signif- 
icantly larger.  That  is,  it  caught  up  a 
much  higher  proportion  of  the  general 
population — investors  of  every  vari- 
ety, as  well  as  ordinary  citizens.  Sec- 
ond, it  was  much  harder  to  see. 

Why?  Because  this  time  each 
American  was  able  to  find  his  own 
small  arena  in  which  to  speculate  year 
after  year,  without  realizing  that  tens 
of  millions  of  others  were  doing  pre- 
cisely the  same  thing  in  a  wide  vari- 
ety of  other  arenas.  In  collecting 
Mickey  Mouse  ashtrays,  old  pocket 
watches,  Depression  glass,  condomin- 
iums or  hot  Amex  stocks,  each  group 
thought  it  was  doing  its  own  thing; 
they  didn't  understand  they  were  all 
doing  exactly  the  same  thing. 

Greed  and  fear  have  always  moved 
the  market,  but  during  this  round 
these  two  motives  appeared  in  a  new 
mask:  self-preservation.  "I'm  not 
gambling,"  people  kept  telling  me. 
"I'm  hedging  against  inflation." 

It  is  hard  to  imagine  a  more  com- 
forting rationalization  for  turning 
loose  the  wild-eyed  gambler  in  each  of 
us.  The  air  was  full  of  voices  telling  us 
that  we  weren't  really  gambling,  but 
"protecting  ourselves  against  the  rav- 
ages of  inflation." 

The  end  of  the  diffuse — but  mas- 
sive— wave  of  speculation  that  had 
been  five  years  in  the  making  has 
been  taking  place  in  steps.  First  the 
gambling  stocks  collapsed.  Then  com- 
modities (copper  and  rubber).  Then 
collectibles  (diamonds  and  old  fruit 
bowls).  Residential  housing  is  already 
slipping  and  will  slip  further  when 
people  realize  that  the  only  way  they 
can  move  the  houses  they  have  for 
sale  is  to  cut  the  price. 

The  steady  collapse  of  one  after  an- 
other of  these  speculative  markets 
caused  little  comment  in  the  media. 
(How  many  people  know  about  it 
when  the  price  of  a  lithograph  falls?) 
But  when  it  came  the  stock  market's 
turn  in  August  and  September,  news- 
papers and  television  jumped  all  over 
the  story.  They  presented  it  as  an 
isolated  event,  not  as  the  most  visible 
part  of  a  huge  step-by-step  release  of 
speculative  steam. 

The  press  seized  upon  the  story  of 
the  market's  collapse  for  an  obvious 
reason.  The  market's  plunge  touched 
the  financial  lives  of  millions.  But 
there  is  another  reason,  a  more  subtle- 
one,  why  the  stock  decline  has  gotten 
so  much  media  attention.  Reagan's 
economic  program  is  thought  of  by 
most  intellectuals  as  benefiting  pri- 
marily the  rich.  The  market's  plunge- 
played  right  into  the  hands  of  liberal 
reporters  to  whom  it  seemed  proof 
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The  problem 
with  cheap  labor  is 
it  isn  t  cheap. 


At  one  time,  "hire  and  fire"  was  an 
accepted  way  of  life. 

Not  any  more.  Government  leg- 
islation and  the  social  programs 
demanded  by  labor  and  activist 
groups  have  made  low-cost  sea- 
sonal and  temporary  help  a  thing  of 
the  past. 

One  alternative  is  to  simply  pay 
the  price  of  temporary  help  and 
pass  the  cost  along  to  the  con- 
sumer. 

Another  alternative  is  to  install  a 
Bodine  assembly  machine. 

When  you  look  into  it,  you'll  see 
there's  really  no  comparison.  A  Bo- 
dine machine  can  increase  pro- 


ductivity by  increasing  the  speed 
and  efficiency  of  your  small  parts 
assembly.  In  fact,  a  Bodine  ma- 
chine may  be  able  to  save  you  up  to 
951;  of  every  dollar  you  spend  on 
small  parts  assembly-and  give 
you  100%  inspection  of  all  parts  and 
position,  at  the  same  time. 

The  figures  are  dramatic.  But 
we've  got  the  facts  to  back  them 
up.  See  for  yourself.  Call  or  write 
our  Vice  President,  Frank  Riley  at 
The  Bodine  Corporation,  317 
Mountain  Grove  St.,  Bridgeport, 
CT  06605. 
(203)  334-3107. 


Mm 


that  neither  Wall  Street  nor  Main 
Street  liked  the  Reagan  program.  The 
story  wasn't  "Stocks  soar  while  the 
poor  starve."  It  was  better  than  that: 
"Reagan's  program  is  harming  us  all, 
rich  and  poor  alike."  I  have  a  feeling 
that  most  reporters  and  editors  rel- 
ished the  thought  that  "even  the 
wealthy  don't  like  Reagan  anymore." 
It  proved  that  they  had  been  right  to 
distrust  the  ex-movie  actor  and  his 
California  pals — especially  now  that 


Basically  what  is  occurring 
now  is  that  a  massive  wave 
of  speculation  is  coming  to 
an  end.  The  whole  coun- 
try— the  entire  world — has 
been  on  a  gambling  spree. 


the  group  was  spearheading  a  drive  to 
move  the  country  in  a  decisively  con- 
servative  direction. 

The  story  was  well  worth  reporting, 
hut  for  an  entirely  different  reason:  It 
marked  the  end  of  an  enormous  spec- 
ulative wave,  one  that  had  converted 
almost  all  investors  in  the  last  few 
years  into  crapshooters.  The  market's 
decline,  tar  from  being  a  result  of 
Reaganomics,  helps  substantially  to 
guarantee  that  the  President's  pro- 
gram will  work,  in  the  end  benefiting 
both  rich  and  poor.  No  economic 
recovery  plan  can  succeed  when 
strictly  short-term,  speculatively  ori- 
ented goals  are  foremost  in  the  minds 
of  most  Americans. 

In  short,  if  you  really  want  to  know 
when  the  market  is  nearing  its  bot- 
tom, don't  be  like  Ed  and  watch  the 
Dow.  That's  not  w  here  the  action  has 
been  in  recent  years.  Watch  the  Amex 
and  NASDAQ  indices  instead.  When 
they  are  hammered  down,  as  they 
were  at  the  end  of  previous  market 
cycles,  the  Dow  will  again  be  ready  to 
rise.  That  hasn't  happened  yet.  Until 
it  does,  the  bottom-watchers  are  go- 
ing to  be  fooled  and  frustrated  repeat- 
edly. When  it  does  happen  they  are 
going  to  be  scared  stiff. 

In  the  past,  that  has  made  even  wild- 
eyed  speculators  get  back  to  basics  and 
operate  in  a  more  thoughtful  and  cau- 
tious manner.  More  important,  the 
enormously  larger  number  of  investors 
who  have  been  pressured  into  acting  as 
though  they  were  crazed  speculators 
will  return  to  making  sensible  and 
constructive  long-term  investments — 
a  key  goal  of  this  Administration  from 
the  start.  The  popping  of  the  entire 
collection  of  speculative  bubbles,  pain- 
ful though  it  will  be,  may  be  the  health- 
iest and  most  productive  thing  to  hap- 
pen to  the  economy  in  a  long  time.  ■ 
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Sony  announces  the 
t^ewrite^dictator/transcriber, 
text  editor,  communicator 
that  fits  in  a  briefcase. 

And  its  only  the  beginning. 


Office  automation  will  never 
be  the  same.  Because  now  when 
you  want  to  automate  your 
office,  you  can  buy  a  Sony. 

The  same  innovative 
Sony  technology  that  revolu- 
tionized home  entertainment  is 
now  coming  to  the  office. 
And  its  going  to  make  your 
work  easier,  better,  faster,  and 
more  efficient. 

Sony  is  about  to  begin 
a  revolution  in  office  automa- 
tion, called  Sony-mation'Tt's 
going  to  make  some  of  your 
favorite  old  machines  obsolete. 
And  it'll  introduce  you  to 
equipment  you  never  imagined 
was  possible. 

But  we're  not  going  to 
promise  you  all  those  things  ten 
years  from  now,  or  even  two 
years  from  now.  That's  because 
the  Sony-mation  revolution  in 
office  automation  starts  today. 

Sony  introduces  the 
three  pound  office. 

It's  called  theTypecorder. 
A  name  you've  never  heard  before,  because 
until  now  there's  never  been  anything  like  it. 

TheTypecorder  is  merely  8'/2"x  ll"x  IV2" 
weighs  about  3  pounds,  and  it  can  be  used  in 
your  office  to  replace  many  single  function 
machines,  or  as  a  veritable  portable  office  that 
also  lets  you  stay  in  touch  with  your  home  office 
With  the  Sony  Typecorder  in  his  briefcase,  the 
traveling  executive,  insurance  adjuster,  reporter, 
or  retail  buyer  can  take  an  office  with  him  while 
transmitting  information  to  his  home  office. 

The  Sony  Typecorder  takes  advantage 
of  Sony  advances  in  microcassette  technology. 
The  same  microcassette  can  store  both  dictation 
and  pages  of  text.  And  that  typed  information 
can  be  sent  from  yourTypecorder  anywhere  in 
the  world.  Coming  out  in  your  office  as  hard 
copy.  In  addition,  by  carrying  a  Sony  portable 
printer  in  that  same  briefcase,  you  can  have 


hard  copy  wherever  you  travel.  Or  if  you  want 
finished  copy  in  your  office,  just  use  a  Sony 
full  sized  printer.  In  fact,  Sony  even  has  a  way  to 
turn  an  electric  typewriter  into  a  printer. 

But  no  matter  where  you  use  it,  in  your 
office  or  on  the  road,  the  Sony  Typecorder  is 
truly  unique.  What  other  machine  lets  you  talk 
to  it,  type  on  it,  edit  text  with  it,  transmit  infor- 
mation through  it  and  weighs  about  3  pounds? 

Sony  reinvents  word  processing. 

With  Sony-mation  you're  not  only  going 
to  get  an  office  that  you  can  take  with  you,  you 
are  also  going  to  get  a  better  office  with  our  new 
word  processor,  Series  35.'" 

Series  35  does  things  other  word  pro- 
cessors never  dreamed  of  doing.  First  of  all,  its 
the  only  word  processor  that's  also  a  transcriber. 
Second,  it's  so  small  and  compact  that  it  fits 


comfortably  on  top  of  any  desk. 

Series  35  is  also  simple 
to  use.The  Conversational 
Keyboard  "  usually  takes 
just  one  day  for  an  operator  to 
learn.  And  the  full  page  Sony 
screen  offers  clear,  sharp,  easy- 
to-read  characters. 

But  we  not  only  give 
you  a  clear  picture;  we  give  you 
the  first  3  "-type  diskette.  It 
accommodates  as  much  infor- 
mation as  the  conventional 
sized  floppy  disk.  In  fact,  no 
other  removable  disk  lets  you 
put  so  much  information  in 
such  a  small  space.  And  because 
Series  35  is  compatible  with 
ourTypecorder,  you  can  trans- 
fer information  from  microcas- 
sette to  disk. 

There's  more  to  come. 

You're  going  to  be  hear- 
ing about  other  Sony  innova- 
tions in  office  technology.  So  if 
you're  thinking  of  changing  or 
adding  equipment,  before  you 
do  anything  about  it.you  had 
better  talk  to  Sony  first, and  find  out  all  about 
Sony-mation.  But  remember  one  thing,  it's  only 
going  to  be  the  beginning.  J§^)1^"Y! 

I" For  more  information  on  the  new  Sony-mation  revolution  call" ^ 
1-800-821-7700  Ex. 7070.' or  send  this  coupon  to  Sony  Office 
Products.  PO.  Box  1624.trenton.  N.J.  08650. 

□  Please  send  literature.  □  Please  have  representative  call. 
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SONY  OFFICE  PRODUCTS 

Machines  that  understand  people.  FRB10/2(iT 
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How  would  you  like  to  borrow  money  at 
17%  and  use  it  to  carry  mortgages  at 
93%?  That's  just  what  Fannie  Mae  is  do- 
ing with  billions  of  dollars. 


Saving  Fannie 


By  Allan  Sloan 

If  you  ask  David  Maxwell  why 
he  is  the  only  CEO  of  Federal  Na- 
tional Mortgage  Association  not 
to  have  his  portrait  on  display  in  the 
lobby,  he  has  an  answer.  "The  way 
things  are  going,"  he  quips,  "they'd 
have  to  turn  my  face  to  the  wall." 

Maxwell's  sense  of  humor — he  once 
called  Fannie  Mae's  loan  portfolio  a 
"bundle  of  dead  cats" — serves  him 
well  these  days. 

Like  the  savings  and  loan  associ- 
ations, Fannie  Mae  is  on  the  rocks 
because  it  must  pay  high  short-term 
interest  rates  in  order  to  raise  money 
to  fund  low-yielding,  long-term  mort- 
gages. But  where  SikLs  count  their 
woes  in  millions,  Maxwell's  are  in  the 
billions. 

Fannie  Mae  owns  $56  billion  (face 
value]  of  mortgages  with  an  average 
life  of  more  than  14  years  and  an 
average  yield  of  around  9.5%.  While  it 
waited,  in  vain,  for  long-term  rates  to 
drop,  Fannie  Mae  relied  increasingly 
on  short-term  financing.  The  result  is 
a  debt  maturity  averaging  less  than 
five  years,  with  $17  billion — almost  a 
third  of  its  debt — that  must  be  rolled 
over  within  a  year.  About  half  that 
$17  billion  is  already  costing  Fannie 
Mae  17%,  but  the  rest  carries  an  aver- 
age rate  of  around  9.7%.  That  will 
have  to  be  refinanced  at  maybe  seven 
percentage  points  more.  Ouch! 

Thanks  to  these  asset-liability  mis- 
matches, Fannie  Mae  dropped  $146 
million  on  its  mortgage  operations  in 
the  first  half  of  the  year.  (Income  tax 
refunds  and  fancy  footwork  in  the 
loan-loss  reserves  cut  that  to  $40  mil- 
lion.) The  losses  are  accelerating,  with 
the  second-quarter  loss  being  twice  as 
great  as  the  first  quarter's. 

But  the  major  difference  between 
Maxwell's  show  and  an  S&L  is  that 


David  Maxwell  of  Fannie  Mae 


"We  intend,  to  be  profitable  again." 


Fannie  Mae  is  quasi-governmental. 
The  President  appoints  5  of  its  15 
directors,  and  some  Fannie  Mae  deci- 
sions must  be  cleared  with  the  Secre- 
tary of  Housing  &  Urban  Develop- 
ment. As  a  result  it  is  treated  by  the 
credit  markets  as  a  government  agen- 
cy, even  though  it  isn't  one.  Maxwell, 
who  has  S39  of  debt  to  every  dollar  of 
equity,  doesn't  have  to  worry  about 
capital  ratios  the  way  S&Ls  do,  either. 
A  good  thing  for  Fannie  Mae. 

So,  despite  its  whopping  losses  and 
thin  capital,  Fannie  Mae  has  had  no 
problem  rolling  over  debt.  Its  short- 
term  paper  recently  traded  for  just 
0.6%  over  short-term  Treasuries,  and 
long-term  paper  just  1.3%  more  than 
long-term  Treasuries. 

The  company  was  part  of  the  gov- 
ernment until  1968,  when  it  was  set 
loose  because  its  large  borrowings 
made  the  federal  budget  look  bad.  Fan- 
nie Mae  is  supposed,  by  law,  to  be  a 


secondary  market  for  mortgage  loans 
made  by  others.  The  same  law  gives! 
Fannie  Mae  the  right  to  ask  the  Trea- 
sury to  purchase  $2.25  billion  of  Fan- 
nie Mae  debt  obligations  to  provide  it 
with  liquidity.  That  obligation  is  like 
U.S.  troops  in  West  Germany— a  trip- 
wire. It's  there  to  show  commitment. 

When  the  Federal  Savings  &  Loan 
Insurance  Corp.  commits  $100  mil- 
lion or  more  a  year  to  finance  the 
takeover  of  two  sick  S&.Ls'Ni'i'  story,  /> 
95)  and  the  Federal  Reserve  Board  lets 
the  $2  billion  Greenwich  Savings 
Bank  of  New  York  borrow  $100  mil- 
lion at  the  discount  window  to  stay 
afloat,  it's  inconceivable  that  the  gov- 
ernment will  let  $56  billion  Fannie 
Mae  collapse  and  drag  down  what  re- 
mains of  the  mortgage  market. 

The  result?  Maxwell,  who  joined 
Fannie  Mae  as  president  in  February 
(he  was  chairman  of  Southern  Paci- 
fic's Ticor  Mortgage  Insurance  subsid- 
iary!, and  became  chairman  in  May, 
has  time  to  solve  his  problems. 

His  plans  to  save  Fannie  Mae's 
fanny,  while  ingenious,  mark  the  vir- 
tual end  of  fixed-rate  loans.  Fannie 
Mae  doesn't  want  to  bear  the  burden 
of  owning  long-term  fixed-rate  loans 
financed  with  short-term  borrowing. 
Instead,  it  will  become  a  packager, 
arranging  mortgages,  then  selling 
them  to  insurance  companies  or  other 
investors  willing  to  buy  them.  The 
idea  is  to  have  Fannie  Mae  work  off  a 
spread,  while  letting  mortgage  owners 
worry  about  fixed  rates. 

Fannie  Mae  is  also  starting  to  deal 
in  adjustable-rate  mortgages,  which 
pass  the  risk  to  borrowers  rather  than 
to  lenders.  To  quickly  jack  up  the 
yield  on  its  portfolio,  Fannie  Mae 
hopes  to  buy  billions  of  dollars  of  the 
discounted  mortgages,  which  SikLs 
plan  to  sell  to  raise  cash  under  ac- 
counting dispensations  granted  by 
SnL  regulators  (see  stoiy,  p  187). 

But  more  interesting  are  the  infu- 
sions of  real-world  thinking  the  nim- 
ble Maxwell,  51,  has  brought  to  Fan- 
nie Mae. 

Noticing  that  mortgage  bankers 
treated  Fannie  Mae  mortgage  com- 
mitments as  insurance  and  tended  to 
wait  to  the  last  minute  to  see  if  mon- 
ey would  be  cheaper  elsewhere,  Max- 
well sharply  hiked  fees  on  these  op- 
tional commitments.  He  then  in- 
stalled mandatory  commitments  that 
carry  lower  fees  but  force  the  lenders 
to  deliver  mortgages  to  Fannie  Mae  by 
a  certain  date.  That  way,  Fannie  Mae 
can  line  up  money  in  advance,  and 
price  the  mortgage  to  ensure  a  spread. 

Much  to  the  dismay  of  S&Ls,  Fan- 
nie Mae  was  quick  to  whip  up  a  secu- 
rity to  indirectly  tap  the  market  for 
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All  Savers  deposits.  The  All  Savers 
law  requires  that  some  money  gener- 
ated by  those  deposits  be  used  for 
mortgages.  Any  institution  not  in  the 
mortgage  business  can  still  qualify  by 
buying  new,  special  Fannie  Mae  se- 
curities that  went  on  sale  Oct.  1.  The 
securities  are  sold  and  priced  every 
day  and  have  a  364-day  term,  making 
them  a  perfect  instrument  for  arbi- 
traging  the  one-year  All  Savers  depos- 
its. The  first  new  securities — called 
Fannie  Savers  by  Wall  Street  wags — 
carried  a  yield  of  16.65%,  slightly  low- 
er than  Treasury  bills  but  four  points 
higher  than  the  12.61%  cost  of  the 
first  All  Savers.  Any  bank  or  S&L  can 
use  brokerage  houses  or  direct  mail  to 
raise  All  Savers  money,  knowing  it 
can  arbitrage  the  cash  into  Fannie 
Maes  at  an  assured  spread. 

"We  don't  know  how  much  of  that 
we'll  get  because  it's  an  uncharted 
market,"  Maxwell  says,  "but  we'll 
save  something  on  our  costs."  The 
first  batch  of  the  certificates  saved 
Fannie  Mae  about  0.6%.  If  it  can  grab 
a  billion  or  two,  that's  a  savings  of  $6 
million  to  $12  million  in  borrowing 
costs.  That  may  not  be  much  in  Fan- 
nie Mae's  scheme  of  things,  but  it's 
enough  to  cover  the  cost  of  its  16-cent 
annual  dividend,  down  from  the  $1.28 
annual  rate  paid  until  late  1980. 

Maxwell  calls  the  dividend,  which 
costs  about  $9.5  million  a  year,  "a 
symbol  that  we  intend  to  be  profitable 
again."  Paying  a  token  dividend,  he 
says,  lets  institutions  that  aren't  al- 
lowed to  own  non-dividend-paying 
stock  keep  their  Fannie  Mae  shares. 

At  its  recent  price  of  llh,  Fannie 
Mae  is  selling  at  about  a  third  of  stat- 
ed book  value,  and  close  to  its  lowest 
price  ever.  But  forget  "book  value."  If 
Fannie  Mae's  portfolio  were  marked 
to  market,  equity  would  vanish.  Yet 
with  its  incredible  39-to-l  leverage, 
Fannie  Mae  could  make  a  ton  of  mon- 
ey if  short-term  rates  drop,  the  mort- 
gage market  loosens  up  and  customers 
begin  paying  off  its  mortgages  at  the 
historic  rate  of  5%  a  year  instead  of 
this  year's  2.9% . 

That's  a  long  shot,  though.  Morris 
Mark  of  Goldman,  Sachs  points  out 
that  there  are  better  investments  to 
be  made  if  you  expect  the  housing 
business  to  return  to  "normal."  "Buy 
some  of  the  home-building  compa- 
nies," he  says. 

David  Maxwell  isn't  worried  about 
such  things.  He  has  too  much  else  to 
think  about.  All  he  wants  is  a  com- 
pany that  can  float  with  rates  instead 
of  being  prisoner  to  the  yield  curve.  If 
he  pulls  it  off,  maybe  his  will  be  the 
grandest  portrait  of  all  in  the  Fannie 
Mae  lobby.  ■ 


AN  IRISH  MIST 
SETTLED  OVERTHE 
EVENING. 


The  hills  roll  forever.  The  lakes  radiate  light. 
The  dew  kisses  each  morning.  The  mist  settles  every 
evening.  You  can  taste  it  all,  and  more. 

Irish  Mist  is  the  legendary,  centuries  old  drink 
made  from  all  this  and  sweetened  with  just  a  wisp 
of  heather  honey.  Irish  Mist  can  be  enjoyed 
anytime,  or  place,  or  way:  on  the  rocks;  neat;  or 
mixed  with  anything  you  like. 

It's  a  pleasing  land.  It's  a  pleasing  drink. 

IRISH  MIST 
THE  LEGENDARY  SPIRO 

Imported  Irish  Mist  ®  Liqueur.  80  Proof.  ©  1978  Heublein,  Inc.,  Hartford,  Conn,,  U.S.A. 


FORBES,  OCTOBER  26,  1981 


It  will  take  you  longer  to  read  this  headline 
than  it  took  us  to  put  out  this  fire. 


H| ALLEGHENY  INTERNATIONAL 


SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


:ire  at  a  gasoline  station.  It 
ould  mean  the  loss  of  lives 
>nd  property— disaster!  And 
X3ch  year,  as  the  number  of 
elf-serve  islands  increases,  so 
joes  the  danger  of  service  sta- 
ion  fires. That's  why  Allegheny 
nter  national  has  developed  a 
special  automatic  fire  suppres- 
sion system  that  can 
detect  and 
extinguish 
a  fire  within 
seconds.  It's  one  of  the  ways 
our  special  skills  in  safety 
and  protection  are  meeting 
special  needs. 

Our  automatic  fire 
suppression  system, 
designed  for  service 
station  pump  islands, 
reacts  in  seconds, 
using  a  harmless 
extinguishing  agent. 


Wherever  there  is  danger  of 
fire,  our  detection  and  suppres- 
sion systems  are  ready  and 
able  to  react,  often  within  milli- 
seconds, utilizing  the  most 
effective  agent-- dry  chemical, 
foam,  liquid  or  gas.  Our  sys- 
tems are  used  in  jet  engines 
and  cargo  holds  of  civilian  and 
military  aircraft,  in  NATO 
armored  vehicles,  in  pipeline 
pumping  stations,  offshore  oil 
rigs,  computer  centers,  printing 
plants,  office  buildings,  manu- 
facturing plants,  restaurants 
and  ships' engine  rooms. 


Concorde,  the  world's  fastest, 
highest-flying  passenger  plane, 
uses  our  sophisticated  ultraviolet 
fire  detectors  for  its  engines. 

At  Allegheny  International, 
we  believe  that  matching  spe- 
cial skills  to  meet  special  needs 
is  the  means  for  our  future 
growth.  And  we're  meeting 


Remote  pumping  stations  on  the 
Alaska  Pipeline  are  protected  by  our 
fire  suppression  systems. 

special  needs  in  growth  mar- 
kets the  world  over  —  in  con- 
sumer products,  aerospace 
and  defense,  food  processing, 
transportation  and  healthcare. 

That's  what  makes  Allegheny 
International  so  special.  If  you'd 
like  to  know  more  about 
Allegheny  International,  write 
to  us  at  Box  456S,  Two  Oliver 
Plaza,  Pittsburgh,  PA  15230. 


.  jgp^  Consumer  Orientation 

•roptf'  No  16  ifl'a  Series 

■^y*- ,  Subject:  Vehicle  Cocre- 

;w  and  Response  eness 

y  as  a  Design  Obiectiye.  • 


928 


The  ultimate  driving  experience  is  w  hen  car  and  driver  become 
one:  The  car  provides-the  driver  with  accurate  information  A 
as  to  what  it  is  domg'and  what  the  road  conditions  are. 
The  driver  reacts.' in  turn,  by  steering,  accelerating 
or  braking  Andlhe  car  responds— instantly. 
predictably,  and  precisely.  This  integration 
of  car  and  driver  reaches  virtual  perfec-  x 
tion  in  the  Porsche  928.  Priced  at  ^^^^ 
more  than  $38,000.  the  928  is  the  ^ 
finest  Porsche  ever  built 


and  responsi 
ness  are  not  t 
products  of  cha 
They  begin  with  t 
vehicle's  design  objecti 
At  Porsche,  our  goal  is  to  build 
sports  car  that  is  fun  to  drive. Thus, 
car  that's  cooperative  and  responsive 
that's  well-balanced,  that's  predictable  an' 
recise 

A  car's  fundamental  characteristics  are  deter 
..     largely  by  the  positioning  of  its  main  inertial  masses' 
The  928  s  transaxle  design  places  the  engine  in  fr  r 
and  transmission  in  back.  It  produces  a  nearty-perfect  50-50 
^^^^^^  front-to-rear  weight  distribution.  And  it  results  in  balanced  brakinci 

and  improved  cornering 
^^fl^^^r   ^^fifl     The  transaxle  design  also  produces  a  high  polar  moment  of  inert i< 
that  reduces  pitching,  resists  cross-winds,  and  increases  directional  control 
The  928  s  responsiveness  isenhanced  by  its  fuel-injected,  4.5-liter.  220-hp 
aluminum  V-8  engine.  On  the  track,  the  928  accelerates  0-60  mph  in  7  5  seconds 
The  928  s  four-wheel ,  i  nternally-vented  power  disc  brakes  are  matched  to  its  engi  ne 
On  a  dry  surface,  the  928  can  come  to  a  full  stop  from  60  mph  in  as  little  as  148  feet.  Agair 
and  again. 

All  pedals  feature  linear  progression/linear  response.  For  example,  depressing  the  brakd 
pedal  50%  results  in  50%  braking  force. 
The  928  s  power-assisted,  rack-and-pinion  steering  has  variable  boost.  Maximum  aid  is  providec 
low  speeds  and  du  ri  ng  parki  ng . 
The  928  s  cooperation  and  responsiveness  are  best  experienced  PORSCZrH  EE  +■  AUDI 
a  test  drive  For  your  nearest  dealer,  call  toll-free:  (800)  447-4700.  nothing  even  comes  closi 
nois,  (800)  322-4400. 


You  have  to  wonder  if John  Justin  is  preparing  for  the  inevitable 
or  coming  perilously  close  to  betting  Justin  Industries. 


"You  can't  just 
go  with  the  flow" 


By  Anne  Bagamery 


Justin  Industries  President  Jerry  Brownlee  (left)tfnd  Chairman  John  Justin 
Exploiting  the  ups  and  downs  in  two  cyclical  markets. 


John  Justin,  64,  the  snowy- 
haired  chairman  of  Ft.  Worth's 
Justin  Industries,  is  probably  the 
only  human  being  who  can  look  at  an 
eelskin  cowboy  boot  and  a  clay  brick 
and  see  similarities.  "Why,  just  take  a 
look  at  them,"  he  says  in  his  soft 
drawl.  "They're  both  made  of  natural 
materials  and  they  both  protect  you — 
that  puts  them  practically  in  the  same 
family." 

Maybe  that's  not  everybody's  per- 
ception, but  then  John  Justin  doesn't 
always  look  at  things  the  way  every- 
body else  does.  In  the  late  Forties, 
Justin's  father  wanted  to  shut  down 
the  boot  business  his  family  founded 
on  the  Chisholm  Trail  in  1879.  The 
old  man  thought  urban  migration 
would  kill  the  market.  But  young  John 
Justin  saw  things  differently.  He  saw  a 
whole  generation  of  born-and-bred 
bootwearers  who  would  wear  them  on 
paved  streets  as  well  as  dirt  roads,  and 
he  kept  the  business  going.  And  in  the 
late  Sixties,  when  aluminum  and 
wood  sidings  were  supposed  to  be 
making  brick  houses  obsolete,  Jus- 
tin— who  had  merged  Justin  Boot 
with  a  publicly  owned  brick  company 
to  protect  the  family  business  from 
estate  taxes — cranked  up  production 
to  be  ready  for  an  inevitable  brick 
comeback. 

He  was  right  on  both  counts,  and 
Justin  Industries  grew  in  the  1970s  to 
a  $200  million  leader  in  two  business- 
es. Its  Acme  and  Sanford  brick  subsid- 
iaries have  10%  of  the  U.S.  brick  mar- 
ket, making  them  the  largest  produc- 
ers in  the  country  (1980  sales:  $122 
million).  Justin  Boot  is  the  nation's 
largest  manufacturer  of  hand-finished, 
high-priced  cowboy  boots  (sales:  $61 
million).  In  July  Justin  Industries  ac- 
quired Nocona  Boot  (sales:  $25  mil- 
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We  get  things  done. 


There  is  an  old  saying  that  a  man's 
worth  may  be  seen  in  the  quality  of  his 
work. 

I  have  stopped  counting  the  times 
mainland  business  executives  have  ap- 
plauded the  abilities  of  the  workers  in 
Puerto  Rico. 

But  I  r.hare  a  whole  island's  pride 
for  the  way  our  workers  have  affirmed 
their  worth  as  producers  and  their  fiber 
as  human  beings. 

In  Puerto  Rico,  we  get  things  done. 

This  year  alone  50  thousand  pace- 
makers made  in  Puerto  Rico  will  sustain 
heartbeats  all  over  this  globe. 

Computer  components  made  in 
Puerto  Rico  have  been  to  the  moon. 

A  pharmaceutical  subsidiary  here 


won  top  honors  over  7  mainland  plants 
in  a  company-wide  cost-reduction 
program. 

Productivity  is  the  mother  of  ex- 
pansion. In  just  four  years,  960  com- 
panies here  have  opened  new  plants  or 
expanded  existing  operations.  Last  year 
alone,  1,229,541  square  feet  of  new  in- 
dustrial space  were  constructed. 

This  productivity  has  important 
side  benefits.  Puerto  Rico  is  the  main- 
land's fifth  largest  customer.  The  $5.1 
billion  in  goods  we  buy  provides  ap- 
proximately 150,000  jobs  for  our  fellow 
Americans. 

When  the  shift  whistles  blow  in 
Puerto  Rico,  the  work  force  is  there. 
Absenteeism  is  low.  Turnover  is  almost 


nil.  In  Puerto  Rico,  a  job  is  very  mean 
ingful  and  something  to  cherish.  It  i 
upward  mobility— greater  expectation 
for  the  next  generations. 

So  is  it  any  wonder  that  Puertc 
Rico  gets  things  done? 

We  have  the  energy  and  the  talen 
and  the  ambition  and  the  infrastructun 
support  systems  to  be,  without  question 
the  ideal  second  home  for  American 
business.  ^  ^ 

Governor  or  Puerto  Rico 


Puerto  Rico, U.S.  A. I 

The  ideal  second  home  for  American  business! 


1 

For  more  information:  write  us  on  your  company  letterhead.  Puerto  Rico  industrial  Development.  Dept.  FB- 19, 1290  Avenue  of  the  Americas.  New  York,  N  Y.  10104.  Or  call  us  toll-free:  (800)  223-0699. 

Ask  for  Carlos  Marqucz,  Deputy  Administrator.  In  New  York  State,  call  (212)  245-1200. 


Panasonic 


Questions  you'd  better  ask  before 

you  buy  a  telephone  answering  machine. 

And  how  Panasonic  answers  them  all. 

How  can  I  be  sure  I  won't  lose  a  message?  When  the  incoming  message  tape 
is  full,  Panasonic  automatically  switches  to  an  announcement  telling  callers  their 
message  isn't  being  recorded,  to  call  back  later,  or  to  call  you  at  another  number. 
Can  I  get  my  calls  in  Rome,  PA  when  my  phone's  in  Rome,  GA?  Yes.  From 
any  phone  in  the  world,  with  Panasonic  remote  control.  It  also  lets  you  repeat  or 
skip  messages  and  even  re- 
record  your  announcements 
if  your  plans  change. 
How  long  can  my  own  an- 
nouncement be?  And  my 
callers'  messages?  With 
Panasonic,  your  announce- 
ments, can  be  anywhere 
from,  five  seconds  to  45 
minutes.  And  callers  can 
talk  as  long  as  there's  tape, 
or  limit  them  to  30  seconds. 
Can  it  be  used  to  screen 
calls?  Sure.  You  can 
hear  who's  calling  and  then 
decide  if  you  want  to  talk. 
What  brand  is  it?  If  the 
brand  is  Panasonic,  it's  the 
company  with  a  complete  line 
of  design-coordinated  telephone 
devices  to  make  your  telephone 
work  as  hard  as  you  do. 

It  may  be  necessary  for  the  phone  company  to  install  a 
modular  Jack.  All  models  are  registered  with  the  FCC. 
Cabinetry  is  simulated  wood. 


Easa-PhoneT"KX-T1525 


Panasonic. 

just  slightly  ahead  of  our  time. 


Justin's  boot  factory  in  Ft.  Worth 

At  $  100-plus,  not  for  the  trendy. 

lion),  an  old  Justin  family-owned  com- 
pany run  by  John  Justin's  aunt.  The 
addition  of  Nocona  gives  Justin  an 
undisputed  edge  over  second-place 
Tony  Lama.  Justin  Industries  also  has 
small  but  profitable  businesses  mak- 
ing ceramic  cooling  towers  and  con- 
crete (sales:  $15  million). 

Having  big  pieces  of  cyclical  mar- 
kets can  be  dangerous  when  these 
markets  turn  down.  For  example,  dur- 
ing the  current  housing  slump  John 
Justin  has  his  brick  factories  produc- 
ing at  60%  of  capacity,  compared 
with  roughly  45%  for  most  of  the 
industry.  He's  not  selling  the  bricks, 
he's  stockpiling  them.  Justin  now  has 
400  million  bricks  in  inventory — 
worth  $26  million  at  a  time  when 
money  is  costing  20%  plus.  Why?  Be- 
cause in  the  housing  slump  of  1974 
Justin  cut  back  production  like  every- 
body else  and  got  caught  short  when 
housing  starts  in  the  company's  Tex- 
as market  area  took  off  again.  Mexi- 
can brick  came  in  to  grab  50%  of  the 
market  in  the  latter  half  of  1974,  and 
all  of  1975.  "We  never  want  to  get 
caught  like  that  again,"  vows  Justin. 

But  those  stockpiles  of  bricks  are 
weighing  down  Justin's  earnings.  Last 
year  earnings  fell  26%,  to  $2.09  a 
share  from  $2.83  (to  $7.9  million  from 
$10.8  million  net  income).  This  year 
started  out  well — first-half  earnings 
up  19% — but  the  second  half  of  the 
year  is  proving  to  be  disastrous.  As  a 
result,  Justin's  earnings  will  probably 
be  off  another  20%  this  year,  to  levels 
around  $1.70  a  share. 

Justin  knows  all  that.  What  he 
doesn't  know  for  sure  is  whether 
housing  will  turn  up  early  in  1982  as 


That  is  why,  before  we  invest  in  a 
company,  we  conduct  in-depth  research. 
We  look  closely  at  fundamental  factors 
that  should  lead  a  company  to  enjoy 
growing  revenues,  increased  earnings, 
and  higher  dividends. 

If  a  company  can  deliver  these  at  an 
above-average  rate,  we  think  they  will 
result  in  a  higher  market  value,  eventually. 
That  is  what  the  Growth  Stock  Fund 
is  all  about.  Shouldn't  you  consider 
this  approach? 

Call  toll-free  1-800-638-5660.  If 
busy,  or  in  Maryland,  call  301-547-2308 
collect. 


T.  Rowe  Price 
Growth  Stock  Fund 

A  No-Load  Fund 

100  East  Pratt  Street 
Baltimore,  Maryland  21202 


Name 


Address 


A6 


City 


State/Zip 

For  more  complete  information,  including  man 
agement  fee  and  other  charges  and  expenses, 

I   obtain  a  prospectus.  Read  it  carefully  before 

|   you  invest  or  send  money 


Like  wine, 

a  company's  future  value  will  depend  on  how  well  it  ages. 
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he  expects.  II  it  tides,  he  will  recoup  the 
carrying  costs  of  his  brick  inventories 
and  then  some.  As  he  sees  it:  "It  hurts 
me  a  lot  less  to  bite  a  few  bullets  in  bad 
times  than  to  watch  profits  go  out  the 
window  in  good  times." 

Meanwhile,  the  30%  rise  in  boot 
sales  and  earnings  allowed  Justm  In- 
dustries' overall  earnings  to  increase 
in  the  period.  With  Nocona  and  a  new 
$4  million  plant  in  El  Paso,  Justin  is 
more  than  doubling  the  company's 
2,000-pair-a-day  capacity. 

But  isn't  that  a  perilously  large  ex- 
pansion for  a  product  that  is  probably 
just  a  fad  nationwide?  Justin,  who 
sports  a  pair  of  $400  ostrich-hide 
boots  himself,  and  his  president,  Jerry 
Brownlee,  smile.  The  Southwest  is 
their  market,  they  point  out,  they  sell 


80%  of  their  boots  there.  "We  sell 
more  boots  in  a  west  Texas  town  of 
2,000  people  than  in  all  of  Manhat- 
tan," s.iys  Justin.  "And  that  suits  us." 

Their  views  on  the  boot  expansion 
are  akin  to  their  thinking  about 
bricks.  "You  cannot  just  flow  with 
these  ups  and  downs  in  the  market," 
says  Justin.  "You  have  got  to  exploit 
them." 

Justin  Industries  has  spent  $25  mil- 
lion modernizing  its  brick  operations 
during  the  current  slump.  It  spent  an- 
other $2  million  in  July  to  buy  a  small 
Louisiana  bnckmaker.  Far  from  being 
disturbed  by  brick  stockpiles,  Justin 
and  Brownlee  say  their  goal  is  to  have 
a  half-year's  production,  or  500  mil- 
lion bricks,  in  inventory. 

With  Justin  Industries'  debt  now  ap- 


proaching 50%  of  capitalization,  John 
Justin,  who  owns  728,000  shares,  ap- 
pears to  be  betting  the  company  on 
that  oft-predicted  but  ever-receding 
housing  upturn.  His  response  to  that 
observation  is  as  much  regional  as 
philosophical:  "I  know  there's  a  lot  of 
negative  talk  about  the  U.S.  economy. 
But  I  have  yet  to  hear  a  negative  word 
about  the  Southwest." 

The  stock  market  is,  for  the  mo- 
ment, unimpressed.  After  hitting  an 
alltime  high  of  2K  in  June,  Justin  stock 
recently  traded  over-the-counter  at 
1 7.  Not  to  worry,  shrugs  Jerry  Brown- 
lee: "With  the  housing  upturn,  we 
could  be  a  $50  stock  with  no  prob- 
lem." The  only  question  is,  are  Justin 
Industries'  top  men  prophets,  or  only 
true  believers"  ■ 


By  Carol  E.  Curtis 

MAYBE  IF  THE  U.S.  Postal 
Service  looked  less  aw- 
ful, Greenwich,  Conn. -based 
United  Parcel  Service  wouldn't  look 
so  good.  But  as  things  stand,  UPS 
looks  first-class.  The  "brown  giant," 
so  called  for  its  ubiquitous  brown  de- 
livery trucks,  moved  1.5  billion  small 
packages  last  year  reliably  and  effi- 
ciently— the  average  "ticket"  was  just 
$2.69  per  package — had  total  revenues 
of  $4  billion,  up  70%  in  four  years,  and 
earned  $189  million,  up  108%.  This 
year,  volume  is  running  ahead  of 
1980's,  with  revenues  and  profits  ex- 
pected to  be  up  accordingly. 

But  another  part  of  the  package- 
moving  business — overnight  air  ex- 
press— is  doing  even  better  these  days 
and  UPS  is  making  moves  to  take  a 
piece  of  it.  Its  risk  to  date  is  measured 
and  modest,  $28  million  spent  on 
nine  used  planes  it  picked  up  from 
hard-pressed  Braniff  and  will  use  as 
freight  planes.  But  the  risk  could  con- 
ceivably escalate  hugely — to  as  much 
as  $500  million,  by  some  estimates — 
if  UPS  has  to  fight  for  the  business  on 
the  competition's  terms  rather  than 
its  own. 

UPS'  way  is,  you  might  say,  the 
labor-intensive  way.  Essentially  UPS 
is  a  nationwide  system  of  men  and 
trucks,  backed  up  by  terminals,  sort- 
ing and  such  necessities.  It  supported 
last  year's  $4  billion  sales  volume  on 
$700  million  in  net  fixed  assets.  Pre- 
sumably, it  wants  to  keep  it  that  way 
as  it  goes  after  the  overnight  air  ex- 
press business. 

But  how  can  you  do  that  if  you  have 
to  compete  against  the  likes  of  Federal 
Express,  the  biggest  in  the  field,  with 
nearly  $300  million  invested  in  its 
airplanes  and  equipment? 


United  Parcel  Service,  in  a  class  by  itself  on 
the  ground,  is  now  making  a  thoughtful 
grab  for  overnight  air  business — on  its 
own  terms  if  possible,  and  maybe  on  Fed- 
eral Express'  terms  if  necessary. 

The  brown  giant 
tries  wings 


A  UPS  truck  in  Blue  Label  Air  service 

Will  overnight  customers  go  for  two-day  service  on  the  cheap? 
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Introducing  the  Falcon  200. 
The  first  human  engineered 

business  jet 


■■■■■nHnHnHnHHHn 


Vou  Ve  probably  heard  that  we  at 
alcon  are  preoccupied  with  perfection. 
Ve  are.  That's  why,  after  years  of  devel- 
oping the  best  made,  best  perform- 
ig  business  jets  you  can  buy,  we  still 
elt  there  was  one  thing  left.  To  give 
hem  the  best  interior  design  for  the 
tuman  form. 

To  do  that,  we  enlisted  the  human 
engineering  firm  of  Henry  Dreyfuss 
\ssociates.  The  combination  of  Falcon 
et  technical  engineering  and  Dreyfuss 
luman  engineering  has  resulted  in 
he  most  advanced  flying  business 
nachines  available  today.  Truly,  a  new 
[eneration  of  business  jet,  as  indi- 
ated  on  our  chart. 


THE  FOUR  GENERATIONS  OF  BUSINESS  JETS 

Generation 

When 

Characteristic 

1 

1950S 

Turbojet  engines  introduced 

2 

1960S 

More  efficient  fanjet  engines 
introduced  (Falcon  20) 

3 

1970S 

New  wing  technology  with 
improved  airfoils  (Falcon  50) 

4 

1980S 

Human  engineenng  introduced 
(Falcon  100) 

Finally.  An  interior 
that  works  like  you  do. 

Take  the  seats.  Economically 
designed  to  support,  to  fight  fatigue 
i  all  positions.  No  matter  where  you  're 
eated,  or  how  your  seat  is  turned, 
ou'll  find  the  lighting,  air  vents,  cup- 
folders  and  ashtrays  all  logically 
tnd  comfortably  positioned. 

Now  the  tables.  How  often  have  you 
een  tables  in  airplanes  that  are  too 
/obbly  to  eat  from,  too  rough  to  write 


on,  too  small  to  put  your  briefcase  on, 
too  high  or  too  low,  or  that  bump 
against  your  knee  when  stowed? 

The  Falcon  100  is  human  engi- 
neered to  solve  such  problems.  Using 
a  scientific  process  based  on  studies 
of  human  motion,  every  piece  of  equip- 


m 


ment  was  designed  to  increase  effi- 
ciency. And  that  included  the  cabinetry, 
the  galley,  the  ample  outside  baggage 
compartment  and  especially  the  lava- 
tory. The  Falcon  100  lavatory  is  so  sim- 
ple, you  don't  need  to  be  taught  how 
to  use  it.  For  example,  its  door  slides 
open  or  closed  with  a  single  motion. 
Human  engineered 
for  pilots,  too. 

The  Falcon  100  will  be  the  first 
civil  jet  certified  with  the  new  Collins 
EFIS-85  Electronic  Flight  Instrument 
System,  the  latest  state  of  the  art  in 
avionics.  Using  three  computers  and 
five  CRT  displays,  EFIS  provides  unpar- 
alleled instrumentation  redundancy 


ADI  with 
speed  predictor 


HSI  with  weather  radar 
and  nav  overlay 

n 


plus  speed  prediction  and  other  func- 
tions never  before  available.  That's 
safety  engineering,  too. 

And,  because  it's  a  Falcon,  the  100 
is  designed  with  airliner-style  hydrau- 
lically  boosted  flight  controls  and,  in 
general,  a  degree  of  technical  sophis- 
tication and  backup  capability  other 
planes  don't  always  have. 

For  a  preview  of  this  exciting  new 
aircraft,  including  a  look  inside  its 
electronic  cockpit  and  Dreyfuss- 
engineered  passenger  cabin,  send 
in  the  coupon  or  call  Roy  Bergstrom 
at  201-288-8479. 

TbTo/26 

FalconJet 

Teterboro.  NJ  07608 

□  Please  send  me  information  on  the  Falcon  100. 

□  Please  have  salesman  call. 


Name  

Company. 
Address  _ 
City. 


Sitle. 


.State. 


.Zip. 


Phone  Number  1_ 
|  Now  flying  a  


rJ 


We  build  them  better  than  we  have  to. 

We  have  to. 


IT'S  LOOKING  PAST 
THE  NUMBERS  INTO  A 
COMPANY'S  REAL  ASSETS 


Numbers  are  valuable.  They  can  tell  you  a  lot  about 
a  company  But  companies  have  other  assets  that  are  just  as 
valuable. 


Unfortunately,  these  are  assets  that  traditional  invest- 
ment firms  don't  always  take  into  account. 

But  at  General  Electric  Credit  Corporation,  we've 
learned  to  put  great  stock  in  the  people  running  a  company. 
How  they  think.  Where  they  want  that  company  to  be  in 
the  next  five  years.  And  what  they're  doing  to  get  there. 

Because  in  business,  the  right  combination  of  talent, 
guts,  and  drive  can  produce  some  incredible  results. 

We've  also  made  it  our  business  to  know  every  facet  of 
an  industry.  Perhaps  that's  why,  over  the  last  50  years,  we've 
become  a  leader  in  commercial  and  industrial  leasing,  as  well 
as  consumer  and  real-estate  financing. 

So  you'll  be  talking  to  people  who  know  what  you're 
talking  about.  And  who  can  structure  even  the  most  complex 
lease  or  loan  with  a  real  understanding  of  the  subtleties. 

This  year,  we'll  have  over  9  billion  dollars  in  earning 
assets  backed  by  8500  enterprising  people. 

And  to  companies  that  really  want  to  go  places,  that 
combination  could  prove  to  be  quite  an  asset. 

For  more  information  call  us  at  203-357-6666. 


People. 


General 
Electric 
Credit 


CORPORATION 


WE  BRING  GOOD  THINGS  TO  LIFE. 


1 


NEAX 12/22  from  NEC:  the  cornerstone 
for  the  Office  of  the  Future. 

Networking.  Digital  data  communications.  Word 

processing.  Teleconferencing.  High-speed  fac- 
simile. Business  communications  are  exploding. 
S(x>n  any  telephone  system  you  buy  will  have  to 

handle  these  complex  functions.  It  will  also  have 

to  monitor  them  for  careful  cost  control  and 

system  optimization  as  communications  costs 

continue  to  spiral. 

Fortunately,  NEC  Telephones'  existing  family 

of  EPABX's  can  equip  you  for  the  Office  of  the 

Future.  From  our  NEAX  1 2A  for  up  to  360  lines,  to 
i   our  powerhouse  digital  NEAX  22  for  up  to 

12,000  lines 
You  can  integrate  voice,  data  and  computer 
j  communications  at  considerable  savings.  You  can 
I  economically  link  multiple  offices  with  tandem 
i  networks  and  digital  remote  switches.  You  can 


change  extension  numbers,  toll  restrictions  and 
features  simply  by  reprogramming. 

Distributed  load-shared  microprocessor  con- 
trol provides  incredible  reliability  and  flexibility 
Costs  can  be  allocated  by  individuals  or  depart- 
ments because  NEAX  systems  can  give  a  detailed 
printout  of  every  call.  Self-diagnostics  and  remote 
maintenance  quickly  locate  faulty  circuits. 

Compatible  with  T1/D3  digital  standards,  our 
NEAX  22  systems  are  ready  for  any  new  develop- 
ments as  well.  So  provide  for  both  the  present  and 
the  future  now  with  a  NEAX  system.  For  details 
call  toll-free  800-645-9836.  Within  N  Y  State 
call  516-249-4511. 

SEC  NEC  Telephones,  Inc. 

For  a  better  bottom  line. 


NEC  offers  telephones, 
facsimile  and  computers  for 
the  automated  office. 


UPS'  answer,  for  now,  is  to  sell,  not 
overnight  delivery,  but  two-day  deliv- 
ery. Since  last  year,  when  trucking 
deregulation  allowed  it  for  the  first 
time  to  offer  its  Blue  Label  Air  service 
to  the  Midwest,  UPS  has  been  active- 
ly promoting  dependable  delivery 
within  48  hours.  UPS  is  aware  of  the 
huge  growth  of  overnight  traffic:  Fed- 
eral Express'  revenues  have  been 
growing  at  an  average  50%-per-year 
clip  for  the  past  five  years.  But  how 
many  Federal  Express  customers  real- 
ly need  overnight  service?  How  many 
of  them  would  settle  for  two-day  de- 
livery if  they  could  save  a  lot  of  money 
in  the  process?  Federal  Express  will 
pick  up  a  10-pound  package  in  Boston 
on  a  Monday  and  deliver  it  Tuesday  in 
Los  Angeles  for  $42.45.  UPS  thinks  a 
lot  of  Bostonians  would  cheerfully 
choose  Wednesday  delivery  by  its 
Blue  Label  service  at  a  price  of  only 
$12.44.  "Who  would  turn  down  sav- 
ings up  to  70%  on  air  delivery?"  reads 


a  recent  UPS  ad. 

"We  want  to  reach  CEOs  and  con- 
vince them  that  overnight  is  being 
misused,"  says  John  W.  Alden,  a  vice 
president  at  UPS.  "The  decision-mak- 
ers are  not  educated  as  to  air  choices." 

Alden  maintains  that  the  reason 
more  overnight  customers  haven't 
used  Blue  Label  is  their  lack  of  aware- 
ness that  UPS  offers  air  service.  "The 
biggest  problem  we  have,"  he  says,  "is 
getting  the  message  across  on  two- 
day  delivery." 

UPS  is  spending  nearly  $1  million 
this  year  to  promote  Blue  Label  Air. 
With  its  minifleet  of  used  jets  har- 
nessed to  a  system  of  men  and  trucks 
on  the  ground  that  is  second  to  none, 
UPS  hopes  to  divert  a  substantial 
piece  of  overnight  traffic  to  its  two- 
day  service  at  bargain  rates  and  get  its 
share  of  the  fat  margins  available  in 
air  express. 

Some  observers,  however,  think 
that  UPS  is  mistaken  to  think  it  can 


convert  customers  from  overnight  to 
two-day  service  on  the  cheap.  "The 
two  markets  are  completely  sepa- 
rate," says  Alfred  Norling,  an  analyst 
at  Kidder,  Peabody  &  Co.  "To  try  and 
wean  shippers  from  overnight  may  be 
a  little  off  the  mark." 

UPS  itself  isn't  all  that  sure  either. 
When  the  current  Blue  Label  ad  cam- 
paign winds  up  in  November,  says 
Alden,  they  will  take  a  close  look  at 
the  success  of  their  strategy.  To  go  the 
other  way  and  get  into  the  overnight 
business  will  prove  capital-intensive 
indeed.  The  $500  million  estimate 
that  one  hears  mentioned  as  the  price 
of  admission  would  purchase  a  large 
fleet  of  jet  aircraft  and  finance  estab- 
lishment of  a  central  hub  similar  to 
Federal  Express'. 

But  UPS  can  afford  to  play  the  over- 
night game,  if  it  should  come  to  that. 
In  the  75  years  since  its  founding  in 
Seattle,  it  has  built  a  balance  sheet 
that  is  a  model  of  well-heeled  conser- 


Fly-by-night  profits 


The  company  to  beat  in  the  over- 
night delivery  business  is  clearly 
Federal  Express  Corp.  Federal's  rev- 
enues in  fiscal  1982  should  be 
about  $850  million,  up  44%  from 
1980;  net  income  should  be  $80 
million,  up  36%. 

The  three  companies  that  com- 
pete with  Federal  all  provide  the 
same  basic  service:  door-to-door, 
overnight  delivery  of  packages 
weighing  70  pounds  or  less.  But 
each  has  additional  strengths.  Em- 
ery, for  example,  gets  41%  of  its 
revenues  from  shipping  packages 
heavier  than  70  pounds — which 
Federal  Express  won't  touch — and 
31%  from  Canadian  and  overseas 


business.  It  is  also  involved  in 
ocean  freight,  insurance  and  cus- 
toms brokerage.  Airborne,  too,  has 
significant  larger-package  and  in- 
ternational revenues.  The  bulk  of 
Purolator's  package-express  busi- 
ness is  in  the  up-to-400-mile  range 
and  moves  by  truck.  Purolator  also 
makes  auto  products,  which  ac- 
counted for  8%  of  profits  in  1980. 

Thus  far,  these  companies  have 
grown,  not  so  much  by  taking  mar- 
ket share  away  from  Federal  Ex- 
press as  by  slipping  into  its  wake 
and  soaring  as  the  concept  of  over- 
night delivery  took  off.  Federal, 
with  its  own  fleet  of  56  planes  and 
a  reputation  for  reliable  service, 


Who's  who 


will  not  be  easy  to  overtake.  It's 
the  old  story  of  someone  seeing  an 
opportunity,  and  someone  else 
caught  napping.  "If  it  had  had  the 
foresight  to  realize  the  potential  in 
overnight  small  package  delivery," 
says  one  analyst,  "Emery  could 
have  put  Federal  out  of  business." 

Federal's  top  rank  in  small  pack- 
ages bodes  well  for  its  near-term 
profitability — at  least  if  one  view 
from  Wall  Street  is  accurate.  Says 
Oppenheimer's  Michael  Derchin, 
"While  the  freight  business  is  very 
cyclical,  the  small-package  seg- 
ment seems  to  be  immune  from 
cycles  now  because  it's  in  an  early 
growth  stage." — Kevin  McManus 


Company 

Estimated 

1981 
revenues 
(millions) 

Total 

1980 
revenues 
(millions) 

%  from 
overnight 
delivery 

Total 
earnings 
(millions) 

Market 

1980 
return 
on  equity 

Federal  Express 

$850* 

$415.0 

100% 

$38.7 

small  packages 
overnight,  domestic 

28.9% 

Emery  Air  Freight 

600 

552.7 

35 

21.6t 

small  and  large 
packages,  international 

30.6 

Airborne  Freight 

235 

286.6 

85 

7.9 

small  and  large 
packages,  international 

19.9 

Purolator 

697 

561.3 

57 

13. 5t 

small  packages 
ground  delivery 
within  400  miles 

12.7 

•Fiscal  1982,  ending  May  31,  1982.  Revenues  for  1981 :  f  ti89  million     1 1ncludes  nonfreight  earnings.  Source:  Company  reports;  Standard  &  Poor's 
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Air- India's  throwing  a  slumber 
party.  Every  time  we  lift  off  for 
London.  Or  India. 

Because  now  every  Air-India 
First  Class  seat  is  a  Slumberette. 
Once  on  board  you  can  tilt  your 
Slumberette  back,  way  back. 

A  hostess  will  fluff  your  pillow. 
Tuck  a  downy  blanket  around  you. 
And  in  40  winks  you're  in  London. 
(It  takes  80  to  get  to  India.) 

Of  course,  when  you  aren't  sleep- 
ing, we'll  lavish  you  with  service. 

Excellent  food,  chilled  cham- 
pagne, caviar,  music  and  movies. 

You  can  RSVP  with  your  travel 
agent.  But  do  it  soon. 

Because  space  at  every  slumber 
party  is  limited  to  16  people.  (That's 
all  the  seats  we  have  in  our  First 
Class  cabin  which  means  you  have 
plenty  of  room.  Twice  as  much 
room  as  some  other  First  Classes.) 

You  probably  never  dreamt 
flying  could  be  so  comfortable. 

AMD  BETTER. 

400  Park  Ave..  Now  York.  N.Y.  10022. 
Toll-free  numbers:  Continental  U.S.  800-223-7776; 
N.Y.  State:  800-442-8115;  in  N.Y.  Citv:  (212)  751-6200 


AIR-INDIA  SALUTES 
"MANIFESTATIONS  OF  INDIA" 
A  nationwide  presentation  of  Indian  culture  in  1981/82 
FILM  INDIA:  the  classics,  the  new  films, 
and  the  master  filmmaker  Satyajit  Ray. 
Presented  by  The  Asia  Society.  MOMA,  and  the 
Indian  Directorate  of  Film  Festivals. 
Showing  at:  The  Pacific  Film  Archive, 

University  of  California.  Berkeley. 
University  of  Wisconsin.  Dept.  of  South 
Asian  Studies.  Madison. 
Art  Institute  of  Chicago. 
Walker  Art  Center.  Minneapolis.  Minn 


vatism:  a  mere  $7  million  in  long- 
term  debt  against  a  net  worth  of  $750 
million,  with  $528  million  in  cash 
items  alone.  It  doesn't  crow  about  it 
because  it  hasn't,  until  now,  had  good 
reason  to  do  so.  It's  not  a 'publicly 
traded  company;  management  and  su- 
pervisors oWn  all  but  a  few  shares  of 
the  stock.  Reporters  are  rarely  invited 
to  the  company's  headquarters  in 
Greenwich,  Conn.,  an  exclusive  New 
York  suburb.  Chairman  and  Chief  Ex- 
ecutive George  Lamb  almost  never 
grants  interviews.  Until  recently,  UPS 
spent  next  to  nothing  on  advertising, 


not  least  because  the  well-known 
problems  of  its  biggest  competitor, 
the  Postal  Service,  made  advertising 
largely  unnecessary. 

One  way  or  the  other,  UPS  is  not 
likely  to  ignore  the  overnight  express 
market.  Despite  the  huge  growth  it 
has  seen,  margins  remain  so  high  that 
even  the  U.S.  Postal  Service  is  making 
money  at  it  (see  box,  p  6H).  "With  or 
without  one-day  delivery,"  says  Paul 
Schlesinger,  who  follows  the  industry 
for  Donaldson,  Lufkin  &  Jenrette, 
"UPS  will  be  making  life  more  diffi- 
cult for  everyone."  ■ 


SNUGGLE 
DOWN 
FOR 
A  GOOD 
NIGHT'S 
SLEEP 
IN 

NEW  YORK. 

AND 
WAKE  UP  IN 
LONDON. 


The  post  office  fights  back 


If  you  are  doing  business  in  Boston 
and  you  must  get  a  10-pound  pack- 
age to  Los  Angeles  tomorrow,  you 
probably  think  of  calling  Emery  Air 
Freight  or  Federal  Express.  But 
there  are  alternatives,  among  them 
the  U.S.  Postal  Service.  Its  Express 
Mail,  Uncle  Sam's  answer  to  over- 
night delivery,  guarantees  next-day 
delivery  (or  your  money  back)  of 
your  package  from  a  Boston  post 
office  to  a  Los  Angeles  address  for 
$20.55— about  half  the  cost  of  Fed- 
eral Express. 

What's  more,  the  post  office  is 
making  money  at  that  rate — lots  of 
it.  Since  Express  Mail  became  a 
separate  class  four  years  ago,  it  has 
been  highly  profitable  for  the 
USPS,  often  surpassing  first  class. 
According  to  Robert  Becker,  a 
spokesman  for  the  Postal  Service, 
for  every  dollar  it  costs  to  run  it, 
the  Express  Mail  service  is  generat- 
ing $2.39  in  revenue.  Express  Mail 
volume  grew  from  8  million  letters 
and  parcels  under  70  pounds  in 
1978  to  17.5  million  last  year, 
while  revenues  climbed  from  $89 
million  to  $184  million  in  1980. 

There  are  disadvantages,  howev- 
er. Although  the  Postal  Service  has 
so  far  installed  826  special  Express 
Mail-only  boxes  in  the  business 
districts  of  large  cities,  they  can 
take  small  packages  only.  Larger 
parcels  must  still  be  taken  to  the 
post  office  (unless  you  can  get  your 
regular  carrier  to  pick  them  up). 
More  important,  you  can't  get 
overnight  Express  service  at  most 
post  offices  even  if  you  take  the 
package  in  yourself.  Only  about 
3,500  of  the  Postal  Service's 
30,000  post  offices  have  next-day 
service,  meaning  it  is  readily  ac- 
cessible mostly  in  larger  cities. 


And,  of  course,  if  you  can  live 
with  two -day  delivery,  there's 
United  Parcel  Service's  Blue  Label 
Air  service  at  $12.42  for  10 
pounds,  or  $8.13  less  than  Express 
Mail's  overnight. 

Clearly,  though,  Express  Mail 
may  provide  some  viable  competi- 
tion in  overnight  delivery  if  the 
Postal  Service  can  expand  it  to 
more  of  the  country  while  improv- 
ing its  image  for  reliability,  fudging 
from  its  success  so  far,  in  fact,  it 
may  be  one  of  those  rare  cases 
where  Uncle  Sam's  old  dog  learned 
a  new  trick. — C.E.C. 
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Untype  60 
words  per 
minute. 


The  IBM  Electronic 
>  Typewriter  can  erase 
ster  than  some  peo- 
e  can  type. 
At  the  touch  of  a 
ltton,  it  can  automatically 
t  a  character,  a  word,  or  an  en- 
e  line  clean  off  a  page. 
But  not  only  does  the  IBM 
ectronic  75  offer  you  automat- 
erasing,  it  also  offers  you  auto 
atic  indents,  centering,  under- 
ling and  column  layout. 
As  well  as  a  memory  that  can 
)re  up  to  7,500  characters. 

Call  IBM  Direct 


(With  option-  \~ 
al  memory: 
15,500.) 
So  if  you're  in- 
terested in  saving 
time,  consider  the 
IBM  Electronic  75  Typewriter. 

You'll  be  surprised  how  fast 
your  typing  gets  done. 
And  undone. 

To  order  call  IBM  Direct  at 
the  toll-free  numbers  below. 
Or,  for  a  free  demonstration  call 
your  local  IBM  Office  Products 
Division  Representative.  I  


Free  demonstration 

Fora  free  demonstration  of  the  IBM  Electronic 
75  Typewriter,  write  today  to:  IBM  Office 
Products  Division,  400  Parson's  Pond  Drive/ 
Dept.  804  L,  Franklin  Lakes,  N.J.  07417. 


1 
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Office  Produc  ts  Di 


J 


800-631-5582  Ext.  10.  In  New  Jersey  800-&52-4960  Ext.  10. 
In  lln\\aii/Alaska?{00-.-)2<>-24»4  Ext.  10. 


The  plaintiffs  used  to  hold  most  of  the  cards 
in  class-action  antitrust  suits.  Now  defen- 
dants may  begetting  some  help.  But,  unless 
the  Senate  comes  through,  they're . . . 

Still  in 
the  woods 


By  Jeff  Blyskal 


ONE  OF  THE  FIRST  THINGS  every 
law  student  learns  is  a  simple, 
three-part  sequence  for  litiga- 
tion: First  threaten.  Then  sue.  Then 
settle.  Where  that  formula  really 
shines  is  in  class-action  cases  against 
big  corporations  with  deep  pockets. 
No  one  should  know  that  better  than 
Georgia-Pacific,  Weyerhaeuser  and 
Willamette  Industries.  For  nine  years, 
the  three  forest-products  giants  have 
refused  to  settle  a  huge  class-action 
price-fixing  case,  and  now  they  may 
pay  dearly — possibly  over  SI  billion. 

Why-  Because  of  a  catch- 
22  embedded  in  civil  law  that 
says  this:  In  an  antitrust 
class  action,  a  defendant  who 
insists  on  going  to  trial  and 
then  loses  is  responsible  for 
covering  everybody's  damage 
costs — even  for  those  who 
have  already  settled  (minus, 
of  course,  any  settlement 
monies  already  collected).  If 
that  sounds  crazy,  it's  still 
the  law.  But  now  there  is  a 
chance  Congress  may  do 
something  about  it. 

The  price-fixing  suit  was 
filed  in  the  early  Seventies 
against  virtually  all  manufac- 
turers of  southern  plywood. 
Representing  the  plaintiffs: 
renowned  class-action  lawyer 
Harold  Kohn,  67,  who  has 
chalked  up  hundreds  of  mil- 
lions of  dollars  in  antitrust 
settlements.  The  prospects 
were  frightening  enough  to 
prompt  all  but  the  Big  Three 
to  settle  out  of  court — and  at 
bargain  rates,  as  it  turned 
out:  Together  the  30  settling 
companies  paid  only  S10  mil- 
lion. Weyerhaeuser,  Willam- 


ette and  G-P  went  on  to  lose  their 
case  in  1978,  and  last  month  lost 
again  in  the  U.S.  Court  of  Appeals  in 
New  Orleans.  They  have  two  remain- 
ing judicial  steps,  the  last  the  U.S. 
Supreme  Court,  and  if  the  decision 
goes  against  them,  Kohn  is  happily 
predicting  they  could  be  liable  for  $2 
billion  or  so. 

This  sort  of  thing  has  traditionally 
been  one  of  the  biggest  weapons  of 
lawyers  like  Kohn  in  pressuring  defen- 
dants into  a  settlement.  "As  a  plain- 
tiff's lawyer,  I  want  to  induce  them  to 
settle,"  says  Kohn.  "And  it's  better  if 
they  feel  they  may  have  a  lot  of  expo- 


Plairitiff  attorney  Harold  Kt 
"You  can  always  settle." 


<b)i 


sure."  Now,  however,  the  Senate  is 
considering  the  Antitrust  Equal  En- 
forcement Act,  sponsored  by  South 
Carolina  Senator  Strom  Thurmond. 
The  bill  would  make  defendants  who 
tight  in  court  liable  only  for  their  por- 
tion of  the  damages.  While  settle- 
ments still  might  look  enticing,  the 
act  would  at  least  give  companies  that 
thought  they  could  prove  their  inno- 
cence a  better  reason  to  pursue  the 
matter  in  court. 

The  way  things  stand  now,  says 
former  Attorney  General  Griffin  Bell, 
who  represents  the  three  companies 
in  their  lobbying  effort,  "guilt  or  inno- 
cence becomes  irrelevant."  He  cites 
another  huge  antitrust  class  action, 
the  $2  billion  corrugated  containers 
case  in  1978,  in  which  all  but  one  of 
the  37  defendants — Mead  Corp. — set- 
tled. "When  Mead  finally  went  to 
trial,  some  ten  defendants  who  had 
already  settled  were  found  not  to  have 
been  in  the  conspiracy  in  the  first 
place,"  says  Bell.  "That's  the  kind  of 
thing  that  can  happen  under  the  syn- 
ergies of  class  action,  the  antitrust 
laws  and  ioint  liability." 

The  Senate  could  go  even  further. 
Under  debate  is  whether  the  legisla- 
tion should  apply  to  pending  and  on- 
going cases,  which  would,  of  course, 
benefit  G-P,  Weyerhaeuser  and  Wil- 
lamette. "If  it's  not,  we  will  have  sev- 
eral hundred  cases  in  the  courts  under 
one  law  and  cases  following  them  un- 
der another  law,"  says  Bell. 

Assuming  the  law  doesn't 
apply  to  them,  however,  the 
three  companies  can  still 
take  the  case  to  the  Supreme 
Court.  Beyond  that,  there  is 
another  possibility:  Give  up 
and  settle.  After  all,  as  Kohn 
says,  "you  canaJways  settle." 
In  that  case,  the  tab  might  be 
half  a  billion  dollars. 

As  usual,  the  tens  of  thou- 
sands of  plaintiffs — mainly 
builders,  manufacturers  and 
lumber  dealers — will  prob- 
ably each  get  only  a  small 
piece  of  the  action.  The  big- 
gest winners  will  be  lead 
counsel  Harold  Kohn  and  the 
24  other  plaintiffs'  law  firms. 
Kohn  claims  to  have  no  idea 
how  much  they  will  all  get — 
though  he  works  for  $250  an 
hour  and  has  put  in  thou- 
sands of  hours.  But  if  past  big 
class  actions  are  any  indica- 
tion, the  lawyers  stand  to 
collect  maybe  S30  million  or 
more  on  a  half-billion-dollar 
settlement.  If  help  is  on  the 
way  from  the  U.S.  Senate,  it 
is  surely  long  overdue.  ■ 
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Fbr  the  car  that  has  everything. 


Uuick'Riviera.  You  say  "everything" 

seems  a  bit  of  an  overstatement?  Perhaps ....  but . 
you  should  inspect  a  new  Riviera  for  yourself. 
And  see  how  close  it  comes. 


_E3  XJl^G-j^I 

Wouldn't  you  really  rather  have  a'Buick? 


Introducing 
the  3M  "787" 
Plain  Paper 
Copier. 


The  line  at  the  copier. 

It  wastes  more  precious  office 
time  than  you'd  care  to  think  about 

Waste  that  can  easily  be 
trimmed.  Just  by  getting  a  new  3M 
"787"  Plain  Paper  Copier 

A  copier  that  gives  you  quality 
copies  fast.  Starting  with  a  single 
copy  time  of  4.7  seconds.  And  up  t 
three  sets  of  collated  copies  from 
eight  originals  in  less  than  a  minute 

Copies  that  are  crisp  and  clear 
Time  after  time. 

All  because  of  Sensitron.™  A 


que  exposure  system  that  adjusts 
;  copier  to  match  your  original, 
tantly. 

Add  to  that  standard  features  like 
cument  loader,  a  10-bin  collator 
h  bi-directional  sorting,  dual 
per  trays,  plus  a  short  paper  path 
d  you'll  be  trimming  your  waste 
io  time. 

The  "787"  also  has  built-in 
ability.  The  kind  of  toughness  and 
pendability  that  comes  with  3M 
?cision  engineering. 

Starting  with  microprocessing. 


A  sophisticated  technology  that  in- 
creases copier  work  time  by  alerting 
the  operator  to  any  trouble  spots  for 
quick  and  easy  problem  solving. 

Problems  that  often  mean  costly 
downtime.  And  untimely  delays. 

What's  more,  our  Pause-Resume 
feature  allows  longer  copying  proj- 
ects to  be  momentarily  interrupted 
by  single  copy  makers,  then  go  right 
back  to  where  it  left  off.  Trimming 
even  more  time  at  the  copier. 

In  addition,  the  3M  "787"  comes 
equipped  with  an  easy-to-operate 


fingertip  touch  control  panel,  code 
display  service  diagnostics,  and  the 
convenience  of  an  easy-to-load 
single-part  toner. 

So  there  you  have  it.  The  3M 
"787"  Plain  Paper  Copier.  And  all  the 
trimmings. 

For  more  information  call  toll- 
free:  800-328-1684  (in  Minnesota, 
800-792-1072).  Or  write:  3M  Copying 
Products,  Building  220-10E/3M 
Center,  St.  Paul,  MN  55144. 

3M  hears  you  . . . 


3M 


Introducing 
United  AirExpress. 

United  Airlines5  new  door  to  door, 
overnight  package  service. 

Your  package  will  feel  better  flying  Unitec 
You'll  feel  better,  too. 

For  United  AirExpress  in  your  area,  call 
your  local  United  Airlines  cargo  office  listec 
the  Yellow  Pages  under  Air  Cargo. 

Packages  prefer 

United  AirExpress 

UJJ  uniTED  AiRLines 


Do  your  overnight  packages  seem  more 
excited  lately? 

That's  because  they  can  now  get  the  special 
care  and  attention  that  make  the  skies  so  friendly 
for  people. 

Just  call  United  AirExpress. 

We'll  pick  up  any  package  up  to  70  lbs.  We'll 
fly  it  out  that  night.  And  deliver  it  the  next  day. 
Door  to  door.  To  any  of  5,000  communities  under 
the  Friendly  Skies. 


Henry  Goodrich  thinks  the  name  SONAT 
will  make  Southern  Natural  Resources  bet- 
ter known,  but  its  profitability  already 
speaks  louder  than  words. 


Southern  belle 


By  Toni  Mack 


T|  wo  years  ago,  when  he  was  59 
years  old  and  thinking  about 
stepping  away  from  the  top  job 
at  Indianapolis'  Inland  Container 
Corp.,  Henry  C.  Goodrich  got  a  call 
from  John  Shaw,  an  old  friend  in  Bir- 
mingham, Ala.  Shaw  was  about  to 
retire  from  the  chairmanship  of  Bir- 
mingham-based Southern  Natural  Re- 
sources, Inc.,  a  company  he  had  diver- 
sified from  its  interstate  gas  pipeline 
base  and  built  into  a  giant.  Shaw 
asked  Goodrich  if  he  would  step  in  as 
chief  executive  for  a  few  years  at 
Southern — till  the  company  could 


groom  a  homegrown  successor. 

For  Goodrich  it  was  a  chance  to 
return  to  the  city  in  which  he  had 
spent  most  of  his  working  life — as 
an  engineer  with  Rust  Engineering, 
which  sold  out  in  1972  to  Wheelab- 
rator-Frye.  And  it  was  more:  a 
chance  finally  to  do  a  job  with  a 
big,  soundly  capitalized  company. 
At  Inland,  a  maker  of  corrugated 
boxes,  where  he  had  spent  ten  years 
as  chief  executive  and  helped  sell 
the  company  to  Time  Inc.  in  1978, 
"you  could  be  the  best  manager  in 
the  world,"  says  Goodrich,  "but 
when  the  damn  thing  went  down 
[the  forest  products  industry]  there 


Southern  Natural  Resources  Chairman  Henry  C.  Goodrich 

"You  hear  about  growth  companies,  and  yet  our  growth  rate  is  better. 


wasn't  a  single  thing  you  could  do 
about  it  but  hang  on  to  your  chair. 

"Southern  Natural  [estimated  1981 
revenues:  $2.3  billion]  is  much  more 
beautiful  to  run,"  says  Goodrich,  smil- 
ing at  the  thought.  He  has  two  subsid- 
iaries in  the  red  this  year:  a  joint 
venture  in  timber  and  paper  with  Boi- 
se Cascade  called  Boise  Southern, 
which  lost  $2.3  million  in  the  first 
half  because  of  a  lousy  market,  high 
interest  costs  and  mechanical  prob- 
lems in  a  paper  mill;  and  Interstate 
and  Ocean  Transport,  a  petroleum 
products  carrier  along  the  East  and 
Gulf  coasts,  which  lost  $1.3  million  in 
the  second  quarter  because  of  high 
interest  costs,  a  soft  market  and  a  45- 
day  Seafarers  Union  strike. 

But  Goodrich  isn't  worrying.  Even 
with  those  losses  Southern  Natural 
recorded  a  26%  earnings  gain  in  the 
first  half.  Earnings  for  the  year  are 
likely  to  hit  $4.25  a  share,  com- 
pared with  1980's  $3.43.  Goodrich 
knows  that  Boise  Southern  will  re- 
cover when  the  housing  market 
does,  and  as  for  Interstate,  he's 
pumping  $70  million  into  increasing 
its  fleet  capacity  by  7%. 

In  fact,  the  main  thing  on  Good- 
rich's mind  is  spending  $600  million 
this  year  and  a  like  amount  next  year 
to  expand  Southern  Natural's  oil  and 
gas  exploration  and  its  offshore  drill- 
ing subsidiary  as  well  as  its  pipeline. 
He  also  intends  to  ask  his  sharehold- 
ers next  month  to  double  the  autho- 
rized common  shares  to  100  million, 
vs.  41  million  outstanding,  and  to 
change  the  company  name  to  SONAT 
Inc.  The  idea  is  more  acquisitions  and 
a  broader  identity.  At  61,  Henry 
Goodrich,  born  and  bred  in  Tennessee 
and  educated  at  its  university  as  an 
engineer,  is  ambitious  to  make  his 
company  as  well  known  as,  well,  just 
listen: 

"I  put  that  chart  over  there  just 
to  show  you,"  says  Goodrich,  point- 
ing to  a  big  white  placard  propped 
against  a  bookcase.  Figures  on  the 
chart  show  the  21 -year  compound 
annual  growth  rates  of  earnings  per 
share  for  companies  like  Texas  In- 
struments at  12.9%  and  Standard  of 
Indiana  at  13.1%.  "You  hear  about 
growth  companies,"  complains 
Goodrich,  "and  every  one  of  those 
is  a  famous  name — and  yet  our 
growth  rate  [13.6%]  is  better  than 
theirs." 

Goodrich  is  rightly  proud  that 
Southern  Natural  takes  top  place  in 
Forbes'  ranking  of  producers  and 
pipelines  in  five-year  average  return 
on  equity  (18.4%),  return  on  total 
capital  (10.3%)  and  growth  in  earn- 
ings per  share  (13.7%).  It's  not  as 
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MERRILL  LYNCH  WHITE  WELD 


CAPITAL  MARKETS  GROUP 
REPORT: 


THE  FACTS: 

In  1980,  Merrill  lynch  White  Weld 
ranked  first  in  public  financing. 

During  1980,  Merrill  Lynch  White  Weld 
underwrote  an  industry-leading  560  tax-exempt 
issues  worth  S16.8  billion,  accounting  for  29% 
or  long-term  financing  volume.  In  doing  so,  we 
introduced  such  innovations  as  floating-rate 
hospital  bonds,  3-year-matunty  pollution-con- 
trol bonds,  and  revenue  or  lease-secured  bonds 
for  port  facilities. 

Last  year  was  also  a  record  year  in  all 
respects  for  our  Federal  Financing  Department 
with  1,100  trading  transactions.  We  more  than 
doubled  our  primary  and  secondary  activity  in 
federally  guaranteed  loans.  This  department  is 
the  only  fully  integrated  entity  of  its  type  on 
Wall  Street. 

As  senior  manager,  Merrill  Lynch's  1980 
new  -issue  performance  increased  35%  versus 
1979.  In  dollar  totals,  this  activity  represented  a 
48%  increase  from  1979. 

In  1980,  Merrill  Lynch's  commitment  to 
housing  finance  was  recognized  by  our  appoint- 
ment as  manager  to  more  than  a  dozen  addi- 
tional state-housing-finance  agencies.  Our  35 
managed  housing  financings  totaling  $2.2  bil- 
lion doubled  our  dollar  volume  from  the  pre- 
vious year. 

We  ranked  first  in  health-care  finance, 
underwriting  SI. 3  billion.  Our  54  managed 
issues  represented  35%  of  total  industry  activity 
for  the  year. 

These  industry-leading  figures  in  public 
finance  indicate  that  when  it  comes  to  raising 
capital,  Merrill  Lynch's  services  are  invaluable. 

IF  YOU  THINK  THE  FACTS  ARE  IMPRESSIVE, 

WAIT  UNTIL  YOU  HEAR  THE  THINKING  BEHIND  THEM. 


Merrill  Lynch 

Merrill  Lvnch,  Pieree,  Fenner  &.  Smith  Inc 

A  breed  apart. 


1981  Merrill  Lynch  Pierce  Fenner  &  Smith  Member,  SIPC 


THE  FIGURES: 

"When  you  get  a  group  of  really 
bright,  capable  people  together, 
there's  no  way  to  stop  new  ideas 
from  sprouting  up  in  every  nook 
and  cranny  around  the  place." 


lean  I.  Ro 


au,  Director,  Pi 


Finance  Group 


"We  examine  the  clients'  problems 
and  needs  and  identify  the  best  financing 
alternatives.  We  are  not  satisfied  with  tra- 
ditional methods.  We  constantly  look  for  a 
better  way  to  go. 

"We  are  in  many  ways  treating 
our  public-sector  clients  and  prospects 
as  though  we're  forming  a  long-term 
relationship,  not  just  setting  up  a  one- 
shot  deal. 

"Simply  knowing  what  the  mar- 
ket wants  or  thinks  or  expects  at  any 
moment  enables  us  to  provide  a  first- 
class  banking  service  to  our  clients." 


though  the  stock  market  hasn't  no- 
ticed. Southern  Natural  trades  at  a 
price/earnings  ratio  of  8,  compared 
with  a  P/E  of  5  for  other  pipeliners 
like  Texas  Eastern  Corp.  and  Pan- 
handle Eastern  Corp. 

So  in  asking  that  Southern  Natu- 
ral, or  SONAT,  be  better  known, 
Goodrich  is  probably  really  saying 
that  he  wants  to  put  his  mark  on 
the  company,  build  if  he  can  on  the 
job  done  by  John  Shaw  and  other 
predecessors  at  the  52-year-old  com- 
pany. They  built  on  the  cash-yield- 
ing Southern  Natural  Gas  pipeline, 
which  serves  the  southeastern 
states.  The  line,  which  still  contrib- 
utes 59%  of  Southern's  earnings  on 
80%  of  revenues,  has  provided  the 
financial  strength  through  the  years 
to  acquire  handsome  subsidiaries: 

•  Offshore  Co.,  the  contract 
driller,  has  21  land  and  30  offshore 
rigs,  and  Goodrich  wants  to  add  one 
offshore  rig  a  year. 

•  SONAT  Exploration — earnings 
up  132%  in  the  first  half — produced 
42  billion  cubic  feet  of  gas  and  1.7 
million  barrels  of  oil  last  year  and 
has  eight  new  fields  to  bring  into 
production  in  the  Gulf  of  Mexico. 

•  Boise  Southern  owns  and  leases 
800,000  acres  (with  mineral  rights 
to  600,000  of  those  acres)  and  can 
add  $13  million  to  Southern's  earn- 
ings in  a  good  year. 

•  Interstate  and  Ocean,  for  which 
Goodrich  paid  $109  million  last 
year,  earns  $10  million  in  good 
times.  Goodrich  figures  oil  compa- 
nies looking  to  lower  production 
costs  will  cut  back  their  expensive 
in-house  transportation  and  instead 
use  Interstate. 

•  Southern  Natural  Gas,  the  pipe- 
line company,  has  a  growing  future 
because  supplies  of  gas  are  available 
once  again.  Southern  and  three  oth- 
er pipeline  companies  begin  federal 
hearings  next  month  on  a  proposed 
635-mile,  $710  million  new  pipeline 
called  the  Trans-Anadarko  system. 

Maintaining  and  expanding  South- 
ern's businesses  takes  a  lot  of  capital. 
The  company  currently  has  some 
$500  million  worth  of  debt  tied  to  the 
prime  rate.  Still,  long-term  debt 
stands  at  a  respectable  31%  of  capital- 
ization, and  cash  flow  on  June  30  was 
$167.3  million,  up  25%  over  1980's 
first-half  cash  flow. 

In  fact,  if  there  is  anything  Good- 
rich is  looking  for  right  now  it  is  ac- 
quisitions in  less  capital-intensive 
areas.  Varying  the  mix  could  be  his 
contribution  to  the  continuing 
progress  of  a  well-managed  company. 
He  is  certainly  not  thinking  anymore 
about  retirement.  ■ 


Japans  hottest  company  is  looking  to  do 
in  robots  what  it  did  to  worldwide  compe- 
tition in  machine  tools. 


The  dawn 
of  battle 


By  Kathleen  K.  Wiegner 

W1  here  do  your  competitive 
troubles  begin,  O  American 
businessman?  In  Tokyo,  cai- 
toon  time  finds  Japanese  tots  huddled 
around  TV  sets  watching  not  Super- 
man, but  real  men  of  steel,  giant  ro- 
bots soaring  into  battle  with  all  the 
metal-crunching  sound  and  fury  of  a 
machine  shop  gone  wild. 

But  robots  aren't  just  kid  stuff  in 
Japan.  The  country  has  no  fewer  than 
135  manufacturers  turning  out  half  of 
the  world's  computer-controlled  ro- 
bots. Robotics  has  become  as  much  a 
Japanese  passion  as  baseball  and  cher- 
ry blossom  viewing. 

According  to  the  Robot  Institute  of 
America,  Japan  has  15,000  working 
robots,  the  U.S.  has  only  around 
4,000.  U.S.  companies  such  as  Gener- 
al Electric  and  Cincinnati  Milacron 
are  gearing  up  robot-making  capacity, 
prepared  to  see  a  market  currently  at 
$150  million  annual  sales  mushroom 
to  $2.1  billion  by  1990.  But  the  Japa- 
nese already  seem  to  be  ahead. 

Take  Japan's  hottest  company,  Fu- 
jitsu Fanuc  Ltd.  Its  hard-driving  Presi- 
dent Seiuemon  Inaba — known  in  Japan 
as  the  Emperor  of  Robots — has  just 
opened  a  plant  in  the  shadow  of  Mt .  Fuji 
that  is  a  showcase  of  the  robotic  art. 

Fanuc's  $38  million  plant  can  oper- 
ate around  the  clock  with  only  100 
workers,  one-fifth  the  workers  nor- 
mally needed  in  a  similar-size  plant. 
On  the  gleaming  factory  floor,  units 
consisting  of  a  robot  and  a  machine 
tool  controlled  by  electronically  coded 
sets  of  instructions  turn  out  not  only 
parts  for  other  machine  tools,  but  for 
other  robots.  The  units  are  linked 
electronically  to  an  automated  ware- 
house, which  dispatches  a  cart  to  pick 
up  finished  goods  and  carry  new  parts 


to  be  shaped,  which  robots  then  un- 
load onto  their  work  stations.  The  last 
human  worker  off  the  floor  turns  off 
the  lights;  the  machines  keep  right  on 
going  with  no  coffee  breaks,  fringe 
benefits  or  overtime. 

So  far  Inaba  is  trying  out  his  new 
products  at  home  before  shipping  them 
overseas.  Robots  accounted  for  only 
3.4%  of  Fanuc's  $373  million  sales,  but 
Inaba — known  in  Japan  as  a  tough- 
minded  autocratic  manager  and  super- 
salesman — wants  robots  to  comprise 
15%  within  a  few  years.  It  stands  to 
reason  that  the  company,  which  gets 
46%  of  its  sales  from  overseas,  will  be 
knocking  on  U.S.  doors  with  robots 
before  long.  And  judging  from  its  suc- 
cess with  its  last  major  venture — nu- 
merically controlled  systems  for  ma- 
chine tools — that  is  ominous  indeed. 

Fanuc,  which  was  spun  off  from 
computermaker  Fujitsu  Ltd.  in  1972, 
is  the  world  leader  in  NC  systems — 
computer-like  boxes  that  lead  lathes 
and  drills  through  their  metal-shaping 
paces.  Early  on,  Fanuc  used  semicon- 
ductors and  microprocessors  in  its 
boxes  and  swept  to  an  estimated  50% 
hold  on  the  world  market  for  NC  sys- 
tems against  such  competitors  as 
General  Electric,  Bendix  Corp.  and  Al- 
len-Bradley Co.  The  Japanese  com- 
pany hit  the  U.S.  in  a  joint  venture 
with  Germany's  Siemens  AG,  called 
General  Numeric  Corp.,  and  has  tak- 
en close  to  20%  of  the  market.  It 
targeted  the  small,  10-  to  25-man-job 
shops  that  were  beginning  to  auto- 
mate in  the  mid-Seventies. 

Now  Inaba  is  concentrating  on  ro- 
bots that  work  with  machine  tools  and 
is  targeting  the  same  light  manufactur- 
ing and  job-shop  market.  Fanuc's  Sys- 
tem 6  NC  machine  controls  a  robot  as 
well  as  a  machine  tool.  The  robot 
"arm"  feeds  metal  to  the  machine  tool 


FORBES,  OCTOBER  26,  1981 


77 


"At  Armco's  National  Supply, 
we  just  opened  our  119th  store 
to  serve  the  oilpatch.  That's  how 
we  stay  the  leader  in  the  field." 


Rob  Walker 

is  president 

of  production 

equipment 

and  distribution  for 

National  Supply 

Company. 


For  almost  a  century,  National  Supply  stores  have  formed  the  backbone  of  this 
Armco  company.  Operating  like  sophisticated  hardware  stores,  they  deal  with  the 
thousands  of  parts  and  expendable  items  unique  to  the  oilfield.  And  they  act  as 
distribution  points  for  the  entire  National  Supply  line,  including  giant  rigs, 
pumping  units  and  tubular  goods. 

Stores  are  an  important  reason  National  Supply  is  the  fastest  growing  part  of 
Armco . . .  and  its  most  profitable. 

Today,  National  Supply  is  positioned  to  meet  an  unprecedented  surge  in  drilling 
activity.  Our  business  analysts  say  that,  worldwide,  the  annual  average  rig  count 
this  year  will  be  5361 . . .  up  15%  from  the  4644  average  in  1980.  National  will  be 
wherever  new  stores  and  equipment  are  needed. 

This  is  the  kind  of  planned  growth  that  is  bringing  Armco  increasing  recognition 
as  an  energy  company.  For  more  information  write,  Investor  Relations.  Armco. 
General  Offices,  Middletown.  Ohio  45043. 
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and  removes  the  finished 
product.  "At  an  average  price 
of  around  $22,000  these  ro- 
bots are  aimed  at  small-to- 
medium-size  factories  that 
need  to  compete  with  cheap 
labor,  such  as  small-parts  sup- 
pliers to  the  auto  industry," 
explains  Shimpei  Kato,  a  di- 
rector and  manager  of  corpo- 
rate planning  for  Fanuc.  Fanuc 
is  also  developing  robots  that 
can  assemble  parts.  Last 
month  it  announced  two  ma- 
chine-assembly models,  each 
capable  of  memorizing  6,000 
different  components  and 
their  positions  in  a  finished  product. 

In  concentrating  on  the  small,  rela- 
tively inexpensive  machines,  Inaba  is 
pursuing  a  different  course  from  Ja- 
pan's robotics  giants — Kawasaki 
Heavy  Industries  and  Hitachi — and 
from  all  but  a  few  of  his  U.S.  and 
European  competitors.  While  Prab 
Conveyor  Inc.  intends  to  make  a  ro- 
bot similar  to  Fanuc's,  most  U.S. 
manufacturers — Cincinnati  Milacron 
and  Condec's  Unimation  among 
them — have  concentrated  so  far  on 
large,  complex  robots  -such  as  those 
used  in  the  automobile  industry  for 
spot  welding  and  spray  painting. 

But  that's  not  all  the  American 
makers  are  concentrating  on.  General 


Fanuc  robot  on  the  job 
No  coffee  breaks,  overtime  or  benefits. 


Electric  sees  a  rapidly  developing  mar- 
ket for  high-precision  light-assembly 
robots.  But  GE  will  be  looking  to  large 
companies  for  its  robots,  which  could 
leave  the  smaller  outfits  an  easy  target 
for  Inaba's  products.  "The  Japanese 
don't  have  any  technology  we  don't 
have,"  says  Jules  Mirabel,  general 
manager  of  automation  systems  oper- 
ation at  GE.  "They  do  have  a  lead  in 
application.  To  come  into  the  U.S., 
the  key  element  will  be  service." 

As  for  technology,  Fanuc  is  working 
closely  with  Fujitsu  (which  owns  47% 
of  the  stock)  and  Siemens  (which 
owns  5.3%)  to  develop  an  intelligent 
robot  with  artificial  senses  like  sight, 
that  can  "think"  via  advanced  data 


"You  7/  need  the  facts, 
and  Armco  has  them 
for  you  in  our 
pocket  reference  book  on  Oil  &  Gas 
and  our  Annual  Report,  They're  free" 

Rob  Walker,  president  of  production  and  distribution 
for  Armco's  National  Supply  Company 
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□  Please  check  if  you  wish  to  be  placed  on  Armco's  Annual 

Report  mailing  list. 
Send  coupon  to:  Armco  Corporate  Communications 
Dept  C-41D,  P.O.  Box  600.  Middletown.  OH  45043 
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processing  capability. 

Beyond  its  own  expertise, 
Fanuc  is  backed  by  the  whole 
complex  of  Japanese  govern- 
ment and  society,  which  ap- 
pears to  be  deadly  serious 
about  doing  in  robots  what  it 
has  done  in  consumer  elec- 
tronics, automobiles,  steel 
and  shipbuilding. 

The  government  is  pro- 
moting the  robotization  of 
Japan   through   funded  re- 
search in  national  universi- 
ties and  loan  guarantees  to 
private  companies.  Compa- 
nies that  buy  robots  can  de- 
preciate the  cost  faster,  and  the  Min- 
istry of  International  Trade  &  Indus- 
try (MITI)  guarantees  loans  to  help 
small  and  medium-size  companies 
buy  robots.  Japan  Robot  Leasing  Co., 
a  joint  project  between  24  robot- 
makers  and  the  industry  association 
(and  backed  in  part  by  Japan  Develop- 
ment Bank  financing),  leases  robots  to 
small  companies  with  neither  the 
cash  nor  the  savvy  to  take  the  risk. 

So  far,  Japanese  labor  has  accepted 
this  automation  mania.  According  to 
the  Labor  Ministry,  Japan  has  an  actu- 
al shortage  of  850,000  skilled  blue- 
collar  workers.  Also,  assembly  robots 
mostly  displace  women,  who  in  Japan 
are  still  not  considered  a  serious  part 
of  the  work  force. 

As  robots  become  pervasive  in  Ja- 
pan, robotmakers  can  reach  econo- 
mies of  scale.  "While  Japan  exports 
only  3%  of  its  robot  production  at 
present,"  explains  Kanji  Yonemoto, 
executive  director  of  the  Japan  Indus- 
trial Robot  Association,  "by  1985  we 
expect  that  percentage  will  rise  to 
15%."  Clearly  Inaba  intends  Fanuc  to 
be  part  of  that  wave.  American  com- 
petitors had  better  hustle. 

But  U.S.  investors  might  have  other 
thoughts  about  Fanuc,  which  is  also 
Japan's  hottest  stock.  Since  1977  it 
has  averaged  yearly  profit  increases  of 
82%.  For  fiscal  1981  ended  Mar.  31, 
net  was  up  71%,  to  $61  million.  Nihon 
Keizai  Shimbun,  Japan's  prestigious 
business  paper,  found  Fanuc  to  be  Ja- 
pan's top-ranked  company  in  its  an- 
nual survey  this  fall.  The  stock  sold  at 
around  Y7,000  recently  ($32  or  a  P/E 
of  24),  close  to  the  highest  price  ever 
recorded  for  a  Japanese  stock.  Foreign 
investors  have  bought  up  34%  of  Fan- 
uc's stock,  one  of  the  highest  ratios 
for  a  Japanese  company. 

Can  Fanuc  and  the  hard-driving 
Seiuemon  Inaba  keep  up  such  perfor- 
mance? That  will  depend  on  its  robots 
and  what  U.S.  makers  can  come  up 
with  in  answer  to  this  latest  in  a  se- 
ries of  invasions  from  Japan  Inc.  ■ 
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Three  Rivers  Computer  had  very  little  mon- 
ey, but  a  great  product.  It  was  only  missing 
one  thing:  management. 


The  reluctant 
chairman 


The  Up-And-Comers 


By  Lisa  Gross 

T|  HE  TROUBLE  WITH  TRYING  to 
build  a  company  on  the 
strength  of  just  one  product  is 
that  it's  easy  for  someone  else  to 
crash  the  party.  Edward  Fredkin  dis- 
covered that  in  August.  Taking  time 
off  from  his  position  as  professor  of 
computer  science  at  MIT  to  act  as 
CEO  of  Three  Rivers  Computer 
Corp.,  whose  only  product  is  a 
$30,000  personal  scientific  computer 
called  the  PERQ,  Fredkin  had  flown  to 
London  to  clinch  a  distribution  deal 
with  Britain's  giant  $1 .3  billion  (sales) 
International  Computers  Ltd.  (ICL). 
The  deal  would  virtually  guarantee 
Three  Rivers'  future.  But  on  ICL's 
doorstep  Fredkin  ran  into  another  up- 
start, Apollo  Computer,  trying  to  steal 
the  agreement  out  from  under  Three- 
Rivers. 

"They  were  very  up  front  with 
ICL,"  Fredkin  recalls.  "I  heard  that 
they  said,  'We  know  you  have  been 
talking  with  Three  Rivers  and  we 
want  the  business.'  They  made  a 
strong  pitch  and  they  did  it  with  a  lot 
more  manpower."  And  well-known 
manpower,  at  that:  Fredkin  found 
himself  all  alone  against  the  same 
team  that  had  launched  the  highly 
successful  Prime  Computer  in  1972. 
"Their  argument  was  that  they  had 
such  senior  and  experienced  manage- 
ment that  they  would  obviously  do 
the  right  thing.  My  argument  was 
that  Apollo  might  have  this  fantastic 
pedigree,  but  that  we  had  a  better 
machine.  What  I  didn't  know  until 
after  I  had  made  the  pitch  is  that  they 
were  out  there  promising  to  deliver 
some  new  machine  that  they  hadn't 
built  yet,"  says  Fredkin. 


A  slender  man  of  46  who  looks 
more  the  absent-minded  professor 
than  an  entrepreneur  who  has  found- 
ed three  other  businesses  (including 
$20  million  [sales]  computer  film-re- 
cording equipment  manufacturer  In- 
formation International,  Inc.,  of  Los 
Angeles),  Fredkin  is  one  of  the  com- 
puter scientists  who  created  the  field. 
He  has  no  college  degree,  having 
dropped  out  of  Cal  Tech  to  join  the 
Air  Force  as  a  fighter  pilot.  While  in 
the  Air  Force  in  the  late  1950s,  he  was 
assigned  to  evaluate  the  SAGE  com- 
puterized air  defense  system  at  MIT's 
Lincoln  Laboratory.  Then,  after  three 
years  with  the  Boston  consulting  firm 
Bolt,  Beranek  &  Newman,  "bringing 
them  into  the  computer  era,"  Fredkin 
started  his  own  company,  Informa- 
tion International,  in  1962.  Since  then 
he  has  designed  computers,  advised 
investment  bankers  about  other  com- 
panies that  make  them,  fixed  them 
and  taught  about  them. 

And  he  sold  Britain's  ICL  on  the 
.PERQ  computer,  primarily  be- 
cause of  ICL  Managing  Director  Rob- 
ert Wilmot.  As  luck  would  have  it,  the 
Science  and  Engineering  Research 
Council  (SERC),  Britain's  version  of 
the  National  Science  Foundation,  had 
heard  good  things  about  PERQ 
through  the  university  grapevine  and 
wanted  to  buy  one.  But  because  SERC 
is  required  to  buy  from  British  compa- 
nies, they  went  to  ICL  and  asked  it  to 
supply  the  PERQs.  ICL  was  game, 
since  it  was,  and  is,  in  need  of  good 
products  to  keep  its  vast  marketing 
system  busy  and  to  cut  its  losses,  pro- 
jected to  be  some  $200  million  this 
year.  But  this  time  it  was  the  folks  at 
Three  Rivers  who  were  cautious. 
Definitely  interested,  but  cautious. 


Why?  Because  back  in  September  of 
1980,  Three  Rivers  had  still  manufac- 
tured only  one  PERQ.  It  was  changing 
over  from  a  company  doing  research 
and  development  contract  work. 
Owned  and  run  by  six  friends,  all  but 
one  computer  professors  or  research- 
ers from  Carnegie-Mellon  University 
in  Pittsburgh,  it  was  not  really  yet  a 
manufacturing  company.  In  1974,  the 
six  were  winding  up  a  five-year  De- 
fense Department  research  project  at 
Carnegie-Mellon.  They  scraped  to- 
gether $5,500  to  fund  a  company  to 
build  computers  (designed  by  others) 
on  government  contracts.  "It  was  ac- 
tually run  out  of  four  home  base- 
ments," recalls  Paul  Newbury,  35, 
now  Three  Rivers'  treasurer.  "Three 
of  us  lived  on  the  same  street.  Brian 
Rosen  had  the  computer  in  his  base- 
ment. I  had  the  R^D  stuff  in  my 
basement.  (im  Teter  had  all  the  parts, 
and  what  was  manufactured  was  done 
there.  Instead  of  calling  up  each  other 
to  borrow  a  cup  of  sugar,  we  would  ask 
for  IC  chips,"  he  laughs. 

It  was  a  viable  little  company  from 
the  start,  selling  custom-designed 
computer  graphics  equipment  to  the 
likes  of  the  Mellon  Bank,  Westing- 
house  and,  of  course,  Carnegie-Mel- 
lon. The  first  project,  a  vector  graph- 
ics system,  sold  to  the  University  of 
Toronto  for  some  $30,000,  paid  tor 
the  second  project,  and  so  on.  But  the 
group  ran  their  company  like  a  re- 
search lab,  with  time  and  money  to 
spare,  rather  than  as  a  baby  company 
on  a  shoestring.  When  ICL  ap- 
proached them  about  European  distri- 
bution rights  for  the  PERQ  last  year, 
Three  Rivers  was  struggling  to  stretch 
management  and  dollars  to  match 
PERQ's  potential  sales.  Desperately  in 
need  of  cash,  they  had  asked  other 
computer  professors  to  invest  in 
PERQ  and  Three  Rivers.  After  all, 
who  knew  more  about  their  product's 
potential?  In  1979,  17  professors  had 
bought  24  $10,000  shares.  One  of 
them  was  Fredkin.  He  invested  in  the 
computer  design:  "It  looked  so  prom- 
ising, I  could  hardly  believe  it." 

Tlhe  company's  management, 
though,  was  not  so  promising.  Says 
Fredkin:  "One  of  the  aspects  about 
Three  Rivers  that  alarmed  me  from 
the  very  beginning  was  that  in  the 
course  of  my  short  conversations 
with  them,  before  I  invested  the  first 
$50,000,  three  different  people  were 
president.  And  I  felt  that  their  finan- 
cial plans  were  woefully  inadequate." 
They  were  banking  everything  on 
PERQ,  but  none  were  getting  built. 
Their  plan  might  have  worked,  if  they 
had  stayed  with  a  production  sched- 
ule. But  they  didn't  have  a  production 
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r  IN  A  COPIER 
IWTH  POTENTIAL 


The  Toshiba  BD-7501  dry  plain 
paper  copier  starts  out  as  a  perfect 
medium-sized  copier. 

It  turns  out  high-quality  copies 
at  a  tirst-copy  speed  of  5  seconds, 
on  virtually  any  kind  of  paper. 
And  at  a  rate  of  25  per  minute. 
Copies  that  are  monitored 
by  microprocessor  control.  Reproduced  on  a  selenium  drum. 

Copies  that  can  be  made  any  size,  from  statement  to  ledger,  thanks  to 
our  600-sheet-capacity  dual  cassettes. 

2 And  then  your  investment  can 
•  grow  right  before  your  eyes. 
When  you  add  our  optional 
document  feeder,  you  can  make 
copies  even  faster.  Because  it  eliminates 
the  bother  of  lifting  the  cover  every  time 
you  want  a  copy 

And  the  less  time  you  spend  copy- 
ing, the  more  time  you  can  invest  in 
your  business. 

3 Now,  to  achieve  maximum  growth,  just  add  our  optional  10-bm  sorter  and 
9  large  capacity  feeder 
For  fast,  automatic  sorting  and  collating,  we  stack  up  against  anyone. 
And  to  help  you  grow  by  making  copies  smaller,  there's  our  BD-7511.  It 
includes  all  the  features  of  our  BD-7501,  plus  reduction  capability. 

But  no  matter  which  Toshiba  copier  you  choose,  there's  one  thing  you  can 

be  sure  of.  Your  business  won't  outgrow  your  copier. 


want  to  make  a  smart  investment  Rease  send  me 
ire  information  on  the  Toshiba  BD^SOO  series  copiers 


TITLE. 


COMPANY  NAME  . 
ADDRESS  


AREACODC/PHONE_ 


TOSHIBA  FOR  10/26 


Toshiba  America,  mc  ,  Business  Equipment  Division, 
2441  Michelle  Drive  Tustm,  CA  92680. 
Phone  Toll  Free  800-447-2682.  In  Illinois  call  800-322-4400 


schedule.  Or  any  kind  of  business  plan 
that  they  could  take  on  the  road  to 
raise  money. 

Fl  redkin,  newly  married,  had  ar- 
ranged a  year  off  from  MIT  to  put 
another  one  of  his  businesses,  a  Carib- 
bean resort,  back  on  its  feet.  He  found 
himself,  instead,  in  Pittsburgh  from 
August  1980  to  August  1981,  acting  as 
CEO  for  Three  Rivers.  He  had  repeat- 
edly lent,  invested  or  guaranteed 
funds  to  Three  Rivers  over  the  preced- 
ing year,  so  he  had  to  protect  his  in- 
vestment. Under  his  prodding,  the 
first  PERQ  was  shipped  on  Aug.  20, 
1980,  nine  months  after  it  had  been 
originally  scheduled.  Then  Fredkin 
and  his  new  wife,  Joyce,  whose  train- 
ing is  in  business  management,  wrote 
a  business  plan  for  Three  Rivers  that 
served  both  as  a  prospectus  for  ven- 
ture capitalists  and  investment  bank- 
ers and  as  a  schedule  to  bring  produc- 
tion up  to  pace. 

But  when  Fredkin  sent  the  plan  off 
to  investment  bankers  in 
Boston  and  New  York, 
most  of  them  jeered  at  it. 
Venture  capitalists  went 
into  shock  when  they  dis- 
covered that  Three  Rivers 
wanted  $5  million  for  a 
mere  25%  interest  in 
their  company.  Fredkin's 
plan  called  for  $5  million 
in  new  working  capital  by 
January  1981,  but  nobody 
was  volunteering  to  come 
up  with  the  money.  The 
crowning  insult  came  one 
day  in  November  1980 
when  Ed  and  Joyce  Fred- 
kin flew  their  rented 
Beechcraft  Baron  out  of 
Pittsburgh  to  New  York, 
to  meet  with  venture  cap- 
italists Hambrecht 
Quist,  representatives 

from  Kidder,  Peabody  and   

with  Paul  LePereq  of  the  French  in- 
vestment banking  firm  LePereq  de 
Neuflive  Co. 

Says  Fredkin,  gazing  thoughtfully 
out  the  window  of  his  elegant  Brook- 
line,  Mass.  apartment:  "The  gentle- 
man who  met  me  from  Hambrecht  & 
Quist  was  very  nice  but  obviously 
enormously  overworked.  The  first 
thing  he  did  was  confess  he  hadn't 
had  a  chance  to  look  at  the  business 
plan.  That  kind  of  made  me  mad. 
Then  we  had  a  discussion  for  a  while, 
and  he  said  something  that  made  me 
madder,  which  was  that  they  would 
take  a  piece  of  it.  He  still  hadn't 
looked  at  the  plan,  but  if  we  could  find 
someone  else  to  do  all  the  work,  they 
would  take  a  piece  of  it.  Not  long  after 
i  had  complained,  they  put  an  experi- 


Ilie  Up-AncK  a  >mers 

enced  man  on  it,  and  I  met  him  in  San 
Francisco."  But  still,  no  deal,  -said 
Fredkin. 

Then  a  few  days  later,  LePereq  de 
Neuflive  called.  This  time  Fredkin 
won.  Paul  LePereq  himself  would 
come  up  with  $2.5  million,  and  his 
friend  Jerome  Seydoux  would  come 
up  with  the  other  $2.5  million.  Sud- 
denly, Three  Rivers,  which  shipped 
just  two  PERQs  that  month,  De- 
cember 1980,  was  in  business.  "But 
it's  a  coincidence  that  our  machine 
happens  to  be  called  the  PERQ," 
grins  Newbury. 

But  Fredkin  was  still  worried. 
Three  Rivers  had  the  product,  the 
working  capital  and,  soon,  the  mar- 
ket, thanks  to  ICL.  But  Fredkin 
didn't  intend  to  stick  around  forever 
to  run  the  company.  He  is  an  MIT 
professor  and  prefers  to  remain  one. 


Three  Rivers  Computer  Chairman  Edward  Fredkin 
A  "wheeler-dealer"  protecting  his  investment. 


ware  company.  Fredkin  persuaded 
Gay  that  he  had  a  better  future  running 
a  potentially  $100  million  company 
than  owning  a  third  of  his  $1  million 
company.  By  the  time  Gay  joined  up, 
Three  Rivers  had  produced  only  ten 
PERQs,  and  had  lost  money  ever  since 
divesting  itself  of  computer  graphic 
equipment  manufacturing  to  devote 
itself  to  the  PERQ  in  1980.  "The  day 
Ed  found  out  he  was  getting  the  $5 
million,  he  called  me,"  says  Gay. 

After  spending  the  rest  of  the  year 
.negotiating  the  ICL  deal — "Ed's 
our  wheeler-dealer,"  Newbury  says 
fondly — Fredkin  is  back  at  MIT.  Jim 
Gay,  now  completely  in  charge  in  a 
vested  pinstriped  suit,  expects  Three 
Rivers  to  manufacture  1,000  PERQs 
in  the  coming  year,  10  times  last 
year's  production.  ICL  will  start  man- 
ufacturing PERQs  under  license  next 
year.  But  Three  Rivers  is  gearing  up 
for  high  volume  production  with  ev- 
erything it  has.  Says  Gay:  "We  are 
going  to  succeed  in  a  big 
way.  We  have  about 
$500,000  invested  in  a  to- 
tally integrated  computer- 
ized financial  system, 
Digital  Equipment's  VAX 
780,  using  the  same  soft- 
ware developed  for  Apple. 
That  was  put  in  place- 
last  spring.  We  have 
$250,000  invested  in  an 
automatic  circuit  board 
tester.  And  we  have  an- 
other $250,000  in  a  com- 
puter-aided design  sys- 
tem. The  five-year  plan 
we  have  requires  no  fur- 
ther equity,  just  conserva- 
tive debt-financing.  The 
business  plan  we  have  is 
conservative  as  well.  It 
says  we  are  going  to  have 
$125  million  sales  in 
1985." 


From  his  experience  setting  up  Infor- 
mation International  nearly  20  years 
before,  he  knew  Three  Rivers  and  his 
investment  wouldn't  make  it  with- 
out a  professional  manager — some- 
one whose  full-time  job  was  manage- 
ment and  not  computer  design  or 
sales.  Otherwise,  not  too  far  down 
the  road  when  competitors  like  Apol- 
lo Computer  could  guarantee  not  only 
professional  management  but  a  com- 
petitive product  as  well,  Three  Rivers 
would  be  left  in  the  dust. 

Fredkin  worked  fast,  and  by  January 
came  up  with  James  Gay,  38,  who  had 
moved  from  computer  design  to  field 
management  at  Xerox,  and  who  had 
been  vice  president  of  manufacturing 
at  Fredkin's  Information  International 
before  leaving  to  start  his  own  soft- 


But  Jim  Gay  isn't  spending  any  re- 
search money  on  new  products 
other  than  PERQ.  "Our  only  inten- 
tion in  research  and  development  is  to 
refine  the  present  product,"  he  says 
firmly.  "We  are  not  looking  to  do 
something  different  from  the  basic 
PERQ  'idea."  While  Three  Rivers  is 
protected  to  some  extent  by  its  high- 
priced  scientific  market,  if  that  mar- 
ket expands  as  rapidly  as  Gay  thinks 
it  will,  he  is  apt  to  wind  up  with  more 
competition  than  he  has  bargained  for 
from  Apollo  and  Xerox. 

So  enjoy  your  lectures  at  MIT 
while  you  can,  Ed  Fredkin.  You  never 
know  when  you  will  have  to  start 
spending  more  than  one  day  a  week 
out  in  Pittsburgh  as  Three  Rivers 
chairman.  ■ 
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The  American  West. 
And  the  one  bank  that  can  bring  it  to  you. 


It's  First  Interstate  Bank— the  first  and  only  bank  system 
that  can  serve  you  throughout  an  11-Western  state  territory. 
A  bank  made  up  of  21  long-established  banks  that  have  been 
serving  people  through  nearly  900  offices  in  434  communities. 
A  bank  with  assets  of  $34  billion. 

Now  businesses  and  banks  throughout  the  United 
States,  and  indeed  the  world,  can  obtain  credit  facilities,  cash 
management,  investment  and  mortgage  services,  documen- 
ary  collections,  correspondent  banking,  export  and  import 
inancing,  energy  and  other  special  industry  financing,  in  fact, 
he  full  spectrum  of  banking  services,  all  through  a  network 
}f  banks  with  one  name. 


Additionally,  the  First  Interstate  Bank  international 
network  has  15  locations  in  the  Pacific  Rim.  And  18  more 
worldwide  locations  in  major  cities  to  meet  all  your  inter- 
national needs. 

And  with  this  more  efficient,  better  coordinated  struc- 
ture, you  will  still  find  the  same  outstanding  people  at  every 
First  Interstate  Bank.  The  same  calling  officers,  the  same 
managers,  the  same  financial  experts,  the  same  CEOs- 
savvy  professional  people  who  are  eager  to  help  you. 

Let  them.  Contact  your  First  Interstate  Bank  calling 
officer.  Or  write  to  Bruce  G.  Willison,  First  Interstate 
Bancorp,  P.O.  Box  54068,  Los  Angeles,  CA  90017. 


First 

Better  coverage.  It  comes  with  the  territory.  CJf  Interstate 

Bank 


Member  FDIC 


The  protest  we  have  in  mind  is 
against  prestigious  luxury  cars  that 
succeed  as  symbols,  but  disappoint 
as  cars. 

Cars  whose  underlying  engineer- 
ing seems  to  have  lagged  behind 
their  considerable  reputations. 

Luxury  car  buyers  dissatisfied 
with  this  state  of  affairs  will  find 
a  perfect  vehicle  for  dissent  in  the 
!  BMW  733i— the  $35,000  luxury 
car  engineered  to  lead  where  others 
have  lagged. 

INTRODUCING 
DIGITAL  MOTOR  ELECTRONICS. 
I  he  733i  is  the  first  automobile 

©  1981  BMW  o*  North  America.  Inc.  The  BMW  trademark  and 


in  America  to  offer  Digital  Motor 
Electronics— a  system  that  illustrates 
the  difference  between  technology 
and  gadgetry. 

"DME"  measures,  reports  on 
and,  most  importantly,  governs  en- 
gine efficiency. 

It  assures  that  the  optimum  mix- 
ture of  fuel  and  air  is  ignited  at  the 
optimum  time  in  the  ignition  cycle. 
It  adjusts  idling  speed,  cuts  off  fuel 
flow  to  cylinders  when  they're  not 
needed,  and  even  helps  report  back, 
through  a  fuel  economy  indicator, 
your  actual  mpg  figures  as  you  drive. 

The  figures  will  make  interesting 

igo  are  registered  trademarks  of  Bayerische  Motoren  Werke,  A  G 


reading. The  733i  with  standard 
five-speed  transmission  now  deb 
a  pleasantly  surprising  [19]  EPA  e3 
timated  mpg,  29  mpg  highway, 
tomatic  is  also  available. 

(Fuel  efficiency  figures  are  fo 
comparison  purposes  only.  Your  a 
tual  mileage  may  vary,  depending 
speed,  weather  and  trip  length.  Yq 
actual  highway  mileage  will  most; 
likely  be  lower.) 

Inside,  an  onboard  computer 
provides  such  useful  functions  as 
anti-theft  protection  and  speed 
monitoring— and  even  helps  cont 
the  weather.  A  special  climate  cq 


I 
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PROTEST 
AGAINST 


MEDIOCRE 


adjusts  temperatures  to  a  preset 

,  going  so  far  as  to  warn  you  of 

Sntial  icing  conditions. 

hll  these  technological  advances 

Impany  a  car  that's  fairly  steeped 

nenities. 

ts  molded  bucket  seats  are  up- 
[ered  in  wide  rolls  of  fine  leather, 
eting  is  thick  and  plush.  And  the 
htiveness  to  comfort  through- 
paused  Car  and  Driver  to  single 
Ihe733ias"the  height  of  refined 
fence.'1 

RFECTION  IS  UNATTAINABLE. 

SUPERIORITY  ISN'T 
t>f  course,  the  true  measure  of 


any  machine  is  how  well  it  performs 
—an  axiom  that  confers  an  almost 
unfair  advantage  on  the  733i. 

Its  3.2-liter,  electronically  fuel- 
injected  engine  has  been  called 
"without  a  doubt,  the  most  sophisti- 
cated production  in-line  six  in 
the  world"(Road  &  Track  magazine), 
delivering  the  exhilarating  perform- 
ance that's  conspicuously  absent 
among  cars  in  its  class. 

Its  revolutionary  double- pivot 
front  suspension  is  so  advanced  it 
has  been  awarded  an  international 
patent. 

And  its  amazingly  agile  steering 


reflects  the  precision  inherited  from 
over  six  decades  of  building  high- 
performance  vehicles. 

The  sum,  according  to  Car  and 
Driver,  is  a  car  whose  "parts  and 
pieces . . .  work  so  well  together  they 
must  have  been  melded  in  another 
world." 

If  your  present  luxury  sedan 
suggests  more  mundane  origins,  you 
might  contact  your  near- 
est BMW  dealer,  who 
will  be  happy  to  arrange 
a  test  drive  at  your 
convenience. 
THE  ULTIMATE  DRIVING  MACHINE. 

BMW.  MUNICH,  GERMANY 


TWA  redefines  First  Class. 


Royal  Ambassador  Service  from  TWA. 


In  First  Class,  good  is 
not  good  enough. 

The  very  least  one 
should  expect  is 
excellence. 
That  said,  we  offer  you  a  First 
Class  service  which  we  believe 
not  only  meets  that  standard,  but 
sets  it.  Royal  Ambassador  Ser- 
vice, from  TWA. 

A  better  class  of  seat. 

Our  seats  are  more  comfortable 
than  ever.  (Not  surprising.  They 
were  redesigned  with  that  in 
mind.) 

In  our  747s,  our  Sleeper- 
Seats  'recline  a  full  60  degrees. 
Which,  apart  from  being  extraor- 
dinarily comfortable,  makes 


Our  747  Sleeper-Seat 
reclines  a  full  60  degrees. 


falling  asleep  in  one  extraordi  - 
narily  easy. 

An  appeal 
to  one's  good  taste. 

The  food  will  come  as  a  rather 
pleasant  surprise. 

On  international  flights, 
there's  domestic  caviar.  Chateau- 
briand with  sauce  Perigueux. 
Lobster  Thermidor.  Vintage 
wines  from  California  and 
France.  Liqueurs,  cognacs,  cor- 
dials and  more. 

Nor  does  the  service  fall  short 
of  what's  served.  It's  personal, 
unharried,  and  like  our  silver, 
highly  polished. 

A  check-in  area  and  a  lounge 
to  call  your  own. 

In  most  airports,  there's  a  special 
Royal  Ambassador  desk  to  speed 
you  through  check-in  and  a 
special  lounge  for  you  to  relax  in 
prior  to  international  flights. 

So  call  your  travel  agent,  cor- 
porate travel  department  or 


TWA.  And  experience  for  your- 
self one  of  the  finer  things  in 
flight. 

Roval  Ambassador  Service, 
from  TWA. 

Royal  treatment. 
The  American  Express '  Card. 


With  all  the  financial  and  travel 
security  it  offers,  the  American 
Express  Card  can  be  one  of  your 
most  valuable  traveling  compan- 
ions. It's  accepted  around  the 
world  for  almost  every  travel 
and  business  expense. 

To  apply  for  a  Card,  call 
800-528-8000  toll-free. 

The  American  Express  Card. 

Don't  leave  home 
without  it.® 


You're  going  to  like  us 


Royal  Ambassador  Class  is  available  on  every  transatlantic  and  transcontinental 
route  we  fly.  as  well  as  selected  shorter  domestic  flights 


The  Up-And-Comers 


National  Education  Corp.  certainly  isn't 
Harvard.  But  NEC's  vocational  school 
graduates  may  have  better  job  prospects. 

Have  lectures, 
will  travel 


By  John  Merwin 

T|  aking  a  drag  on  an  early 
morning  cigarette,  National 
Education  Corp.  founder  and 
Chairman  John  J.  McNaughton  pon- 
ders the  question:  What  is  the  secret 
of  success  for  one  of  the  nation's  larg- 
est owner-operators  of  vocational  and 
correspondence  schools?  He  then  an- 
swers confidently:  "Marketing." 

A  few  minutes  later,  when  asked 
the  same  question  in  an  adjoining 
paneled  office,  NEC  President  and 
CEO  David  Bright  sips  his  coffee  and 


smiles.  "No,  I  think  it's  education.  We 
have  100,000  customers  who  on  a  giv- 
en day  have  given  problems.  This  is  a 
human  resources  business." 

In  fact  they  are  both  right.  For  New- 
port Beach,  Calif.-based  NEC  rev- 
enues this  year  will  likely  top  $100 
million,  4  times  those  of  1978,  though 
this  year  recession-strapped  earnings 
are  likely  to  level  out  somewhat. 

NEC  is  the  market's  only  "pure 
play"  in  vocational  training,  compet- 
ing directly  with  chain  schools  owned 
by  ITT,  for  instance,  and  a  few  other 
large  companies  with  school  subsid- 


iaries. The  company  teaches  students 
by  several  methods — by  mail  at  home, 
in  classrooms  at  its  seven  residential 
chain  schools  or  even  in  customers' 
factories,  sort  of  a  have-lectures-will- 
travel  arrangement.  Just  recently  NEC 
closed  a  deal  to  teach  agriculture  in 
Egypt.  Not  that  NEC  knows  anything 
about  agriculture — in  fact  it  doesn't — 
but  there  was  a  time  when  the  com- 
pany knew  nothing  about  real  estate, 
electronics,  office  skills,  dental  assist- 
ing, auto  repair,  broadcasting  or  air- 
craft maintenance.  NEC  bought  com- 
panies with  instructors  who  did. 
Now  NEC  will  go  out  and  round  up 
some  ag  teachers,  and  if  necessary 
teach  English  to  the  Egyptians.  So, 
yes,  it  is  an  education  business,  as 
David  Bright  says. 

Just  as  important  in  terms  of  mar- 
keting, NEC  knows  how  to  recruit 
100,000  recent  high  school  grads,  for 
whom  carburetors  hold  more  fascina- 
tion than  Copernicus  or  Catherine  the 
Great.  So  McNaughton  is  right  about 
the  marketing,  which  is  done  by  maga- 
zine and  television  advertising,  direct 
mail  and  in-home  sales  calls. 

The  tide  has  been  turning  in  NEC's 
favor  lately.  It  was  not  so  long  ago  that 
high  school  counselors  routinely  told 
every  kid  that  he  or  she  ought  to  go  to 
college  and  become  a  professional, 
perhaps  like  the  counselor.  That  was 
good  advice  until  the  counselor  start- 
ed noticing  that  the  fellow  tuning  his 
car  was  making  more  than  a  teacher. 
Census  data  show  that  by  1978.  start- 
ing salaries  for  vocational  school  grads 
were  only  6%  below  those  of  college 
graduates.  A  decade  earlier  the  differ- 
ence was  24%. 

Look  at  NEC's  fastest-growing 
chain,  National  Institute  of  Technolo- 
gy, which  has  16  locations  throughout 
the  country.  About  70%  of  its  stu- 
dents, high  school  grads  who  pass  an 
aptitude  test,  are  taking  the  electron- 
ics course.  (The  others  are  in  comput- 
er programming.)  After  paying  $7,600 
and  getting  two  years  of  heavy  hands- 
on  experience,  they  become  comput- 
er-service reps  for  such  companies  as 
IBM  or  Digital  Equipment.  Average 
starting  salary:  $14,000  to  $16,000. 
Not  surprisingly,  revenues  at  the  elec- 
tronics schools,  half  of  which  were 
bought  in  a  distress  sale  for  less  than 
$1  million,  have  rocketed  fivefold  in 
three  years  to  a  projected  $20  million 
in  1981. 

Not  all  of  NEC's  schools  are  doing 
as  well.  NEC's  largest  chain,  its  49 
California  Anthony  real  estate 
schools,  is  sagging  in  a  declining  West 


National  Education  Corp.  President  Bright  (left)  and  Chairman  John  J.  McNaughton 
Skip  the  Shakespeare  and  get  ahead  with  vocational  training. 
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"One  day  I  went  over  to  the 
bank  to  draw  down 
$300,000  on  our  line  of 
credit  so  we  could  make 
the  payroll"  Bright  says. 
"My  banker  says,  'Oh  yes, 
I've  been  meaning  to  talk 
to  you,'  and  like  this 
[Bright  snaps  his  fingers] 
he  cuts  off  our  credit  line." 

Coast  real  estate  market.  Meanwhile, 
the  electronies  schools  alone  have 
grown  as  large  as  the  entire  parent 
company  was  a  few  years  ago.  NEC 
also  owns  what  probably  is  the  na- 
tion's largest  home  study  school,  the 
North  American  Correspondence 
Schools,  and  a  thriving  educational 
publisher,  Texas-based  Steck- Vaughn. 

Much  of  National  Education's  fi- 
nancial success,  concedes  Bright,  a 
CPA,  is  due  to  careful  cost-watching. 
During  the  last  few  years  National  has 
been  buying  a  couple  of  chains  a  year, 
quickly  paring  away  overlapping  ex- 
penses. For  instance,  two  years  ago 
NEC  paid  S16  million  net  for  Intext, 
owner  of  publishing,  correspondence 
and  industrial  training  operations. 
NEC  was  able  to  cut  Intext's  overhead 
about  SI. 5  million,  without  adding 
substantially  to  its  own.  After  taxes, 
that  brought  an  extra  S750,000  down 
to  NEC's  bottom  line,  a  significant 
savings,  considering  that  NEC's  annu- 
al earnings  at  the  time  were  only  S3 
million. 

As  professional  as  all  of  this  may 
isound  today,  NEC's  entry  into  the 
school  business  27  years  ago  was, 
shall  we  say,  rather  casual.  McNaugh- 
ton,  once  an  advertising  executive 
with  ).  Walter  Thompson,  ran  his  own 
Los  Angeles  advertising  agency  spe- 
cializing in  direct  mail  pitches.  He 
and  a  partner  decided  to  try  starting  a 
mail-order  business  on  the  side.  They 
began  with  Japanese  handmade  bows 
and  arrows,  a  small  fad  at  the  time. 
"We  rented  an  old  barbershop  to 
house  our  inventory  and  paid  a  fellow 
to  fill  the  orders.  After  work  we  would 
go  there  and  see  what  orders  we  had, 
have  the  guy  fill  them,  drink  a  couple 
of  beers  and  go  home,"  McNaughton 
remembers.  The  business  did  nicely, 
so  McNaughton  expanded  into  a  few 
other  mail-order  products,  from  bin- 
oculars to  Frederick's  of  Hollywood 
nighties. 

Then  one  day  McNaughton's  chief 
copywriter  came  bursting  out  of  the 


iohn,  outdoor  magazine  in  hand, 
pointing  to  a  classified  ad  hyping  in- 
formation on  how  to  get  "outdoor 
jobs;"  such  as  game  warden  or  fish 
hatcheries  employee.  They  sent  off 
for  the  material  and,  after  reading  it, 
were  impressed.  "We  went  down  to 
the  fish  and  game  department  and 
discovered  'that  lo  and  behold  there 
really  were  a  lot  of  outdoor  jobs.  So  we 
hired  a  former  game  warden  with 
some  writing  experience,"  he  says. 
"He  wrote  a  correspondence  course 
on  how  to  find  an  outdoor  job,  which 
we  sold  through  magazine  ads.  That 
was  really  successful,  so  we  expanded 
into  accounting,  drafting  and  so 
forth." 

The  early  secret  to  success-  "It  was 
our  advertising  ability  to  write  good 
persuasive  copy,"  says  McNaughton. 
"There's  a  special  way  to  write  corre- 
spondence-course material  that  keeps 
students  interested.  It's  the  most  dif- 
ficult way  to  learn,  because  there's  no 
classroom  discipline."  And  McNaugh- 
ton ferreted  out  fertile  topics  for  cor- 
respondence-school courses,  boosted 
by  thousands  of  Korean  War  vets  who 
used  their  GI  benefits  to  enroll.  Mc- 
Naughton pursued  the  correspon- 
dence-school business  for  the  next 
seven  years,  going  public  with  a  small 
offering  in  1961.  NEC  acquired  its 
first  resident  school — meaning  it  had 
classrooms — in  1968,  the  first  of  a 
long  string  of  acquisitions  leading  to 
today's  18  chains. 

NEC's  growth  was  shattered  by  a 
tidal  wave  of  problems  in  1972-73, 
which  were  big  enough  to  sink  some 
of  the  company's  more  famous  home- 
study  competitors  and  leave  NEC  list- 
ing badly.  Three  events  coincided  to 
force  McNaughton  and  NEC  to  start 
bailing  red  ink:  government  investi- 
gations into  correspondence  school 
scandals  and  abuses,  the  19?3-74  re- 
cession, and  some  watery-thin  ac- 
counting practices. 

The  accounting  problem  was  that 
schools  were  booking  the  full  value  of 
home-study  tuition  contracts  when 
signed,  even  though  many  students 
later  dropped  out  and  never  entirely 
paid  them  off.  What  reserves  some 
companies  had  against  such  a  collapse- 
were  woefully  inadequate.  Well- 
known  correspondence  outfits  such  as 
Career  Academy  and  Famous  Schools 
(owner  of  Famous  Artists,  Famous 
Writers,  etc.),  which  had  hundreds  of 
thousands  of  students,  plummeted 
into  bankruptcy.  NEC  narrowly  es- 
caped the  same  fate. 

Enter  David  Bright,  who  came  on 
board  in  1972  as  chief  financial  officer, 
following  financial  positions  at  Dart 
Industries  and  Whittaker  Corp.  Bright, 


47,  who  became  CEO  last  year,  was 
recruited  by  a  head-hunting  hrm, 
which  told  him  NEC  was  "a  S2S  mil- 
lion company."  After  sorting  out  the 
bookkeeping  debris  and  making  nec- 
essary' accounting  shrinkages,  Bright 
soon  discovered  that  he  had  signed 
with  "an  $8  million  company." 

He  laughs  now,  but  it  wasn't  so 
funny  in  1972.  In  fact,  Bright  was  so 
'  unsure  of  NEC's  future  that  he  contin- 
ued commuting  160  miles  round  trip 
from  his  Woodland  Hills,  Calif,  home, 
instead  of  moving  down  to  Newport 
Beach.  "I  wasn't  confident  the  com- 
pany was  going  to  be  around  for  the 
long  pull,"  he  says. 

"One  day  I  went  over  to  the  bank  to 
draw  down  S300.000  on  our  line  of 
credit  so  we  could  make  the  payroll," 
Bright  says,  tugging  at  his  necktie. 
"My  banker  says,  'Oh  yes,  I've  been 
meaning  to  talk  to  you,'  and  like  this 
[Bright  snaps  his  fingers)  he  cuts  off 
our  credit."  Bright  made  the  payroll 
by  dragging  payables  for  a  couple  of 
weeks,  and  eventually  found  himself  a 
new  banker. 

NEC  also  had  one  legal  scrape. 
Though  the  company  was  not  over- 
whelmed by  FTC  troubles,  at  one 
point  it  did  alter  some  promotional 
copy  in  its  correspondence  schools  to 
satisfy'  the  commission.  End  of  disas- 
ter story. 

Once  NEC  had  regained  its  feet,  it 
began  looking  around  for  bargain  ac- 
quisitions, such  as  chain  schools  still 
reeling  from  bad  publicity  and  finan- 
cial disasters  just  past.  In  1976,  for 
instance,  NEC  bought  a  string  of  loss- 
plagued  medical  and  dental  assistant 
schools  and  several  business  schools 
for  SI. 25  million  net.  Those  schools 
have  since  made  the  purchase  price 
back  several  times  over. 

Not  all  acquisitions  turned  out 
great,  however.  Remember  Patricia 
Stevens  charm  schools'  NEC  bought 
franchiser  rights  to  that  chain  just  as 
young  Seventies  women  were  aban- 
doning hair  spray,  girdles  and  skirts 
for  straight  hair,  natural  derrieres  and 
cutoffs.  After  several  years  NEC  gave 
up  and  sold  Patricia  Stevens. 

Generally  these  acquisitions  yield 
NEC  a  nice  financial  windfall, 
sort  of  a  mini  tax  shelter  that  has 
grown  as  the  acquisition  pace  has 
quickened.  When  NEC  buys  an  educa- 
tional chain,  it  acquires  balance 
sheets  laden  with  intangible  assets, 
such  as  "course  development  costs" — 
money  spent  long  ago  to  develop 
courses  currently  being  taught.  In  the 
Intext  acquisition,  two-thirds  of  the 
S 1 6  million  purchase  price  covered  in- 
tangibles. NEC  lumps  all  of  these  cap- 
italized costs  together  on  its  own 
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Life  Insurance... 

Should  you 
'rent' it 
orbwn'it? 


Deciding  what  type  of  life  insurance  you  need  can  be  compared  to  deciding 
whether  to  rent  an  apartment  or  own  a  home.  This  comparison  can  help 
you  understand  the  different  benefits  the  two  basic  types  of  insurance  can 
provide  and  how  Metropolitan's  new  Whole  Life  /phjiJ^  policy  may  be  the 
answer  for  you. 


Term  Insurance  Is  Like  Renting 

Both  an  apartment  lease  and  a  term  policy  last  for  a 
set  period.  Renting  an  apartment  is  often  the  only 
affordable  choice  for  some.  So  too.  term  insurance 
can  initially  provide  much  more  coverage  per  pre- 
mium dollar  than  whole  life.  Like  most  rents,  however, 
the  premiums  on  term  increase  with  each  renewal. 
Also,  as  an  apartment  renter  doesn't  build  up  equity,  a 
term  policy  doesn't  build  up  cash  value. 

Whole  Life  Insurance  Is  Like  Owning 

Both  a  home  you  own  and  a  whole  life  policy  can 
protect  you  for  your  entire  life  if  you  want.  And  just  as 
a  home-owner  makes  equal  payments  with  a  con- 
ventional mortgage,  the  owner  of  a  whole  life  policy 
pays  the  same  premium  each  year.  Further,  the  cash 
value  builds  up  in  a  whole  life  policy  in  much  the 
same  way  as  equity  in  the  home  does. from  making 
mortgage  payments. 

Which  Type  of  Life  Insurance  Is  For  You?  MCtrOpOlitSII 


Metropolitan's  new  Whole  Life Policy 
can  give  you  the  whole  life  benefits  you 
need  —  at  a  surprisingly  low  premium. 

Depending  on  your  age,  Metropolitan's  new  Whole 
Life  Plus  Policy  lets  you  buy  up  to  one-third  more 

whole  life  coverage  than  we  offered  before  for  the 
same  premium  payment  Its  like  building  a  sizeable 
addition  on  the  cozy  traditional  whole  life  house  — 
with  no  extra  payment!  Metropolitan  is  offering  the 
Whole  Life  Plus  Policy  for  coverage  amounts  of 
$25,000  or  more  and  you'll  probably  be  surprised  at 
how  much  coverage  you  can  now  afford 

Is  Whole  Life  fflaJ  The  Answer? 

Your  local  Metropolitan  representative  is  a  trained 
professional,  prepared  to  help  you  answer  this  ques- 
tion and  meet  all  of  your  insurance  needs—  life, 
health,  auto,  home  and  retirement. 


The  answer  depends  on  your  needs  and  prefer- 
ences. If  your  needs  are  high,  but  your  budget  is 
limited,  term  insurance  may  be  the  answer.  Or,  you 
may  prefer  the  permanence,  fixed  premiums  and 
cash  value  of  whole  life,  but  feel  you  really  can't 
afford  this  type  of  protection. 


Metropolitan  really  stands  by  you. 

I  [FE/HEALTH.AU  IO  t K  All  Rl  I  I K I  Ml  \l 


Now  there's  an  answer  to  this 
dilemma  Metropolitan's 
new  Whole  Life/^4/ 
Policy.  It's  like  putting  an 
addition  on  your  house  at  no 
extra  cost 
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books  and  writes  them  off  over  seven 
years,  currently  providing  a  $2  million 
annual  tax  shelter.  Again,  a  signifi- 
cant cash-flow  booster  for  a  small 
company  likely  to  net  about  $4  mil- 
lion this  year. 

Bright  has  slowed  the  acquisition 
pace  since  leveraging  the  company  to 
50%  debt  to  purchase  Intext  in  late 
1979,  which  doubled  NEC's  revenues. 
Sky-high  interest  rates  are  making  ac- 
quisitions too  costly.  Reagan  budget 


cuts  are  another  imponderable  in 
NEC's  future.  Perhaps  60%  to  80%  of 
NEC  resident  school  students  hold 
federal  loans  or  grants,  though  Bright 
hopes  the  cuts  will  stop  shy  of  blue- 
collar  families. 

NEC's  next  acquisition  may  be  in 
the  temporary-help  business — a  nice 
match  for  the  permanent  job  place- 
ment offices  its  schools  already  oper- 
ate— but  the  company's  most  attrac- 
tive growth  may  lie  overseas.  "That's 


a  massive  possibility,"  Bright  ex- 
plains, theorizing  that  Third  World 
countries  will  develop  with  U.S.  tech- 
nology and  thus  need  U.S.  education 
to  teach  that  technology.  "I  think  one- 
day  foreign  sales  may  match  our  U.S. 
business,"  he  adds. 

But  Bright  has  not  forgotten  that 
today's  feast  isn't  so  far  removed  from 
yesterday's  famine — and  that's 
healthy.  He  has,  however,  finally 
moved  down  to  Newport  Beach.  ■ 


Kings  and  emperors  used  to  enrich  some  subjects  with  business 
favors.  Our  government  got  into  the  same  racket,  and  now  the 
Reagan  Administration  is  trying  to  curb  the  handouts. 


Cutting  the  off-budget,  too 


By  Beth  Brophy 

As  A  major  move  to  stop  the  federal 
government's  distortion  of  the  credit 
markets,  the  Reagan  Administration 
has  served  notice  that  it  is  going  to 
cut  $21  billion  from  the  variety  of 
loan  guarantee  programs  that  other- 
wise would  amount  to  $79.6  billion  in 
fiscal  1982. 

What  are  loan  guarantees?  They  are 
the  federal  government's  backing  that 
gives  selected  industries  or  causes  ac- 
cess to  loans  or  loans  at  less  than 
market  rates.  It  is  a  form  of  credit 
allocation  that  has  come  under  criti- 
cism before.  Now  President  Reagan, 
his  Budget  Director  David  Stockman 
and  Treasury  Secretary  Donald  Regan 
aim  to  do  more  than  criticize.  They're 
going  to  cut. 

Attacking  the  loan  guarantees  is 
part  of  their  drive  to  reduce  the  bur- 
den of  federal  credit  demands  on  the 
supply  of  available  capital  we  all  must 
share,  whether  we  are  businessmen 
planning  a  plant  expansion  or  con- 
sumers contemplating  a  new  car.  In 
the  fiscal  year  to  Sept.  30,  the  federal 
government  sponged  up  $155  billion, 
or  43%,  of  the  $361  billion  of  the  net 
new  capital  raised.  The  increase  in 
loan  guarantees  outstanding  amount- 
ed to  $48  billion  of  that  $155  billion. 

As  opposed  to  the  direct  borrowing 
by  the  Treasury  to  finance  the  federal 
deficit,  the  loan  guarantees  are  insid- 


The  favored  few 


These  government  agencies  are  the 
major  dispensers  of  government- 
guaranteed  credit.  Their  clients — 
industries  or  individuals — can  of- 
ten borrow  money  at  below-mar- 
ket  interest.  Who  loses?  The  vast 
army  of  borrowers  who  are  not  al- 
located credit  by  the  whim  or  cus- 
tom of  government.  And  look  how 
that  allocated  credit  has  expanded 
in  the  last  decade. 

Loans  guaranteed 
(billions) 


Agency  or  program 

1971 

1981 

Federal  Housing 

$22.6 

$39.2 

Admin 

Veterans  Admin 

4.4 

17.9 

(housing) 

Farmers  Home 

1.9 

12.3 

Admin 

Student  Loans 

1.0 

8.0 

Rural  Electrifica- 

0* 

5.1 

tion  Admin 

Export-Import 

3.5 

9.5 

Bank 

Small  Business 

.9 

6.7 

Admin 

Maritime  Admin 

.3 

.9 

Other 

4.1 

23.5 

Total  guaranteed 

$38.7 

$123.1 

loans 


'Started  in  1974  with  $97-i  million. 

Source:  Office  of  Management  c-  Budget 


ious.  They  don't  even  show  up  in  the 
federal  budget.  That  is  why — before 
the  Reagan  Administration  rode  into 
Washington — Congress  found  them 
such  a  convenient  gimmick  for  help- 
ing special  interest  groups.  As  long  as 
the  borrower  doesn't  default,  the  guar- 
anteed loans  don't  become  actual  gov- 
ernment outlays.  Thus  billions  were 
approved  for  housing,  shipbuilding, 
rural  electric  cooperatives  and  small 
business.  Without  guarantees  to  the 
lenders,  Chrysler  might  not  exist  to- 
day. Sometimes  the  guarantees  are  ac- 
companied by  outright  interest  rate 
subsidies.  For  instance,  two-thirds  of 
the  Export-Import  Bank's  loans  fi- 
nance aircraft  sales.  Interest  rates  to 
Boeing,  McDonnell  Douglas  and  other 
major  manufacturers  were  finally 
raised  last  July  from  8.75%  to  a  whop- 
ping 10.75%.  Treasury  bills  were  pay- 
ing 14'/2%  at  the  time. 

Treasury  Secretary  Regan  doesn't 
believe  such  guarantees  are  costless. 
"In  addition  to  the  absorption  of  cred- 
it entailed  in  financing  these  pro- 
grams, direct  budget  outlays  are  in- 
curred in  the  administrative  ex- 
penses, interest  rate  subsidies  and 
defaults  associated  with  the  guaran- 
teed programs,"  he  says.  So  he  is  out 
to  severely  reduce  the  array  of  guaran- 
tee commitments  that  has  mush- 
roomed in  the  last  decade  from  S38.7 
billion  to  $123.1  billion.  (This  year's 
$123.1  billion  is  not  comparable  with 
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A  PRODUCTIVITY  PROBLEM 
JVC  CAN  SOLVE 


Making  workers  more  productive  is  a 
major  task  of  industry  today.  And  recent 
studies  have  shown  that  perceptions  of 
top  management  affect  work  attitudes 
more  than  any  other  single  factor  * 
Where  management  is  not  visible,  and 
management's  policies  are  poorly 


*  "World  of  Work  Report,  March  1981  For  a  Iree  copy, 
call  or  write  JVC. 
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understood,  productivity  suffers. 

Many  companies  have  solved  the 
visibility  problem  by  instituting  video- 
cassette  programs,  whereby  policies 
are  explained  to  employees  by  top 
management  using  the  medium  that 
people  relate  best  to  today— television' 

JVC,  the  company  that's  built  its 
business  on  Business  has  everything 
your  company  needs  to  get  into  video 
at  the  professional  level.  And  JVC's  Pro- 
fessional Video  Dealers  are  people  with 
experience  in  helping  companies  do 
just  that.  Talking  to  them  is  bound  to  be 
productive  for  you,  because  they  know 
what  they're  talking  about. 

For  more  information,  write 


JVC 


US  JVC  Corp.,  Dept.  F 10/26/81, 

41  Slater  Drive,  Elmwood  Park,  NJ  07407 

Available  in  Canada  from  JVC 
Canada,  Inc.,  Ontario.      ©1981  usjvccorp 
For  faster  action,  call  toll-free 
800-821-7700,  Ext  7005 

(In  Missouri:  800-892-7655,  Ext.  7005  ) 

TV  reception  simulated 


JVI 


c 
c 


US  JVC  CORP 


'  JVC 
We  make  video  work  for  you 


ONE  OF  THE  LARGEST  BANKS 
IN  THE  WORLD  IS  TAKING  A  NEW 
PATH  TO  INTERCEPT  THE  FUTURE 


WHEN  IT  COMES  TO  BACKING 
YOUR  FINANCIAL  PLAN, 
OUR  RELATIONSHIP  MANAGERS 
SPEAKWITH  AUTHORITY 


They  get  that  authority  because  we  trust 
their  professional  judgment. 

The  relationship  manager  knows  a  lot 
about  your  business.  These  days,  relation- 
ship managers  serve  far  fewer  customers 
than  they  once  did.  So  they  have  more  time 
to  assemble  all  the  facts  on  your  company, 
assess  your  overall  financial  picture,  and 
produce  ideas  that  satisfy  your  needs. 

If  your  business  has  international  as- 
pects, the  relationship  manager  and 
relationship  team  members,  deployed 
throughout  our  global  network,  monitor 
worldwide  financial  conditions  and  recom- 
mend appropriate  services  to  meet  your 
company's  objectives. 

The  relationship  manager  knows  every- 
thing that  Bankers  Trust  can  do  for  your 
business.  That's  not  always  true  in  big 
banks.  But,  thanks  to  the  rapport  among 
the  people  who  run  each  of  our  four  core 
businesses  (commercial  banking,  money 
and  securities  markets,  corporate  finance, 
and  fiduciary),  our  relationship  manager 
gets  current  input  on  every  specialized  fi- 
nancial area  that  might  be  important  to  you. 

That  encompasses  both  credit  and  non- 
credit  services.  In  addition  to  bank  loans, 
private  placements  and  commercial  paper, 
these  also  include  our  currency  manage- 
ment services  and  operating  products  such 


as  Cash  Connector,  Note  Line  and  Priority 
Remittance  Service. 

Relationship  managers  communicate  at 
the  right  levels  of  your  organization,  and 
ours,  to  insure  that  the  level  of  services  is 
the  best  possible. 

Nothing  stands  in  the  way  of  their  objec- 
tivity. Our  relationship  managers  are  pro- 
fessionals who  are  charged  with  matching 
our  resources  with  your  needs.  They  have 
the  authority  to  mobilize  specialists  from 
other  departments  of  the  bank  and  recom- 
mend to  you  the  best  combination  of 
services  to  achieve  your  financial  plan. 

We  give  them  that  authority  because  we 
trust  their  professional  judgment. 

You  can  trust  it,  too. 

W%  BankersTrust 
U  Company 

Worldwide 

280  Park  Avenue,  New  York,  N.Y.  10017 

Chicago.  Houston,  Los  Angeles,  Miami,  San  Francisco. 

Argentina,  Australia,  Bahamas.  Bahrain.  Belgium,  Brazil. 
Canada.  Chile,  Colombia,  Denmark,  France.  Greece,  Hong 
Kong,  India,  Indonesia.  Italy.  Japan,  Korea.  Mexico, 
The  Netherlands.  Nigeria,  Panama,  The  Philippines,  Portugal, 
Singapore.  Spain.  Switzerland.  Taiwan,  Thailand,  Tunisia, 
United  Kingdom.  Venezuela,  West  Germany,  Yugoslavia. 
Member  FDIC  <s  Bankers  Trust  Company. 


Everything  about  David  Plastow  represents  his 
company's  philosophy. Which  is  why  he  wears  a  Rolex. 


David  Plastow  is  the  cus- 
todian of  a  long  and  famous 
engineering  tradition. 

He  is  the  Chief  Execu- 
tive of  Rolls-Royce  Motors, 
and  indeed,  his  manner  and 
personal  appearance  exact- 
ly reflect  the  ethos  of  that 
company.  That  of  the  skilled 
engineer. 

Plastow  takes  a  personal 
interest  in  any  modification, 
however  small. 

"All  our  developments 
at  Rolls-Royce  are  always 
evolutionary  rather  than 
revolutionary,"  he  says. 

"We  are  a  highly  personal  business,  and 
both  our  craftsmen  and  our  customers  have 
clearly  defined  ideas  about  what  a  Rolls- 
Royce  should  be.  But  while  we  don't  tamper 
with  those  fundamental  ideas,  we  are,  of 
course,  constantly  searching  for  improve- 
ment. For  instance,  years  ago,  the  gear 
selection  on  a  Rolls-Royce  car  became  com- 
pletely electronic.  But,  a  driver  likes  to  'feel' 


that  the  gear  selection  lever 
is  doing  something ...  so 
we  engineered  the  'feel' 
back  into  it  -  so  it's  satisfying 
to  use." 

David  Plastow  recog- 
nizes the  similar  philosophy 
behind  the  watch  he  wears. 

"It's  a  Rolex  Oyster 
Datejust.  I'm  told  that  the 
engineering  concept  of  the 
Oyster  case  first  appeared 
in  1926. 

"Obviously  this  watch 
has  changed  and  improved 
over  the  years  but  Rolex 
has  stayed  with  the  basic 
idea  because  it  was  a  very  good  one.  It's  ex- 
tremely tough,  very  reliable,  and  superbly 
engineered.  After  50  years  of  development 
it's  almost  perfect". 

Which,  from  the  man  who  makes  the 
finest  cars  in  the  world,  is  quite  a  compliment. 

?  T  r 
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ROLEX 


The  Rolex  Dateftist  Chronometer.  Available  in  18kt.  gold,  steel  and  gold  combination  or  stainless  steel,  with  matching  bracelet. 


Write  for  brochure.  Rolex  Watch,  U.S.A.,  Inc.,  Dept.  279,  Rolex  Building,  665  Fifth  Avenue,  Sew  York,  N.Y.  10022. 
World  headquarters  in  Geneva.  Other  offices  in  Canada  and  major  countries  around  the  world. 


1982's  figure  of  $79.6  billion,  says  the 
OMB,  because  it  is  now  using  differ- 
ent accounting  methods  to  reflect  the 
amount  the  government  would  be  ac- 
tually liable  for  in  case  of  default.) 

Housing  loan  guarantees — through 
such  agencies  as  the  Federal  Housing 
Administration  and  the  Veterans  Ad- 
ministration— have  more  than  dou- 
bled in  the  last  decade  from  $30.3 
billion  to  $64.2  billion.  Ex-Im  Bank's 
loan  guarantee  commitments  expand- 
ed from  $3.5  billion  to  $9.5  billion. 
"These  guarantees  don't  represent  a 
coordinated  national  policy  but  are 
subsidies  and  favors  to  selected  con- 
stituencies," says  Chase  Manhattan 
economist  Douglas  Bendt.  Bendt  cau- 
tions that  reducing  the  guarantees 
will  not  affect  interest  rates  much 
since  they  don't  change  the  supply 
and  demand  for  capital,  only  who  gets 
the  preferred  rates.  But  reducing  the 
amounts  of  capital  tied  up  for  special 
cases  simply  has  to  make  more  capital 
available  to  all.  And  that  should  mean 
better  interest  rates. 

The  Administration  has  not  issued 
its  hit  list  yet  but  much  of  the  $21 
billion  slash  is  expected  to  come  from 
the  Government  National  Mortgage 
Association,  which  raises  money  for 
the  FHA  and  VA  mortgages.  Housing 
industry  officials  are  bracing  for  a  loan 
guarantee  ceiling  of  $40  billion  to  $48 
billion  on  GNMA,  down  from  $68  bil- 
lion originally  committed  for  1982. 
The  ceiling  will  drop  even  lower  in 
1983  and  1984,  they  say.  Other  tar- 
gets are  the  Small  Business  Adminis- 
tration, Ex-Im  Bank,  Federal  Mari- 
time Administration  and  the  Rural 
Electrification  Administration. 

Lobbyists  for  these  agencies,  pre- 
dictably, are  howling.  But  the  biggest 
obstacle  facing  the  Administration  is 
more  political  than  economic:  wheth- 
er the  President  can  cut  the  loan  com- 
mitments administratively  without 
congressional  approval.  Representa- 
tive Jim  Jones  (D-Okla.),  chairman  of 
the  House  Budget  Committee,  says 
no.  "My  staff  seems  to  think  most  of 
the  cuts  require  congressional  ac- 
tion," Jones  says.  What's  most  likely 
is  that  presidential  prerogatives  de- 
pend on  the  legislative  history  of  each 
program.  "FHA  and  Ginnie  Mae  are 
designed  so  that  the  Administration 
has  almost  total  discretion,"  explains 
a  House  Budget  Committee  analyst. 
"At  the  opposite  extreme  are  entitle- 
ment programs  such,  as  VA  mortgages 
and  college  loans.  In  those  cases  Con- 
gress would  have  to  draft  legislation  to 
change  the  budget  authorization, 
which  will  be  no  easy  task." 

The  targeted  agencies  may  adopt 
the  strategy  of  the  Synthetic  Fuels 


Corp.  After  David  Stockman  branded 
the  Synthetic  Fuels  Corp. — with  its 
$17.5  billion  budget  in  federal  loan 
guarantees,  fuel  subsidies  and  price 
supports — "a  new  pork  barrel",  Ma- 
jority Leader  Jim  Wright  (D-Tex.)  and 
33  other  House  members  wrote  a  Feb. 
6  letter  to  the  President  defending  the 
Synfuels  Corp.  Now  synfuels  appear 


unscathed  by  the  latest  round  of  cuts. 
"They're  just  getting  off  the  ground  so 
it's  not  sensible  to  cut  back  some- 
thing that  has  not  even  started  yet," 
explains  OMB  spokesman  Edwin  L. 
Dale  Jr.  So  it  looks  like  a  tough  fight, 
but  anyone  with  a  stake  in  reasonable 
interest  rates  should  be  cheering  on 
the  guarantee-cutters.  ■ 


National  Steel's  entry  into  financial  ser- 
vices turned  out  even  better  than  it  hoped. 


Blast  furnace 
banker 


By  Suhrata  N.  Chakravarty 

One  of  the  very  few  businesses 
that  is  worse  off  than  steel 
these  days  is  the  savings  and 
loan  industry.  So  it  seemed  to  many 
like  a  bad  joke  when  National  Steel 
entered  the  S&L  business  last  year 
with  the  acquisition  of  California's  $3 
billion  United  Financial  Corp.,  and 
just  last  month  deepened  that  in- 
volvement by  taking  over  a  couple  of 
troubled  East  Coast  S&Ls — New 
York's  $2.6  billion  West  Side  Federal 
and  Florida's  $1.3  billion  Washington 
Savings  &  Loan. 

Suicidal,  right?  Not  for  National 
Steel.  Savings  and  loan  profits  kept 
National  in  the  black  in  1980.  "Our 
entry  into  financial  services  brings  us 
an  incredible  opportunity  to  get  Na- 
tional Steel  out  of  the  very  cyclical 
earnings  pattern  that  had  developed 
over  the  last  fifty  years,"  says  Howard 
M.  (Pete)  Love,  National's  chief  ex- 
ecutive. "This  gives  us  a  chance  to 
have  some  real  growth." 

Of  course,  this  isn't  Love's  first  try 
at  diversification.  Accepting  the  fact 
that  tin  cans  were  losing  ground  to 
aluminum  cans,  National  decided  to 
diversify  into  aluminum  1 1  years  ago. 
In  1970  it  formed  National  Aluminum 
and  joined  with  Southwire  Co.  to 
build  a  new  smelter.  That  smelter 
never  got  around  to  making  alumi- 


num for  cans,  however.  It  was  able  to 
make  the  purest  aluminum  in  the 
world  and  that  opened  up  far  more 
profitable  markets.  Today  National  is 
a  major  supplier  of  aluminum  foil  for 
electronic  applications  where  foil 
must  be  very  pure  and  very  thin — 
perhaps  one-fifth  of  the  thickness  of 
sheet  used  to  make  a  beer  can. 

But  aluminum,  in  spite  of  being 
highly  profitable,  wasn't  enough  to 
offset  the  vagaries  of  steel.  In  1980,  for 
example,  the  aluminum  business  had 
its  best  year,  with  operating  earnings 
of  $42  million  on  sales  of  $246  mil- 
lion. And  yet  the  steel  division  buried 
those  profits  in  $75  million  of  red  ink. 

Love  wanted  another  business  to 
balance  steel.  It  could  not  be  capital- 
intensive,  which  meant  that  heavy 
industry  was  out.  National  had  no  ex- 
pertise in  consumer  industries,  and 
Love  didn't  want  to  have  to  devote 
much  management  time  to  the  new 
business.  And  after  all  the  bad  years  in 
steel,  Love  couldn't  afford  to  spend  a 
great  deal.  Richard  Smith,  National's 
executive  vice  president,  had  come 
out  of  the  banking  industry,  and  Love 
and  others  had  served  on  bank  boards, 
so  National  felt  comfortable  with  the 
idea  of  financial  services.  Eventually 
Love  settled  on  United  Financial,  par- 
ent of  California's  88-branch  Citizens 
Savings  &  Loan. 

It  took  almost  a  year  of  negotiation 
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and  an  offer  ($240  million)  that  was 
more  than  double  the  market  price, 
but  UFC  became  part  of  National 
Steel  in  January  1980.  To  come  up 
with  the  requisite  cash,  Love  sold 
60,000  acres  of  coal  lands  (with  an 
estimated  300  million  tons  of  coal)  for 
$157  million — ^profit  of  $155  million. 
Most  of  it  had  been  bought  in  the 
early  Sixties  from  Evans  Industries. 
Love  borrowed  the  rest  of  the  cash. 

Despite  the  problems  of  the  S&.L 
industry,  it  has  proved  to  be  a  superb 
acquisition  so  far.  For  UFC  is  that 
rarest  of  S&Ls — it  is  profitable.  UFC 
did  three  things  right.  First,  about 
40%  of  its  mortgage  portfolio  is  made 
up  of  variable-rate  mortgages  (as  op- 
posed to  the  industry  average  of  6%), 
limiting  the  damage  of  soaring  inter- 
est rates.  Second,  UFC  chose  to  forego 
growth  in  its  assets  in  the  last  few 
years  rather  than  chase  large  denomi- 
nation "jumbo"  certificates 'of  depos- 
it. "They  add  to  instability,"  explains 
Anthony  M.  Frank,  UFC's  chairman. 
"There  is  just  one  reason  the  account 
is  with  you  and  that's  the  interest 
rate.  Our  retail  customers'  reasons  for 
staying  are  varied.  The  interest  is  only 
one  of  them."  Thus,  while  others 
chose  to  pay  higher  and  higher  rates 
to  retain  jumbo  depositors,  UFC  held 
its  customers  by  offering  innovative 
services.  For  example,  it  worked  out  a 
deal  with  a  commercial  bank  that  al- 
lowed it  to  offer  an  interest-bearing 
checking  account  18  months  before 


California  S&Ls  were  allowed  to  offer 
NOW  accounts. 

Tlhe  third  reason  for  UFC's  success 
is  perhaps  the  most  important. 
Over  half  of  UFC's  earnings  last  year 
came  from  the  sale  of  homes  in  Cali- 
fornia. Instead  of  lending  builders  the 
legal  maximum  of  80%  of  a  home's 
retail  price',  UFC  becomes  a  joint  ven- 
ture partner  with  the  builder,  supply- 
ing all  the  money  needed  to  build — up 
to  85%  ol  the  sales  price — and  taking 
half  the  profit.  "That  way  we  add  the 
upside  potential  with  very  little  addi- 
tional risk,"  says  Frank.  And,  by  con- 
centrating on  medium-priced  hous- 
ing, UFC  avoided  getting  stuck  with 
expensive  white  elephants  when  in- 
terest rates  turned  prohibitive. 

As  a  result  of  these  efforts,  UFC  was 
the  most  profitable  large  S&L  in  the 
country  last  year,  contributing  $31 
million  to  National's  bottom  line.  It 
was  also  one  of  the  few  to  be  profit- 
able in  the  first  six  months  of  1981. 
True,  it  lost  money  in  the  third  quar- 
ter because  of  negative  spreads,  but 
Frank  is  confident  that  UFC  will  end 
the  year  well  in  the  black.  "You  can 
count  on  the  fingers  of  one  thumb  the 
number  of  institutions  that  will  show 
earnings  this  year,"  he  says.  "We'll  be 
that  thumb." 

So,  why  would  National  want  two 
losers  like  West  Side  Federal  and 
Washington?  Frank  says  the  prospect 
was  irresistible.  "We  saw  an  oppor- 
tunity to  become  the  only  multi- 


state  financial  institution  and  be  in 
the  three  most  important  states,"  he 
explains.  "And  we  saw  a  chance  to 
do  it  at  no  acquisition  cost.  We  ne- 
gotiated an  assistance  agreement 
that  protects  us  from  miury  from  the 
old  assets." 

What  Frank  means  is  this:  By  re- 
lieving the  FSLIC  of  two  of  its  biggest 
problem  children,  who  together  were 
losing  some  $10  million  a  month  be- 
cause of  the  negative  spread  between 
low-yield  mortgage  loans  and  high- 
interest  jumbo  deposits,  National  was 
saving  the  FSLIC  from  the  enormous 
claims  that  would  have  resulted  from 
two  large  bankruptcies.  In  exchange, 
National  was  permitted  to  take  over 
two  big  SikLs  with  $4  billion  in  assets 
at  no  cost  other  than  the  promise  to 
pump  in  $75  million  in  new  capital  in 
three  annual  installments  of  $25  mil- 
lion starting  next  September.  Even 
better,  the  FSLIC  agreed  to  make  up 
the  negative  spread,  currently  around 
2.5%  to  3.5%  of  the  loan  portfolio, 
plus  another  1.5%  of  assets  to  make 
up  for  overhead  costs  for  the  next  ten 
years.  As  the  loan  portfolio  gets  paid 
down,  of  course,  the  asset  base  on 
which  the  assistance  is  given  will  be 
reduced  and  so,  therefore,  will  be  the 
amount  of  assistance.  But  as  Frank 
says,  "There's  nothing  wrong  with 
the  S&L  business  except  billions  of 
dollars  of  low-yield  mortgages.  If  you 
start  an  S&.L  today,  you'd  make  mon- 
ey because  you'd  loan  money  at  cur- 


National  Steel  President  Howard  M.  (Pete)  Lore 

"We  haven't  even  got  the  first  chapter  written  yet." 


FORBES,  OCTOBER  26,  1981 


Ich  bin  ein  Berliner. 


Berlin  means  business.  American  busi- 
ness. The  proof?  Over  20  American  indus- 
trial companies  currently  in  Berlin  employ 
9,500  workers  and  account  for  a  combined 
annual  turnover  of  1.5  billion  dollars,  which 
represents  fully  10%  of  Berlin's  total  output. 

Why  are  more  and  more  American 
businessmen  in  key  American  high  tech- 
nology corporations  becoming  business 
Berliners?  Because  the  same  incentives  that 
inspired  Ford  Motor  Company,  General 
Motors,  Gillette,  IBM,  ITT,  NCR,  Philip 
Morris,  United  Technologies  and  Warner 
Lambert  to  locate  Common  Market  facilities 
in  Berlin  apply  to  all.  Large  and  small. 

Most  significantly,  only  Berlin  offers  a 
turnover  tax  rebate  which  can  effectively 
add  up  to  10.2%  of  sales  to  profit.  Every 
single  year. 

In  addition,  sizable  investment  grants, 
low  interest  loans,  reduced  corporate  and 
personal  income  taxes  and  a  highly  favor- 


able infrastructure  combine  to  make  Berlin 
an  ideal  Common  Market  location. 

Here  American  business  finds  an 
economically  and  politically  stable  city  that 
hasn't  had  a  single  major  strike  in  35  years. 
A  dependable,  highly  skilled  labor  force 
especially  suited  to  the  unique  demands  of 
high  technology  industry.  Free  access.  And 
no  supply  problems. 

And  on  the  personal  side,  American 
families  enjoy  life  in  Berlin.  American  clubs, 
American  and  International  schools, 
American  movies,  American  libraries  and, 
of  course,  American  football  complement 
dynamic  Berlin's  famous  Kurfurstendamm 
shopping  and  entertainment,  its  universities 
and  its  unique  cultural  climate. 

Americans  feel  at  home  in  Berlin,  the 
only  city  in  Europe  for  which  the  U.S. 
Government  has  direct  responsibility. 

Why  not  look  into  increasing  your 
bottom  line  in  Berlin.  For  more  information 


contact:  Mr.  Wolfe  J.  Frankl,  the  North 
American  Representative,  (212)  432-8070. 
Or  fill  in  the  coupon  below. 

Economic  Development 


Please  send  me  more  details  about 
Berlin's  business  incentives. 


City_ 


Company  . 
Zip  


Mail  to:  W.J.  Frank],  Berlin  Economic  Development  CorporaDon, 
Suite  7800.  One  World  Trade  Center.  New  York.  N  Y.  10048 


rent  rates.  So,  effectively,  we  got  two 
largew/r  institutions  with  everything 
already  in  place." 

That  he  did.  National  now  has  the 
nation's  fourth-largest  S&L,  with  as- 
sets of  $6.8  billion  and  138  branches 
in  three  states.  As  the  only  interstate 
S&L,  UFC  can  offer  services  that  oth- 
ers cannot,  like  automatic  transfer  of 
funds  between  New  York  and  Florida. 
Moreover,  with  a  customer  base  of 
over  a  million,  National  now  presents 
a  very  attractive  marketing  opportu- 
nity for  other  financial  services.  It  has 
already  been  approached  by  insurance 
companies  and  money  market  funds 
to  add  services. 

And  here's  the  icing:  Under  an  ob- 
scure provision  ol  the  Reagan  Admin- 
istration's tax  cut  bill,  FSL1C  pay- 
ments are  not  taxable.  But  the  S&L's 
losses  are  deductible  for  tax  purposes. 
What  that  means  is  this:  Say  the 
losses  to  be  made  good  by  the  FSLIC 
amount  to  $  100  million  in  a  year.  The 
$100  million  loss  can  be  used  to  shel- 
ter National's  other  income,  a  cash 
flow  benefit  of  $50  million.  So  the 
total  cash  inflow  is  actually  $150  mil- 
lion, against  a  cash  outflow  from 
losses  of  $100  million.  A  sweet  deal 
indeed. 

With  all  the  financial  services  that 
National  can  now  offer — it  also  owns 
20%  of  Charles  Schwab,  the  nation's 
largest  discount  brokerage  house — 
Frank  sees  opportunities  for  enor- 
mous growth.  "A  well-run  S&L  in 
normal  times — pause  for  laughter — 
makes  1%  on  assets  after  taxes,"  he 
says.  "We  made  0.95%  last  year.  If  we 
grow  20%  a  year  in  assets — and  re- 
member, we  grow  7%  just  from  re- 
tained interest  on  savings  accounts — 
we'd  be  at  $17  billion  in  assets  in  five 
years." 

Those  visions  of  sugarplums  are  for 
the  future,  however.  This  year  it  is  the 
steel  division  that  is  bringing  home 
the  bacon.  In  1981's  first  half,  over 
two-thirds  of  National's  $34.7  million 
in  earnings  came  from  steel  oper- 
ations. Of  course,  the  first  half  was  a 
good  time  for  the  protected  steel  in- 
dustry. The  third  quarter  turned  poor 
again  and  the  fourth  quarter  is  uncer- 
tain. But  National's  steel  operations 
remained  profitable  in  the  third  quar- 
ter this  year  even  at  60%  of  installed 
capacity.  That's  because  Love  has 
been  fierce  about  rationalizing  Na- 
tional's steel  operations.  Inventories 
have  been  slashed  by  550,000  tons 
and  savings  of  $130  million  were 
made.  Most  important,  large  chunks 
of  capacity  have  been  shut  down.  For 
example,  two  of  four  blast  furnaces  in 
National's  Detroit  steel  mill  were  shut 
down  in  response  to  the  collapse  in 


automobile  steel  demand.  That  per- 
mitted the  other  two  to  operate  at  full 
capacity.  As  a  result  the  Detroit  plant 
is  profitable  this  year. 

Today  National  is  the  only  U.S. 
steelmaker  to  have  efficient  con- 
tinuous easting  equipment  in  all 
three  of  its  plants.  About  55%  of  its 
installed  capacity  is  continuously 
cast,  vs.  15%  for  the  U.S.  industry. 
And  since  the  shutdowns  some  75% 
of  National's  steel  output  is  continu- 
ously cast. 

By  idling  capacity  instead  of  writ- 
ing it  off,  Love  has  left  himself  the 
option  of  starting  it  up  again  when 
times  improve.  But  he  admits  that  he 


would  take  some  convincing  to  re- 
open idled  capacity.  "We'd  have  to  see 
a  long-term  trend  before  I'd  fire  up  a 
blast  furnace  again." 

For  the  moment  steel  is  up  while 
aluminum  and  financial  services  are 
down.  Looking  ahead,  there  is  a  good 
chance  that  financial  services  will  at 
least  provide  a  solid  base  of  earnings 
that  will  help  dampen  the  bottom  end 
of  future  cycles.  That  should  help  Na- 
tional Steel  improve  its  pitifully  low 
return  on  equity  |7.1%  over  the  past 
five  years).  "We  haven't  even  got  the 
first  chapter  written  on  where  finan- 
cial services  are  going,"  Pete  Love 
says  hopefully.  ■ 


The  Money  Men 


Hugh  Jenkins  of  Britain's  National  Coal 
Board  pension  funds  has  a  knack  for  pick- 
ing up  U.S.  real  estate  bargains  after  the 
amateurs  have  been  driven  out.  Hes  not 
buying  now,  though.  Hes  waiting. 

Bargain-priced 
"building  blocks" 


By  Lawrence  Minard 


If  you  are  still  waiting  for  some 
rich  foreigners  to  bail  you  out  of 
that  shopping  mall  that  looked  so 
good  but  is  eating  you  alive  in  inter- 
est, listen  to  this: 

"You  have  to  look  cautiously  at  [real 
estate  in]  some  of  these  fashionable 
U.S.  cities,  especially  in  the  Sunbelt. 
Where  the  developers  have  delivered  a 
great  deal  of  supply,  the  escalation  in 
income  may  not  be  what  the  institu- 
tional investors  should  have.  We  are 
being  extremely  cautious." 

That  warning,  all  the  colder  for  its 
careful  phrasing,  comes  from  one  of 
Europe's  richest  investors:  Hugh  Jen- 
kins, the  soft-spoken,  precise  chief 
executive  of  Britain's  $8  billion  (as- 
sets) National  Coal  Board  pension 
funds.  The  funds  cover  around 
325,000  retired  coal  miners  and  NCB 
staffers  and  their  dependents;  another 
325,000  current  workers  pay  in,  pro- 
viding, in  all,  around  $600  million  a 
year  in  cash  flow  for  investment.  A 


real  estate  man  by  training,  Jenkins, 
48,  has  been  a  guiding  force  in  chan- 
neling much  of  that  cash  flow  into 
real  estate  projects,  boosting  the  NCB 
funds'  real  estate  portfolio  from 
$297.2  million  in  1972,  the  year  he 
became  CEO,  to  $2.4  billion  last  year. 
But  right  now,  Jenkins  is  not  buying 
much  property.  He's  waiting. 

Jenkins,  who  oversees  the  NCB's 
funds  from  a  suite  of  spartan  offices 
on  London's  dingy  Bouverie  Street, 
has  built  a  reputation  as  one  of  U.S. 
real  estate's  savviest  operators.  In 
1979,  for  example,  when  many  real 
estate"  investment  trusts  were  still 
tarred  by  the  debacles  of  1974,  Jenkins 
paid  $150  million  for  Continental  Illi- 
nois Properties,  the  REIT  arm  of  Con- 
tinental Illinois  Bank.  Among  other 
things,  CIP  owned  5,000  rental  apart- 
ments, over  half  in  condo-crazy  Dallas 
and  Houston.  Jenkins  sold  off  4,000  of 
the  apartments  as  potential  condo 
projects,  along  with  a  California  shop- 
ping center,  for  over  $100  million,  for 
a  net  return  to  the  coal  miners  of 
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When  it  comes  to  great  taste, 
everyone  draws  the  same  conclusion. 
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Understanding 

information  y 
management. 


We  are  no  longer  an  industrial  society. 

More  Americans  are  now  in  information  jobs  than  in  manufacturing  and 
agriculture  combined.  Today's  most  pervasive  technological  trends  have  to  do  with  informatio 
and  its  management.  Yet  to  begin  to  understand  the  boundless  promise  of  our  new  informatic 

society,  we  need  to  define  its  terms. 


PC*.  J^^^p- 


ni  n  m  fti  ini  pn         in  fi  fi  fi 


The  management  of  information  occurs  in  three  distinct  stages: 

Organization 

Information  (words  or  data)  is  gathered  and  structured  so  that  it  can  be  put  into 
i  system.  The  business  or  institution  is  also  organized  to  take  advantage  of  the  efficiencies  of 
nformation  management. 

Processing 

The  information  may  then  be  stored,  examined,  organized,  translated  or  directed 

3y  people  or  machines.  T        .  . 

Transmission 

Information  is  transported  and  made  available  to  users  as  they  select.  Often 
nformation  may  be  managed  simply  by  organizing  it  and  transmitting  it  to  the  proper  user. 

Present  day  systems  to  manage  information  are  but  one  of  the  products  of  the 
:nowledge  business. 

The  Bell  System  constantly  produces  new  knowledge,  and  turns  this  knowledge 
nto  practical  advances.  Electronic  switching  (organization,  processing)  and  lightwave 
ommunications  (transmission)  were  laboratory  phenomena  just  yesterday.  So  were  the 
ntegrated  communications  systems  that  ease  the  way  for  so  many  American  businesses. 

All  are  realities  within  the  Bell  network,  which  organizes,  processes  and  transmits 
inalog  and  digital  information  worldwide. 

♦■The  ideas,  applications  and  systems  of  the  knowledge  business  are  available  to 
'ou  now.  The  Bell  System  can  help  you  use  them  now,  to  increase  productivity  and  profits. 


The  knowledge  business 


The  Money  Men 

Britain  of  $66  million.  After  the  sell- 
off,  what  was  Left  of  CIP's  portfolio 
still  carries  a  liquidation  vale  of  well 
over  the  $150  million  Jenkins  paid. 
And  net  income  has  doubled  to  an 
estimated  $15  million  a  year — an  18% 
return  on  effective  book  costs. 

But  that  was  in  1979,  when  money 
was  cheap  and  there  were  no  real  es- 
tate how-to  bestsellers.  Today  things 
are  different.  Overbuilding  is  again  ap- 
pearing in  fashionable  Sunbelt  cities 
like  Los  Angeles,  Phoenix  and  Dallas, 
and  initial  yields  on  projects  are  far 
less  than  alternative  investments. 
Says  Jenkins:  "We  look  for  a  rising 
stream  of  income  [on  real  estate  in- 
vestments! that  will  give  us  a  total 


rate  of  return  about  two  points  greater 
than  a  long-dated  bond,  which  we  see 
as  our  benchmark.  That  now  means 
we  must  be  able  to  get  around  17% 
annually  over  the  coming  20  years.  So 
if  you  are  in  an  area  where  you  get 
only  9%  on  a  real  estate  project  going 
in,  then  to  reach  that  17%  you  need 
8%  annual  compound  growth  in 
rents.  And  in  soft  markets,  you  may 
not  meet  your  expectations." 

If  it's  any  consolation,  things  are 
probably  even  worse  in  Jenkins'  home 
market.  Supply  and  demand  are  nearly 
equal  in  London's  office  market, 
where  rent  increases  are  now  difficult 
to  come  by.  In  retail  shops,  initial 
yields  have  fallen  to  3.5%,  requiring 
annual  rent  increases  of  15%-plus  to 
equal  the  return  on  bonds.  "We 
haven't  bought  a  [British]  income-pro- 


ducing property  for  two  years,"  he 
says.  Though  his  aim  is  a  15%  expo- 
sure to  overseas  markets,  Jenkins  still 
has  90%  of  his  funds  invested  in  the 
U.K.:  in  common  stocks,  government 
bonds  and  real  estate.  Much  of  the  real 
estate  investment  in  the  U.K.  goes  on 
developing — from  the  ground  up — re- 
gional shopping  centers  in  such  un- 
trendy  locations  as  Swansea  and  Car- 
diff in  South  Wales,  and  North  Shields 
in  northeast  England. 

There  arc  still  opportunities  in  real 
estate,  Jenkins  says.  But  these  are  in 
areas  where  the  crowd  has  not  yet 
ventured.  Jenkins  keeps  looking  for 
situations  where  the  market  has  irra- 
tionally underpriced  a  company's  un- 
derlying real  estate  values — such  as 
CIP  two  years  ago.  Another  was  Con- 
necticut General  Mortgage  &  Realty 


Trust,  the  Connecticut  General  Life 
Insurance  Co.  REIT.  Despite  the  fact 
that  ConnGen's  net  asset  value  was 
widely  believed  to  be  over  $40  a  share, 
the  stock  traded  throughout  1980  and 
early  this  year  at  around  $25.  Last 
July,  Jenkins  offered  $33  cash  for  each 
of  ConnGen's  9  million  shares — only 
to  see  his  offer  eclipsed  by  the  Pruden- 
tial Insurance  Co.'s  offer  of  $42.  Jen- 
kins was  disappointed,  but  nonethe- 
less reaped  nearly  a  $1  million  wind- 
fall on  the  60,000  ConnGen  shares  he 
had  accumulated. 

Now  Jenkins  has  found  another 
New  York  Stock  Exchange-traded 
REIT  that  he  thinks  is  substantially 
undervalued:  San  Francisco-based 
RAMPAC.  Last  month,  NCB  pension 
fund  announced  it  had  acquired  5.5% 
of  RAMPAC's  2.7  million  shares  out- 


standing at  an  average  $22  a  share — 
against  the  $36-to-$38  worth  of  prime 
commercial  real  estate,  mostly  on  the 
West  Coast,  that  Jenkins  believes  un- 
derpins each  share.  For  the  foresee- 
able future,  however,  he  plans  no 
takeover.  "We  are  happy  just  to  make 
|  RAMPAC  |  a  portfolio  investment 
.  .  ."  he  says.  "We  may  increase  our 
holding  in  the  company,  but  we  have- 
no  predatory  instincts."  Jenkins  is 
currently  earning  nearly  8%  on  his 
RAMPAC  investment.  So  he  can  af- 
ford to  build  his  stake  slowly,  at  mar- 
ket, not  premium,  prices — or  wait  for 
another  Prudential  to  buy  him  out. 

Or,  he  can  funnel  the  money  into 
real  estate  investments  he  hopes  to 
make  in  unfashionable  and  so  not  yet 
fully  valued  U.S.  locations.  Two  such 
locations,  Jenkins  says,  are  North  and 
South  Carolina.  "Many  large  U.S. 
companies  have  located  there,"  he- 
says,  "yet  they  have  not  received  the 
same  attention  as  other,  more  fash- 
ionable areas."  Another  unfashion- 
able area  Jenkins  likes:  apartment 
buildings,  now  benefiting  from  the 
public  inability  to  buy  new  homes  and 
condos  |Forbes,  Oct.  12). 

While  waiting  for  the  U.S.  and  U.K. 
real  estate  cycles  to  run  their  course, 
Jenkins  is  discovering  other  ways  to 
buy  a  dollar's  worth  of  assets  for  less 
than  a  dollar — more  Japanese  equity, 
for  example,  not  bought  directly  but 
through  the  NYSE-traded,  closed-end 
Japan  Fund  currently  selling  in  New 
York  at  a  30%  discount  from  net  asset 
value.  Or  a  concept  as  simple  as  trees. 
"Growing  timber  is  ideal  for  a  pen- 
sion fund,"  he  says.  "You  plant,  wait, 
harvest,  plant  again.  It  provides  a  con- 
stant income  stream."  American 
trees,  moreover,  are  especially  attrac- 
tive because  their  growing  cycle  is 
one-half  as  long  as  British  trees.  And 
it  is  cheap.  A  recent  report  by  L.F. 
Rothschild,  Unterberg,  Towbin  forest 
products  analyst  Mark  Rodgers  lists 
three  U.S.  forest  products  companies 
(Crown  Zellerbach,  International  Pa- 
per and  Weyerhaeuser)  selling  at  one- 
third  or  less  the  liquidation  value  of 
their  timber — and  the  calculations 
were  made  before  the  recent  stock 
market  slide.  In  fact,  over  the  last  two 
years  Jenkins  has  invested  around  $25 
million  in  Georgia  timberland. 

But  Hugh  Jenkins  is,  by  training 
and  probably  by  instinct,  a  real  estate 
man.  Someday,  when  the  dentists  and 
doctors  and  other  amateur  real  estate 
investors  are  crying  their  loudest,  Jen- 
kins' big  funds  will  be  back  in  the 
market,  picking  up  the  pieces.  "I  like 
to  buy  on  rainy  days,"  he  says.  WThat 
he  is  clearly  saying  as  well  is  that  the 
rainy  days  have  not  yet  arrived.  ■ 
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Risk.  Its  real  size  depends  on  your  perspective. 

Are  the  risks  that  your  business  faces  as  big  as  you  think?  The  specialists  at 
Corroon  &  Black  will  tell  you— and  show  you  how  to  prevent  risk.  For  the  risks 
that  are  manageable,  our  sophisticated  techniques  help  forecast  losses,  measure 
appropriate  retention  levels,  and  let  us  show  you  the  best  way  to  finance  your  risks. 

It's  an  innovative,  professional  approach  you'd  expect  from  one  of  the 
world's  top  business  insurance  brokers.  So,  contact  us.  We'll  help  cut  your  risks 
down  to  size. 

CORROON  &  BLACK 

Putting  insurance  risks  into  perspective. 

Wall  Street  Plaza.  New  York.  N.Y.  10005  •  212-363-4100 


A  new  and  volatile  insurance  world 
developed  after  World  War  If. 


3y: 

fOHN  COSGROVE 

yice  President  of 

Richard  L.  Doyle  Associates,  Inc. 

*ight  after  World  War  II,  two  Iron 
Zurtains  fell  into  place.  One  set 
he  boundaries  of  opposing  sides 
n  the  Cold  War.  The  other  shut 
)ff  the  insurance  world  of  the 
:>ast  from  a  new  and  volatile  one. 
rhis  transition  would  gradually 
:ompel  many  businessmen  to 
rhange  their  attitudes  concerning 
'risk"  and  to  regard  the 
protection  of  assets  as  a 
Tianagement  function. 

Responsibility  for  protection 
ised  to  be  a  clerk's  job, 
rommentators  recall:  "merely  a 
natter  of  purchasing  insurance 
policies."  They  frequently  fail  to 
add  that  those  policies  came 
"bundled"  with  benefits  for 
:lients:  investigations  to  detect 
and  eliminate  loss  exposures; 
recommendations  for  structural 
improvements  and  fire  safety 
devices;  accident  prevention 
programs,  and  more.  These 
precautionary  measures  — 
expanded  and  refined  by  the 
computer  and  by  model 
simulations  and  other  techniques 
—  are  the  foundation  of  modern 
methods  of  conserving  resources 
by  reducing  to  a  minimum  the 
opportunities  for  loss  to  strike. 

But  policies  are  no  longer 
always  automatically 
accompanied  by  engineering, 
claims  and  other  valuable 
services.  These  benefits  are  often 
purchased  separately  nowadays 
by  those  clients  who  have 
adopted  programs  in  which 
conventional  insurance  is  not  the 
sole  safeguard.  These  modern 
programs  evolved  in  response  to 
ongoing  upheaval  in  the 
technological,  economic,  social 
and  legal  spheres. 

After  World  War  II,  austerity 
barriers  fell  and  the  public  surged 


PROPERTY-CASUALTY 
PROTECTION  STRATEGIES 


Pinpoint  Loss 
Exposures 


The  strategies  shown  on 
the  chart  are  to  be  read  from 
the  bottom  up.  The  first 
three  steps  stem  from  tradi- 
tional insurance  company 
underwriting  procedures  to 
identify  potentially  ruinous 
exposures,  those  less  serious 
and  the  insignificant.  This 
enables  a  business  to  Fi- 
nance Protection  by  select- 
ing a  plan  best  suited  to  its 
needs.  Basic  choices  are 
listed  in  the  three  top  boxes. 
Self  assumption  is  the  charg- 
ing of  loss  to  operating 
expense.  Self  insurance  indi- 
cates a  formal  fund  or  book 
reserve  to  pay  losses.  A 
safety  group  comprises  com- 
panies which  adhere  to  loss 
control  practices  drawn  up 
by  their  insurer.  This  tends 
to  improve  their  record  and 
may  lead  to  a  policyholders' 
dividend.  A  captive  insurer 
is  one  set  up  by  a  parent 
firm  to  write  its  own  risks. 
The  association  or  group 
captive  is  an  insurer  formed 
by  a  trade  association  or 
by  companies  with  similar 
interests.  Some  of  the 
strategies  cited  are  aimed  at 
savings  through  better  cash 
flow  control  — holding  funds 
as  long  as  possible  to  realize 
maximum  return.  This  in- 
volves spacing  premium  pay- 
ments, minimizing  pre- 
funding  of  losses  and  speed- 
ing up  tax  deductions. 
The  type  of  program  dis- 
cussed in  this  article  became 
increasingly  popular  right 
after  the  crisis  of  the 
mid-1970s  when  there  was  a 
shortage  of  coverage  in  the 
traditional  market.  These 
programs  continue  in  vogue 
although  insurance  has  been 
generally  available  for  the 
past  several  years. 


{  7mm/<»v  reviewed  in  perxpecf  ir 


into  thr  iii.ii  ketola<  i  km  goods 
luddtnh  a\  aUaole  lr  re<  brd 

.iluunl.iin  @ 

t?K.  C  HAl  I  I  NCa 

luit  thr  underwriters  most 
mm  tous  <  hattenge  cams  From  the 
unt.muii.ii  New  industries  and 
('um'sm'>  emerged  and  old  ones 
were  modemiied  plastics,  oil 

exploration  iuuKmi  energy 
Aeronautics;  space  flight; 
satellites  geothetmal  drilling 
electronics  with  emphasis  on  the 
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and  more. 

These  products  and 
processes  presented  new  hazards 
which  provoked  underwriters' 
tears  lhe\  were  soon  justified 
tor  example  pharmaceutical 
houses  which  produced  drugs 
and  devices  to  alleviate  suffering 
were  sued  tor  causm.i; 
disfigurement  and  even  death. 
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awards  rocketed  to  new  highs 

with  the  impetus  ol  the  12'  i 
annual  rate  Ol  inflation  reached  in 
N7-1  I  hen  came  the 
impossible    I  he  stock  market 
collapsed  while  the  inflation  rate 
continued  to  soar  -  an  economic 
"  first. " 

\~>  heavy  investors  in 

equities,  insurance  companies 
saw  one  thud  ot  their  assets 
w  iped  out  bv  market  action  alone 
m  the  19W  debacle.  I  he  following 
\  ear  brought  the  worst 
underwriting  loss  in  historv. 

The  insurers  remedies  were 
predictable.  Kates  zoomed. 
Markets  tor  coverages  that  were 
losers '  had  to  be  restricted  or 
closed  New  business  was  out  or 
the  question. 

What  had  happened  was  all- 
too-clear.  The  complexities  ot  the 
new  technology  the 


sphere  and  the  increasing  Laxity 
ot  the  legal  system  had  hit 
msurers  wtth  cumulative  impact. 
Resources  dropped  to  a  level 
threatening  solvency  and  survival. 

CUSTOMER  PARTICIPATION 

At  that  rurtcture,  mony 
businessmen  unable  to  obtain  or 
renew  coverage  ott  affordable 
terms,  were  jolted  into  action 

alternatives  and  supplements  to 
protection  plans.  En  seme 
organizations,  operatives  known 
as  insurance  buvers  sained 
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commonly  called  risk 
management  —  were  various 
forms  ot  self  insurance  and  mo 
efficient  use  of  cash  flow. 

In  a  growing  number  or 
firms,  a  tour-step  process  was 
adopted: 

1.  Pinpoint  loss  exposures 
terms  ot  people,  property 
income  and  liabilities  to- 
others). 

2.  Measure  monetary  impat 
in  case  of  loss 

3.  Minimize  or  eliminate 
exposures 

4.  Finance  protection  (on 5 
most  economical  terms 
through  risk  retention 
transfer  procedures 

Naturally,  such 
were  not  implemented  wi 
friction.  But  in  an  atmosphoBB^ 
change,  differences  are  oet 
Exaggerated.  Forexarrrle 
been  said  that  risk  ma  nasi 
a  love-hate  relationship  wafe 
brokers. 

One  who  disagrees  :s 
Thomas  V.  Hallett,  former  Bak 
manager  of  General  M  rtrcs  ht 
now  with  Frank  B.  Hafl 
leading  brokerage,  as  viae 
president  and  direct  :  cat. 
management.  Halletti 
the  alleged  ambivalence 
media  creation  and  coimiwH 
demcinr.i  : :  the 
on  both  sides . 

"If  I  ev  er  experrerxegsa ! 
feelings  —  as  a  risk  rr.ar.afff- 
•oodustrv  or  todav  —  Li  nttnr 
i:-.':r:c'ir  a  hurry.'  HaL-t 
declares. 
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"The  Pacific  Basin  is  the  next  new  area 
of  big  expansion  for  American  business.  At  AFIA 
we  think  of  it  as  our  old  neighborhood." 


"Not  too  long  ago,  a  survey  of 
the  chief  financial  officers  of 
FORTUNE  magazine's  1000  largest 
industrial  companies,  banks,  re- 
tailers, utilities,  transportation 
and  diversified  financial  com- 
panies was  made  to  determine 
how  many  of  them  intended  to 
increase  their  economic  activities 
in  the  South  Pacific  and  Asia  in  the 
near  future. 

"Remarkably,  more  than  55 


percent  responded  affirmatively. 

"To  those  companies  about  to 
chart  new  ground,  I'd  like  to  tell 
you  about  the  advantages  of  insur- 
ing with  my  organization,  the 
oldest  American  insurance  busi- 
*   ness  in  the  Pacific  Basin, 
i  *   I  "At  AFIA,  we've  been 

I  I  I        underwriting  American 
4        business  risks  in  that 

region  since  1918.  Our 
knowledge 


Paul  F.  Butler 

President  &  Chief  Executive  Officer 


of  the  local  insurance  laws,  regula- 
tions, customs,  idiosyncracies  and 
actual  ways  of  doing  business  in 
each  country  is,  I  firmly  believe, 
unparalleled.  This  is  evidenced  by 
the  fact  that  in  virtually  every 
Pacific  Basin  country  in  which  we 
do  business  more  than  half  of  that 
business  is  in  local  insurance, 
written  in  competition  with  local 
insurance  companies.  We  are 
knowledgeable,  we  are  credible, 
we  are  respected,  we  enjoy  a 
unique  position  of  trust. 

"AFIA  is  prepared  to  help  you 
with  your  insurance  needs  in  Aus- 
tralia, Brunei,  China,  Guam, 
Micronesia,  Hong  Kong, 
Macao,  Indonesia,  Japan, 
Malaysia,  New  Zealand, 
the  Philippines,  Sin- 
gapore, South  Korea, 
Sri  Lanka,  Taiwan  and 
Thailand.  We  have  more 
than  100  offices  and  more 
than  1,850  people,  many 
of  whom  have  more  than 
25  years  experience  with 
AFIA,  in  the  Pacific  Basin. 
"Insurance  in  each  Pacific 
Basin  country  is  different. 
AFlA's  knowledge  is  invalu- 
able in  each  of  them. 
"And  our  people  are  prepared 
to  offer  it  to  you  gladly  as  you 
enter  or  expand  in  the  Pacific  Basin. 

"I  hope  you  will  have  your 
broker  call  AFIA.  Or  call  me 
personally." 


AFIA 


The  older  we  get 
the  younger  we  think. 


AFIA  Worldwide  Insurance,  110  William  Street,  New  York,  NY  10038  Atlanta,  Boston,  Chicago,  Cleveland,  Dallas, 
Houston,  Los  Angeles,  Miami,  Minneapolis,  San  Francisco,  Seattle,  Washington,  D.C.  and  230  other  cities  around  the  world 


SERVICE  WITHOUT  LIMITS 


Many  insurers  provide  overall  risk  management 
expertise  to  a  varied  clientele.  For  example,  Royal 
Insurance  Service  Company,  RISC,  offers  technical 
facilities  at  some  125  offices  countrywide.  RISC  has 
professionals  in  loss  control,  risk  analysis,  claims 
administration,  data  processing  and  other 
specialties. 

Representatives  are  seasoned  in  all  types  of 
arrangements:  high  deductibles;  special  rating 
plans;  self-insurance;  captives;  investment 
sharing,  and  more.  RISC  will  furnish  its  full  range 
of  facilities  or  "unbundle"  them  to  meet  client 
specifications. 

Royal  Insurance  has  brought  this  type  of 
accommodation  to  some  of  the  largest  enterprises 
of  the  U.S.  for  many  years. 

The  Home  Insurance  Company  partially 
entered  the  risk  management  field  in  1970  when  it 
acquired  Scott  Wetzel  Services  (SWS)  a  supplier  of 
loss  control,  claim  and  electronic  data  processing 
facilities  for  clients  using  self-insurance. 

In  1978,  Home  organized  Risk  Management 
Services  (RMS).  Working  with  SWS,  it  offers 
agents,  brokers  and  corporate  officials  charged 
with  protecting  assets,  strategies  that  are  sound 
alternatives  or  complementary  to  conventional 
insurance. 

Henry  R  Lenz,  executive  vice  president  of 
Home,  notes  that  RMS  prescribes  for  all  clients 
three  underwriting  principles  for  evaluating  risk 
retention/transfer  approaches: 

—  Do  not  risk  more  than  you  can  afford  to 
lose. 

—  Do  not  risk  a  lot  for  a  little. 

—  Follow  the  percentages. 

One  Home  service,  a  "tailored-for-the-client" 
computerized  tabulation  of  loss  data  is 
indispensable  in  making  important  risk  retention/ 
transfer  decisions.  These  reports  are  the  means  of 
building  essential  control  factors  into  cash 
conservation  and  loss  prevention  planning.  The 
printouts  are  in  plain  English.  Each  entry  supplies 
enough  detail  to  make  computer  reference  codes 
and  computer  vocabularies  unnecessary. 

John  B.  Ricker  Jr.,  chairman  and  chief 
executive  of  Continental  Corporation,  reports  that 
his  organization's  loss  control  facility  —  Ctek 
(Continental  Technical  Services)  —  regularly 
conducts  thorough  on-site  surveys. 


Ctek  representatives  investigate  many  risk 
factors:  construction;  building  design;  boilers  and 
other  mechanical  systems;  location  of  water 
hvdrants,  and  availability  of  fire  department 
services,  as  well  as  physical  hazards  that  might 
cause  injury. 

If  a  Ctek  expert  encounters  a  health  hazard 
potential,  he  may  request  an  in-depth  study  by  the 
Environmental  Health  Group.  This  Ctek  unit 
cjmprises  highlv  trained  occupational  health 
specialists  who  handle  problems  ranging  from 
industrial  hygiene  training  to  air  and  water 
pollution  studies,  and  from  noise  and  ventilation 
control  to  toxic  chemical  analysis  and  in-plant 
monitoring  programs. 

The  Wausau  Insurance  Companies'  name  has 
been  synonymous  with  loss  control  since  the 
organization  wrote  the  first  workers'  compensation 
policv  in  the  nation  in  1911  —  the  year  of  its 
founding. 

Now,  in  an  increasingly  litigious  society,  with 
ever  more  generous  court  awards,  Wausau 's 
operating  principle  is  that  commercial  firms  must 
work  with  their  insurers  if  thev  hope  to  contain 
protection  costs.  This  is  especially  true  of 
companies  without  a  risk  manager  on  staff,  a 
common  situation. 

Wausau's  Safety  &  Health  Department  plays  a 
key  role  in  loss  control.  In  each  of  the  company's  18 
regions  in  the  U.S.  and  Canada,  safety  and 
occupational  health  consultants,  and 
environmental-health  and  construction-safety 
engineers  work  with  policyholders  to  reduce  or 
eliminate  exposures  that  might  lead  to  work- 
related  injury  or  illness.  Sales  representatives, 
underwriters  and  claims  specialists  also 
participate. 

One  insured,  a  mid  western  contractor,  found 
employee  accidents.increasing  in  frequency  and 
severity,  with  a  devastating  effect  on  compensation 
rates.  The  firm  had  a  safety  program  but  it  suffered 
because  the  official  in  charge  had  too  many  other 
responsibilities. 

At  Wausau's  urging  a  full  time  safety 
professional  was  hired  to  run  a  total  loss  control 
plan.  Top  management  announced  that  safety  had 
top  priority.  Recent  figures  reflect  a  remarkable 
turnaround:  latest  experience  earned  the 
contractor  a  credit  in  the  hundreds  of  thousands. 


PROTECTION 


In  addition  to  old  and  familiar  perils,  insurance  companies 
today  must  cope  with  large  and  unusual  risks  borne  of 
technology  and  inflation. 

General  Re  stands  behind  its  clients  with  innovative 
reinsurance  solutions  to  today's  risk  problems. 


©1981  General  Reinsurance  Corporation.  600  Steamboat  Road.  Greenwich.  Connecticut  06830  (203)  622-4000 


America's  Largest  Reinsurer 


"Wk  don't  play 
games  w  ith 
loss  preventioa 

So  naturally 
we  insure  with 

Allendale." 


f  J 

/ 


■i 


Jerry  W.  Neely,  Chairman, 
President  and  Chief  Executive  Officer, 
Smith  International,  Inc. 


A  property  or  business 
interruption  loss  could  be 
devastating  to  us.  Not  just 
to  us,  either,  but  to  the  oil 
and  gas  and  mining  indus- 
tries that  depend  on  us 
for  the  tools  they  need. 

And  with  more 
than  75,000  wells  be- 
ing drilled  this  year 
in  the  United  States 
alone,  that's  heavy 
dependency! 

We  operate  in  over 
100  countries  throughout  the 
world.  And  we  hold  a  leading 
position  in  the  world's  largest 
markets,  the  United  States, 
Canada  and  Mexico,  which 
together  account  for  over  90 
percent  of  all  wells  drilled  in 
the  free  world.  A  property 
loss  or  interruption  in  our 
business  is  nearly  unthinkable 


\eed  to  drill  a  big  hole 
in  the  earth?  Smith 
Tool  pro  rides  bits 
from  5~  -"  to  over  2 
feet  in  diameter.' 


Which  is  why  we  look  to 
Allendale  Insurance  for  loss 
prevention  engineering.  It 
never  pays  to  settle  for  sec- 
ond best. 

Allendale  engineers 
command  the  highest 
respect  in  the  insur- 
ance industry.  Nobody 
enjoys  a  better  reputa- 
tion for  being  able  to 
spot  trouble  before  it 
might  start.  Their  re- 
ports are  lucid 
and  concise,  written 
with  a  technical  simpli- 
city and  directness  that 
makes  them  as  easy 
to  understand  as  they 
are  to  read.  Nothing  is 
left  to  the  imagination. 

But  you  would  ex- 
pect that  from  Allendale  engi- 


This  McEvoy  "Christmas  Tree"  — 
an  assembly  of  chokes, 
rah  es  and  fittings  — 
controls  well  pressure 
in  subfreezing  Alaska. 

their  experi- 
ence and  the 
vast  resources 
and  research 
facilities  of  the 
Factory  Mu- 
tual System 
behind  them,  it  is  easy  to  see 
why  they  are  the  acknow- 
ledged best. 

We  feel  secure,  knowing 
that  we  are  doing  every- 
thing humanly  possible  to 
prevent 
f'jjgj  property 
losses  and 
protect  our 
business 
continuity 
with  the  pro- 


Smith  Energy  Services'  stimula- 
tion techniques  are  used  to  wake 

Z'i^^'^'iHT-       fessionals  at 

20,000  wells  were  put  back  into 
production. 


Allendale 
Insurance. 


neers.  With  their  training  and     £3ii  SMrrn  international  inc. 


More  astronauts  fly 
withTheTravelers. 


SK f  LAB  3:  JULY,  1973 


1969:  The  Travelers  becomes  the  first  company  to  insure  astronauts 
against  accidents  during  space  travel. 


This  is  not  the  first  unorthodox 
form  of  transportation  we've  insured. 

In  1897,  for  example,  we  offered  the 
first  insurance  for  a  four-wheeled  innova- 
tion, the  automobile. 

And  in  1919,  we  wrote  the  first 
policy  for  an  even  more  revolutionary 
vehicle,  the  airplane. 

In  fact,  in  our  117-ycar  history,  The 
Travelers  has  consistently  been  among  the 
first  to  respond  to  the  changing  needs  of 


industry  and  the  individual  with  insur- 
ance innovations. 

At  the  time,  these  innovations 
seemed  daring.  Today,  they're  simply 
recognized  for  what  they  were:  far- 
sighted. 

So,  if  you're  looking  for  an  insur- 
ance company  for  the  future— a  company 
with  imagination,  brains  and  foresight- 
call  an  independent  Travelers  agent  or 
broker.  For  the  one  nearest  you,  just  con- 


sult the  Yellow  Pages. 

Considering  where  we've  been,  and 
where  we're  going,  why  would  you  call 


anyone 


else? 


THE  TRAVELERS 


The  Travelers  Corporation  and  its  Affiliated  Companies,  Hartford,  CI  06115 


Cooperation  in  the  marketplace 


Hallett  is  enthused  about  the 
insights  I  [all  gains  from  these 
confereni vs.  I  le  modestly 
forgoes  mentioning  that  the  risk 
men  participating  are 
undoubtedly  also  helped 
immeasurably.  This  program 
would  seem  to  put  to  rest  any 
notion  of  a  risk  manager-broker 
love-hate  relationship  —  at  least 
where  the  1 1, ill  organization  is 
concerned  ...  and  that's  a  good 
many  places.  .  .  worldwide. 

Significantly,  in  the  best 
testing  ground  —  the  insurance 
markelplat  e  -  evidence  abounds 
of  coordinated  working 
relationships  among  risk 
managers,  insurers,  brokers, 
agents  and  consultants. 

COMPANY  METHOD 

f  or  example,  R.L.  Phillips, 
president  of  Shelby  Mutual 
Insurance  Company,  recognizes 
the  value  ot  and  need  for  the 
corporate  risk  management 
facility  in  commercial  enterprises 
ot  sulficient  scope.  He  suggests, 
however,  that  equally  effective 
plans  can  be  implemented  in 
applicable  situations  by  a 
qualified  independent  agency, 
the  insurer  and  the  management 
ol  the  insured. 

"Asa  medium-sized  mutual 
property-casualty  company,  we 
normally  accept  the  programs 
presented  by  risk  management 
facilities,  subject,  of  course,  to 
our  own  review  and 
underwriting  analysis. 

"Risks  we  entertain  which 
have  not  undergone  the  risk 
management  process  are 
surveyed,  underwritten  and 
finalized  under  the  Shelby 
Mutual  team  concept.  To  achieve 
corporate  asset  protection,  we 
audit  current  coverage  and 
review  loss  records.  We  identify 
exposures,  closely  estimate 
maximum  possible  and 
maximum  probable  losses  and 


specify  coverages  that  are 
required  and  those  that  are 
optional.  Guidance  is  provided 
on  deductibles,  specialty  policies, 
umbrella  liability,  and  even  on 
rehabilitation  techniques  for 
injured  workers  and  other 
claimants,''  Phillips  reports. 

BROKERS'  INGENUITY 

Peter  G.  Leitch,  president  of 
Reed  Stenhouse  Inc.,  worldwide 
brokers,  gives  an  example  of 
cooperation  with  risk  managers 
on  an  international  scale: 
"One  of  the  big  problems  of 
multinational  companies  is  that 
their  policies  covering  assets  all 
over  the  world  are  sometimes 
written  in  a  dozen  different 
languages.  Clients  really  don't 
know  what  they  have.  For  27 
such  major  U.S.  companies  we 
have  devised  'sleep  insurance' . . . 
a  wraparound  policy.  It  is  written 
at  a  very  low  rate,  in  the  English 
language  and  on  a  U.S.  form  that 
the  risk  manager  can  read  and 
understand.  If  a  local  policy 
doesn't  cover  a  particular  loss, 
chances  are  the  wraparound  will. 
I  hat  means  the  risk  manager  can 
sleep  at  night  and  that's  the 
reason  for  the  name  we  gave  the 
wraparound.'' 

Mr.  Leitch  notes  how 
another  client  was  served: 

"An  American  electronics 
manufacturer,  whom  we  cover  on 
a  global  basis,  has  sizable 
manufacturing  operations  in 
Australia.  We  were  asked  to  look 
into  a  workers'  compensation 
problem  there.  After  a  thorough 
analysis,  we  removed  the 
compensation  coverage  from  the 
package  of  protection  and 
remarketed  it  locally  in  Australia, 
benefits  were  provided  at  a 
considerably  lower  premium  and 
with  a  superior  loss  prevention 
program." 

Allstate  notes  that  while  the 
large  business  category 


comprises  less  than  \  L7<  of  the 
total  number  of  firms,  it 
commands  a  potential  587r  of  thi 
premium.  More  than  one-third  c 
this  potential,  however,  is  self- 
insured  or  covered  by  a  captive. 
But  it  is  still  possible  to  sell 
services  to  this  sub-segment. 
Specially  designed  programs, 
often  with  cash  flow  features,  an 
increasingly  popular. 

Business  comes  mainly 
through  national  brokerages  anc 
very  large  independent  agencies 
Allstate's  affiliated  Northbrook 
Property  &  Casualty  Company  i; 
the  principal  carrier  for  this 
market  segment. 

OTHER  MARKETS 

Allstate  sees  the  medium- 
size  business  market  as  one  with 
about  one  million  firms  and 
approximately  $23  billion  in 
premiums.  Northbrook  is  also 
the  carrier  in  this  sector,  with 
independent  agents  as 
distributors. 

Finally,  Allstate  serves  small 
business  firms  which  make  up 
three-fourths  of  all  commercial 
enterprise.  The  key  product  in 
this  market  is  the 
Businessowners  policy,  a 
comprehensive  coverage 
pioneered  by  Allstate.  The  majoi 
distributors  are  regular  Allstate 
agents  and  independent  agents. 

Skill  in  solving  client's  cash 
flow  problems  is  exemplified  by 
Marsh  &  McLennan  Risk 
Management  Services. 

A  mid-west  manufacturing 
concern  with  annual  sales  of 
some  $1.3  billion  had  grown 
remarkably  but  in  its  most  recen 
two  years  earnings  had  flattenec 
out.  The  problem  lay  in  the 
upspiral  of  charges  for  workers' 
compensation  and  liability 
coverage,  notably  products 
liability.  Premiums  rose  steadily 
for  ten  years  and  the  company 
found  itself  pre-funding  losses  j 


Understand  simplicity 
and  you  understand 
complexity. 


The  complexity  of  a  problem  can  conceal  the  simplicity 
of  its  solution.  That's  why  Johnson  &  Higgins  has 
developed  systems  that  can  break  complex  problems 
into  manageable  components.  With  analyses  coming 
from  many  angles,  we  can  uncover  links  to  concepts 
that  at  first  might  appear  irrelevant.  And  suddenly  the 
problem  isn't  a  problem  anymore.  That's  how  J&H 
created  First  Island  Reinsurance  Association. 

The  First  Island  Captive  Program:  J&l  I  reshaped  a 
basic  insurance  concept  to  resolve  problems  facing 
captive  insurance  companies,  e.g.,  spread  of  risk, 
limited  availability;  of  reinsurance,  the  'unrelated  risks" 
qualification,  and  shortage  of  underwriting  talent.  The 
pooling  of  disparate  risks  via  a  simple  association  of 
separate  captive  companies  achieved  the  desired  goals. 
For  information  on  group  funding  concepts,  write  or 
call  any,  J&H  office. 

Johnson  Higgins 

The  Private  Insurance  Broker. 
Thinking  in  a  different  dimension. 
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RISK  AND  INSURANCE  MANAGEMENT  SERVICES.  EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


Were  doing  what  has  to  be  done 

Auto 

Theft 

Every  29  seconds,  a  vehicle  is  stolen  somewhere  in  the  U.S. 
Cost  to  the  public:  $4  billion  a  year.  That's  why  Property-  I 
Casualty  insurance  companies  work  together  to  fight  this  crime. 


With  over  I7I40;000  vehicles  stolen  in 
the  U.S.  last  year;  auto  theft  is  not  just  a 
problem— it's  an  epidemic.  One  of  every  145 
registered  motor  vehicles  is  stolen,  and  fewer 
than  60  percent  of  them  are  recovered. 

Owners  of  stolen  vehicles  are  not  the 
only  victims.  Auto  theft  costs  the  American 
public  an  incredible  $4  billion  a  year.  And 
every  car  owner  and  taxpayer  helps  to  pay 
that  bill. 

Why  this  sudden  surge  in  auto  theft? 
Several  reasons.  For  one;  the  lure  of  a  fast  and 
easy  profit  has  attracted  organized  crime. 
Two  men  working  in  an  illegal  "chop  shop" 
can  disassemble  a  stolen  vehicle  in  forty 
minutes. 

The  component  parts  are  passed  along 
for  sale  at  almost  pure  profit.  The  endless 
supply  of —and  demand  tor— these  parts 
creates  a  black  market  bonanza. 


At  the  same  time  ,  the  ille 
gal  export  of  stolen  vehicles 
is  rising.  Experts  estimate 
that  as  many  as 
20,000  stolen  cars 
are  shipped  to  Mexico, 
alone,  every  year. 

Even  ordinary 
citizens  are  becom- 
ing involved.  Evi- 
dence mounts  that 
many  engage  in 
auto  theft  and  fraud 
schemes  as  a  way  of 
disposing  of  expensive 
'gas  guzzlers." 

Action  Needed...  and  Provided 

Clearly,  something  has  to  be  done. 
And.  thanks  to  the  combined  efforts  of 
the  law  enforcement,  legal,  and  insurance 


communities,  something  is  being  done. 
Prominent  in  the  fight  is  the  National 
Automobile  Theft  Bureau, 
a  non-profit  organization 
funded  by  over  500  property- 
casualty  insurance  compa- 
nies. The  NATB  combats 
auto  theft  through  a  wide 
range  of  educational, 
investigative,  informa- 
tional, and  promo- 
tional services. 

Last  year, 
the  NATB 
trained  some 


law  enforcement  officers  in  investigative  tech- 
niques. It  maintains  an  extensive  computer- 
ized system  of  vehicle  identification  numbers 
and  salvage  records.  And  NATB  agents  help 
municipal,  county,  state,  and  federal  authori- 
ties investigate  and  prosecute  auto  theft 
and  fraud. 

Success  Stories 

The  National  Automobile  Theft  Bureau  s 
achievements  have  spanned  the  nation: 

In  New  York,  the  NATB  recently  joined 
with  U.S.  customs  officials  and  the  FBI  in  iden- 
tifying automobiles  awaiting  export  to  Kuwait. 
Over  IOO  stolen  vehicles  were  recovered  on  a 
single  dock. 

•  In  Missouri,  the  NATB  helped  sponsor  a 
vehicle -marking,  anti-theft  program  which 
combined  the  efforts  of  the  Attorney  Gen- 
eral, the  Police  Chiefs  Association,  the 
Highway  Patrol,  120  police  departments, 
and  a  cooperative  public. 

In  Los  Angeles,  NATB  officials  joined 
local  law  enforcement  agencies  during 
a  three-month  investigation,  which  re- 
sulted in  the  break-up  of  a  major  auto 
theft  ring.  Seven  suspects  were  arrested 
and  more  than  $700,000  worth,  of  stolen 
vehicles  were  recovered. 

Such  success  stories  are  encouraging— 
and  increasing.  They  show  that  the  co- 
operative efforts  of  car  owners  and 
manufacturers,  law  enforcement 
agencies,  legislators,  insurance 
companies,  and  the  public 
can  be  effective  in  reduc- 
ing losses  and  in  helping 
to  slow  the  rise  in  the  cost 
of  insurance. 

And  that's  an  objec- 
tive we  all  share. 


We're  working  to  keep  insurance  affordable. 

fhis  message  presented  by  the  American  Insurance  Association,  85  John  Street,  NY,  NY  10038 


YOU  CANT  STAY  UNDER 
THE  CRITICAL  EYE 
OP  THE  MUSEUM  OP 
MODERN  ART 
POR  26  YEARS 
UNLESS  YOU'RE  VERY 


When  you  re  the  insurance 
company  for  a  museum  with  as 
much  genius  as  The  Museum 
of  Modern  Art,  you'd  better  be 
prepared  to  exhibit  a  little 
brilliance. 

Because  they're  the  kind  of 
people  whose  everyday  work  is 
about  art  that  will  live  forever. 

At  Connecticut  General,  we  like 
to  make  our  client  relationships  last 
just  as  long. 

We  believe  that  the  longer  you 
keep  a  client,  the  stronger  and  more 
profitable  the  relationship  is  for 
everyone.  So  we  always  consider 


whats  best  over  time,  not  what's 
best  just  for  today 

In  1955^  the  Museum  started 
insuring  only  their  international 
exhibitions  with  CG/Aetna. 

By  1981,  CG/Aetna  insured 
every  single  piece  of  art  owned  by 
the  Museum  as  well  as  all  the  art 
borrowed  for  special  exhibitions. 

In  fact,  during  that  26  year 


relationship  CG/Aetna  was 
instrumental  in  streamlining  the 
insurance  plan  for  the  Museum. 
They  simplified  the  reporting  of 
values,  provided  large  transporta- 
tion limits  and  created  insurance 
that  responds  to  escalating  prices 
automatically  So  its  no  wonder 
that  this  plan  has  become  the 
prototype  for  other  museums 
around  the  country 

Thats  why  Connecticut  General 
has  kept  over  25,000  clients  like 
The  Museum  of  Modern  Art  for 
over  25  years. 

That's  no  accident.That's  talent. 


CONNECTICUT  GENERAL 
WE  KEEP  SOME  PRETTY  TOUGH  CUSTOMERS  HAPPY. 

Group  Insurance  and  Pension  •  Individual  Insurance  •  Property  Casualty  (CG/Aetna)  *  Investments 

Connecticut  General  Corporaoon,  Hartford.  Connecticut  06152 


Coverage  growth  and  improvement. 


INNOVATIONS 


Is  the  insurance  industry  innovative?  Some 
critics  think  not  but  even  a  cursory  review  of  the 
record  seems  to  contradict  them. 

Always  in  the  forefront  of  global  innovators  is 
American  International  Group  —  a  worldwide 
marketing  leader  with  offices  in  130  countries.  A 
pioneer  in  Kidnap  &  Ransom  coverage,  the  firm 
promptly  added  a  Government  Detention 
provision  when  Iran  seized  U.S.  Hostages.  The 
extension  covers  insureds  for  wide  ranging  losses 
and  costs  incurred  during  negotiations  for  release 
of  those  detained  by  foreign  governments. 

American  International  Underwriters,  an  AIG 
member  firm,  has  relieved  U.S.  exporters  of  the 
need  for  personal  handling  of  investigation, 
defense  and  settlement  of  overseas  product 
liability  suits.  AIU's  Ocean  Cargo/Foreign  Products 
liability  program  not  only  covers  cargo  in  transit 
but  protects  the  exporter  if  his  product  causes 
damage  or  injury  in  a  foreign  country. 

Another  AIG  company,  National  Union,  has 
maintained  a  Financial  Services  Division  since 
1974.  One  of  its  specialties  is  Directors'  &  Officers' 
Liability.  A  global  version  of  the  policy  provides 
local  counsel  in  foreign  lands,  and  claims  are  paid 
in  local  currency. 

National  Union  developed  Pension  Trust 
Liability  in  response  to  enactment  of  the  Employee 
Retirement  Income  Security  Act  of  1974.  Here 
again,  there  is  a  global  form  to  insure  non-U. S. 
employee  benefit  plans  of  U.S.  corporations.  This 
feature  is  exclusive  with  the  AIG  organization. 

Still  another  specialty  is  Outside  Directorship 
Liabilitv.  It  covers  directors  and  officers  of  a 
sponsor  corporation  while  serving  on  the  boards 
of  outside  companies  at  the  request  of  the  sponsor. 

Through  another  division  —  Special  Programs 
—  National  Union  markets  a  seemingly  endless  list 
of  professional  liability  plans  for  individuals.  The 
company  also  writes  coverage  of  the  same  type  on 
associations  of  professional  practitioners  through  a 
separate  division.  Almost  any  professional  likely  to 
be  sued  can  probably  find  in  the  AIG  inventory  a 
coverage  to  shield  his  interests. 

St.  Paul  Fire  &  Marine's  new-product 
department  dates  back  only  to  1969. 

But  among  examples  of  early  responses  to 
market  needs  are:  indemnification  for  electronic 
data  processors  in  1948  and  for  nuclear  reactors  in 


1956.  just  last  year,  the  company  developed 
specialty  coverage  for  solar  energy  systems. 

Reflecting  society's  evolving  emphasis  on 
"entitlement,"  many  new  products  cover  liability 
—  on  boards  of  education  and  on  employee 
benefits,  among  others.  Packaged  policies  matched 
to  specific  customer  needs  are  best  sellers  in 
today's  market. 

Thanks  to  the  ingenuity  of  Alexander  & 
Alexander,  international  brokers,  the  Los  Angeles 
Dodgers  have  a  good  idea  of  the  cost  of  potential 
injuries  to  their  star  players.  Using  the  Dodgers' 
historical  loss  experience,  A&A  projected  workers' 
compensation  costs  for  the  next  five  years. 

This  showed  how  the  self-insurance  program 
A&A  designed  for  the  Dodgers  would  work  in 
response  to  losses.  The  study  also  provided  a  cash 
flow  analysis  which  revealed  to  the  ballclub's 
management  the  interest  it  could  earn  on  allocated 
self-insurance  funds  before  they  are  needed  to  pay 
for  future  injuries. 

A&A,  acknowledged  leader  in  integrated 
computer  service  facilities,  handles  self-insurance 
plans  through  its  subsidiary,  Alexis,  which 
provides  feasibility  and  funding  studies, 
investigates  and  pays  claims,  and  advises  on  ways 
to  reduce  losses. 

Corroon  &  Black,  a  leading  U.S.  brokerage, 
joined  with  one  of  Lloyd's  top  brokers,  J.H.Minet,in 
an  operation  devoted  entirely  to  the  space  industry. 

INSPACE's  initial  experience  was  with  Early 
Bird  in  1965.  By  1981,  the  firm  had  been  involved  in 
protecting  some  30  satellites.  Included  in 
coverages  offered  are  property,  business 
interruption  and  liability  protection. 

Dropping  from  the  stratosphere  to  below 
ground  level,  Corroon  &  Black  of  Pennsylvania 
teamed  with  Insurance  Company  of  North 
America  Special  Risk  Facilities  to  provide  insurance 
for  investors  in  geothermal  energy  exploration 
projects.  Earth-generated  energy  can  be  used  by 
utilities  to  power  electric  turbines,  and  for  other 
purposes  in  varied  fields.  With  assurance  of 
indemnity  for  loss,  those  probing  for  cheaper 
energy  are  encouraged  to  carry  on. 

A  policy  covering  interests  that  soar  higher 
than  satellites  is  sold  by  Atlantic  Mutual  Insurance 
Company  to  protect  priests,  ministers  and  rabbis 
against  personal  malpractice  charges.  (Continued) 


With  more  of  their  total  assets  over- 
seas,  multinational  corporations  are  in- 
creasingly aware  of  the  advantages  of 
global  risk  management* 

INA  explains  how  a  unified  strategy 
helps  cope  with  local  complexities -and 
why  it  may  also  improve  corporate  return 
on  investment. 


For  many  multinational  com- 
panies, growth  in  the  past  decade 
has  been  greater  in  foreign  markets 
than  in  domestic  ones. 

Some  leading  U.S.  firms  now 
earn  more  than  half  their  revenues 
outside  the  country.  In  total  they 
have  an  estimated  $200  billion  in 
overseas  eq  u  i  ty,  and  may  con  t  rol  for- 
eign assets  of  nearly  half  a  trillion. 

With  more  than  150  nations 
worldwide,  the  risk  manager  is 
faced  with  a  bewildering  variety  of 
languages,  laws  and  fiscal  policies. 
Insurance  overseas  is  a  tangle  of 
varying  practices  that  differ  sharp- 
ly from  the  domestic.  Policies,  for 


one,  are  written  in  many  lan- 
guages. They  may  be  based  on  for- 
eign insurance  standards  that  are 
quite  different  from  those  used  at 
home.  Many  nations,  in  addition, 
require  all  insurance  be  placed  with 
designated  local  insurers,  some  of 
them  government  sponsored. 

To  cope,  the  corporate  manager 
needs  specialized  and  up-to-date 
information. 

Reconciling  conflicting  needs 

Understandably,  but  at  the 
risk  of  conflict  with  overall  busi- 
ness objectives,  some  corporations 
simply  leave  selection  and  pur- 


chase or  overseas  insurance  to  their 
foreign  subsidiaries.  However,  the 
overseas  manager,  charged  with 
producing  a  profit,  may  cut  cor- 
ners on  insurance,  considering  it  a 
low  priority.  This  can  negate  the 
corporate  risk  manager's  first  pri- 
ority-adequate protection  of  over- 
seas assets,  often  the  company's 
most  profitable. 

Nor  are  exposures  limited  to 
individual  sites.  Should  a  serious 
loss  cripple  one  plant,  other  facili- 
ties, dependent  on  it  for  compo- 
nents or  supplies,  may  experience 
severe  dislocation  of  their  own  pro- 
duction schedules. 

A  company,  for  instance, 
might  make  printed  circuits  in  Tai- 
wan. If  that  plant  is  destroyed  by 
fire,  assembly  centers  as  far  away  as 
Mexico  or  Brazil  could  be  idle  for 
months.  The  financial  conse- 
quences thus  affect  much  more 
than  the  single  damaged  factory- 
and  could  seriously  reduce  corpo- 
rate profits  unless  covered  by 
insurance. 

Broad  contingent  business  in- 
terruption coverage  can  protect  the 


Worldwide  Assets 


company  against  the  "ripple  effect" 
produced  by  loss  of  a  plant  any- 
where in  the  world. 

The  familiar  "difference  in 
conditions"  master  policy  can  be 
the  nucleus  of  a  solution.  These 
policies,  written  over  often  inade- 
quate local  ones,  can  bring  all  the 
corporation's  insurance-domestic 
and  foreign-up  to  standards  set  by 
the  corporate  risk  manager. 

Proper  coordinating  and  su- 
pervising of  local  and  master  poli- 
cies can  produce  significant 
efficiencies  in  the  cost  of  asset  pro- 
tection and  thus  improve  return  on 
investment. 

Sidestepping  tax  traps 

The  global  insurer  may  recom- 
mend a  corporation  have  its  sub- 
sidiaries buy  most  of  their 
insurance  locally  while  maintain- 
ing a  global  master  policy.  There 
are  two  good  reasons  for  this.  Pre- 
miums paid  by  foreign  subsidiaries 
are  tax  deductible  for  the  parent. 
And  compensation  for  overseas 
losses,  if  paid  to  the  subsidiary, 
will  not  be  taxed  as  ordinary  in- 
come to  the  parent.  The  cost  of  the 

 ■ 

Tings  for  the  stricken 

A  major  concern  for  multina- 
snals  with  remote  foreign  opera- 
3ns  is  providing  swift  medical  help 

Services  are  available  which 
ovide  access  to  qualified,  multi- 
igual  local  physicians.  If  none  are 
ailable  the  injured  person  will  be 
)wn  to  a  nearby  hospital-or  if  it's 
■cessary,  back  to  a  treatment  center 
the  States.  If  the  evacuation  is  a 
mplicated  one,  a  doctor  will  be 
ought  to  the  patient  and  may  even 
company  the  patient  home. 


master  policy,  in  addition,  may  be 
allocated  to  the  subsidiaries. 

Tax  considerations  of  this  kind, 
however,  are  complex.  An  under- 
writer with  wide  local  knowledge- 
and  a  thorough  understanding  of 
the  corporation's  own  broad  cover- 
ages-is essential. 

Help  from  a  captive 

Another  way  a  company  can 
facilitate  centralized  control  of 
risks  abroad  is  through  a  captive 
insurer,  owned  by  the  parent 
organization. 

Where  foreign  governments 
dictate  premium  rates  and  the 
choice  of  local  insurers,  relief  from 
excessive  charges  may  be  obtained 
when  the  local  insurer  reinsures 
most  of  the  business  with  the  cap- 
tive. In  this  way,  a  large  part  of  the 
premium  is  returned  to  the  com- 
pany's control,  thus  becoming 
available  to  generate  income.  Also, 
the  full  amount  of  the  premium  as 
originally  paid  may  be  deductible 
as  an  expense  of  the  overseas  unit. 
Such  use  of  a  captive  insurance  sub- 
sidiary increases  return  on  invest- 
ment for  many  multinationals. 


As  a  major  insurer  of  interna- 
tional business,  Insurance  Com- 
pany of  North  America  and  INA 
International  have  the  breadth  and 
experience  to  assist  multinational 
corporations  with  all  aspects  of  for- 
eign and  domestic  insurance.  INA 
International  maintains  claim,  loss 
control  and  other  specialized  insur- 
ance facilities  in  virtually  every 
country  in  the  world. 

Recognizing  and  meeting 
complex  and  evolving  needs,  such 
as  those  of  multinationals  for  uni- 
form asset  protection,  typifies 
INA's  comprehensive  approach  to 
increasingly  sophisticated  insur- 
ance and  risk  management 
problems. 

Comprehensive  services 

The  Insurance  Company  of 
North  America  was  founded  in 
1792  in  Independence  Hall,  Phila- 
delphia. Today,  it  is  the  largest 
component  of  INA  Corporation's 
international  network  of  insur- 
ance, financial,  and  health  care  in- 
terests. In  property  and  casualty 
insurance  and  risk  management 
services,  life  and  group  insurance, 
health  care  and  financial  services, 
INA  and  its  affiliated  companies 
offer  a  unique  combination  of 
products  and  services  to  business 
and  industry  around  the  world. 

For  an  informative  booklet  on 
global  risk  management  strate- 
gies, write  INA,  Dept.  R,  1606 
Arch  St.,  Philadelphia,  Pa.  19101. 


The  Professionals 


The  "knowledgeable" 
small  agent  fits  in. 


INNOVATIONS  (Continued) 
A  Los  Angeles  minister  and  his  staff  were 
taken  to  court  after  counseling  a  church  member,  a 
distressed  young  man  who  subsequently 
committed  suicide.  His  parents  charged  that  the 
church's  "interference"  had  dissuaded  their  son 
from  seeking  professional  help. 


Some  1,700  congregations  of  the  Lutheran 
Church  in  America  and  5,700  similiar  units  of  the 
United  Methodist  Church  have  bought 
group  liability  plans  from  Atlantic  Mutual.  The 
company  furnishes  a  rider  that  safeguards 
clergymen  up  to  a  limit  of  5300,000  for  damage 
judgments.  It  also  pavs  for  legal  charges. 


through  its  incurred-loss 
retrospective! v-rated  insurance 
program.  The  standard  premium 
was  nearing  S7  million  and  a  way 
to  reduce  that  figure  had  to  be 
found. 

M  &  M  SOLUTION 

M&M's  Risk  Managemennt 
Service  reviewed  the  loss  history 
and  found  that  workers' 
compensation  losses  were  highly 
predictable  within  the  primary 
5500,000  layer  of  risk.  These 
liabilities  were  discharged  consis- 
tently over  seven  vears  (307 , 
287c,' 177 ,  117 ,  77,  47,  and  37c) 

The  probers  also  learned 
there  was  a  five  year  discovery 
period  during  which  product 
liability  claims  for  a  particular 
policy  vear  were  reported.  Losses 
were  less  predictable  but  were 
also  characterized  by  a  lengthy 
payout  pattern. 

The  M&M  subsidiary 
tailored  a  new  retrospectively 
rated  program  providing  that  the 
client  would  pay  the  insurer 
during  the  policy  vear  407  of  the 
standard  premium,  accompanied 
by  a  promissory  note  for  the 
balance.  This  was  to  be  paid  over 
six  vears  in  a  pattern  that  closely 
paralleled  the  manufacturer's 
own  historical  payout. 

This  arrangement 
significantly  improved  cash  flow 
related  to  the  insurance  program 
and  reduced  the  effective  cost  by 
207-  on  a  net  present  value  basis. 

j.E.  Luecke,  chief  executive 
officer  of  Kemper  Group,  reports 


that  his  specialists  consult  with 
risk  managers  and  producers  in 
devising  individualized  programs 
for  large  commercial  insureds. 

The  group's  ability  to 
respond  to  needs  is  illustrated  by 
the  case  of  X  Corporation.  This 
organization  has  a  large  number 
of  low-valued  locations  as  well  as 
high  value  manufacturing  and 
warehouse  sites.  In  the  liability 
lines,  the  firm  was  subject  to 
high-frequency,  low  dollar, 
quick-pavout  claims. 

"We  recommended  that  both 
the  liability  and  property 
coverages  be  written  with  a 
deductible  at  the  level  of 
predictable  loss,  Luecke  notes. 
"A  combined  line  stop-loss  was 
set  for  the  deductibles.  A  layer 
above  these  deductibles  was 
combined  with  workers' 
compensation  in  a  loss  sensitive 
plan.  The  top  layer  was  covered 
by  pure  insurance.  Claim  and 
safety  services  were  'unbundled' 
and  the  costs  quoted  by  NATLSCO 
(National  Loss  Control  Service 
Corporation),  a  Kemper  firm." 

X  Corporation  did  not  wish 
to  use  premium  deferral  notes, 
Mr.  Luecke  explains,  because  that 
would  have  required  annual 
report  footnotes  and  possible 
impairment  of  lines  of  credit. 

"To  solve  that  problem,  we 
arranged  that  the  firm  would 
make  deposits  in  the  Kemper 
Money  Market  Fund;'  Luecke  said. 

The  "knowledgeable"  local 
independent  agent  can  help 
business  firms  protect  their 


assets  through  programs  using 
the  most  modern  techniques.  In 
expressing  that  view,  John  J.  Faley 
Jr.  of  Yonkers,  N.Y.,  stressed  that 
he  had  in  mind  only  those  agents 
who  have  retooled  their 
operations  in  order  to  go  after 
this  market. 

Falev  who  is  president  of  the 
Independent  Insurance  Agents 
Association  of  New  York,  notes 
that  he  and  his  fellow  producers 
have  certain  advantages  in 
competing  with  big  brokers, 
especially  on  accounts  of  a  certain 
size  that  an  agency  is  geared  to 
serve. 

He  points  out  that  the 
quality  agent  represents  several 
insurers  and  has  cultivated  the 
experts  in  different  sectors  of  his 
companies.  The  depth  of 
professionalism  is  impressive 
and  it  is  all  at  the  agent's 
disposal. 

TRAVELERS  EMPHASIZES 
PREVENTION 

His  observations  parallel 
those  of  Edward  H.  Budd, 
president  and  chief  executive  of 
the  Travelers.  The  first  step  in 
arranging  coverage,  he  explains, 
involves  the  risk  manager  or  a 
firm's  financial  officer  and  the 
independent  agent.  The  latter 
makes  an  initial  evaluation  of  the 
customer's  needs  and 
recommends  one  of  the  insurers 
he  represents. 

The  field  management  at  the 
company  designated  by  the 
agent  coordinates  the  efforts  of 


Y>u  get  more  than 
protection  from  an 
independent  insurance 


"I  have  a  choice 

of  policies  for  you"       "I  can  personally 

help  you  with  a  claim.' 


agent, 


'I  can  tailor  coverage 
specifically  for  you." 


"  I  can  show  you  how 
to  cut  losses!' 


An  independent  agent  doesn't  work  for  just  one  insurance  company.  He  represents 
many  companies.  He's  free  to  select  those  policies  and  programs  that  best  suit  your 
special  needs.  He  also  can  customize  your  coverage,  so  you  don't  buy  more  protection 
than  you  should. 

An  independent  agent  can  show  you  how  to  spot  hazards  and  cut  losses... 
even  arrange  a  tailored  premium  financing  plan.  And  he  will  help  you  when  you 
have  a  claim. 

For  objective,  professional  insurance  advice,  see  your  independent  agent.  We're 
glad  to  recommend  him,  even  though  he  may  not  always  recommend  us. 


Industrial  Indemnity 

a  Crum  and  Forster  organization 

Home  Office:  San  Francisco,  California  94120 


Don't  miss  the  live  telecast  of  the  Heisman  Trophy  Award,  Saturday,  December  5.  Brought  to  you  by 
Crum  and  Forster  on  behalf  of  independent  insurance  agents  everywhere.  Check  your  local  TV  listing  for  time  and  station. 


We  wouldn't  have 

cancelled  his 
flood  insurance. 


Disasters  sometimes  run  in  pairs. 

Because  after  the  victims  lose  their  property,  they've  been  known 
to  lose  their  insurance.  All  because  their  insurance  company  decided 
that  type  of  business  was  too  risky  to  write. 

We  don't  think  that's  playing  fair. 

At  AIG,  we  believe  stability  is  important. 

If  this  sounds  too  good  to  be  true,  look  where  it's  gotten  us. 

We've  grown  into  a  multi-billion-dollar  corporation  with  more 
people  in  more  offices  in  more  countries  writing  more  kinds  of  com- 
mercial insurance  than  any  other  American  insurance  organization. 

All  by  filling  our  clients'  needs. 

And  not  leaving  them  high  and  dry. 

The  AIG  Companies. 

Let  us  take  the  risks. 


©  1980  American  International  Group  For  more  information,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York.  N  Y.  10270. 


Caution  prescribed 
for  Self-insurers. 


its  commercial  specialists.  They 
evaluate  a  client  company's 
working  conditions,  review  its 
loss  record,  loss  control  plan, 
analyze  protection  requirements, 
prescribe  coverage  and  arrange 
to  follow  through  with  ongoing 
service  during  the  life  of  the 
policies. 

Budd  emphasizes  that 
preventive  efforts  take 
precedence  in  commercial 
underwriting.  This  is  not 
surprising  in  view  of  the  massive 
exposure  presented  by  even  a 
single  major  client  company.  And 
there,  teamwork  again  is 
indispensable.  To  assume  risks  of 
such  magnitude,  the  insurer 
relies  on  information  developed 
by  the  customer's  specialists, 
bolstered  by  the  technical 
expertise  of  its  own  staff.  To 
maintain  top  level  service,  the 
company  counts  on  increasing 
participation  by  the  independent 
agent. 

In  that  regard,  agents  can 
step  up  their  efficiency  and 
speed  in  performance  through 
interACS,  a  data  processing 
system  that  links  them  to  the 
Travelers  central  computer  in 
Hartford.  Many  company 
functions,  such  as  processing 
quotations  and  issuing  policies, 
can  now  be  handled  bv  agents 
through  interACS.  Data 
processing  to  boost  productivity 
is  an  example  of  the  ongoing 
improvement  in  the  tools 
available  to  the  agent-company 
team  serving  commercial 
customers. 

SELF  INSURERS  WARNED 

The  key  factor  in  modern 
risk  management  programs  is 
self-insurance,  ranging  from  its 
simpler  forms  to  the  most 
sophisticated,  the  captive  insurer. 

[f  they  are  not  professionally 
guided  and  advised, 
organizations  choosing  to  self- 


insure  could  be  in  danger  of 
adding  a  new  hazard  to  their 
operations. 

For  example,  two  Fireman's 
Fund  executives  have  warned 
that  self-insuring  corporations 
that  may  sustain  major  liability 
and  workers'  compensation 
claims  frequentlv  under-reserve 
for  losses. 

"These  are  'long-tail'  risks 
and  vou  don't  identify  the  true 
losses  until  several  years 
thereafter;'  observes  Creighton 
White,  Fireman's  Fund  senior 
vice  president  for  national 
accounts. 

Stuart  Lerwick,  associate 
actuary,  reports  that  a  company 
study  shows  that  a  corporation 
will  be  aware  of  only  307-  of  its 
losses  by  the  end  of  the  first  year. 
It  learns  about  an  additional  257 
in  the  second  year,  another  20% 
in  the  third,  157c  more  in  the 
fourth,  and  the  final  10%  of  total 
liability  in  the  fifth  year  and  after. 

If  in  the  first  year  a 
corporation  is  only  looking  at 
307c  of  its  ultimate  loss,  that  firm 
could  be  in  danger  of  overstating 
earnings,  Lerwick  notes.  He 
concedes  that  over  a  five  year 
period,  "it  may  all  end  up  even." 
But  in  the  meantime,  a 
corporation  could  be  overpaying 
dividends,  overstating  profits 
and  overpaying  taxes. 
Furthermore,  failure  to  have  a  fix 
on  these  liabilities  could  have  an 
impact  on  profitability  and  thus 
trigger  a  lawsuit  by  shareholders 
for  managerial  malfeasance. 

White  adds  that  the  real 
problem  is  in  connection  with 
cash  flow.  Companies  may  be 
making  wrong  decisions  on 
expansions,  acquisitions, 
divestitures  or,  even  more 
important,  thev  may  be 
mispricing  their  product. 

A  company  self-insuring 
part  or  all  of  its  liability  and 
workers'  compensation  coverage 


can  sidestep  pitfalls,  White 
advises,  by  an  actuarial  statistical 
analysis  of  developing  patterns  d 
loss  in  the  company  and  in  its 
industry.  With  a  scenario  of  how 
losses  develop  over  a  six-month 
period,  a  risk  manager  can  team 
with  his  comptroller  to  chart 
reserves  accurately  instead  of 
relying  on  chance. 

CAPTIVES:  PRO  AND  CO> 

Captive  insurers  are  a 
favorite  topic  of  discussion  and 
debate.  The  parents  boast  that 
these  companies  make  it  possibl 
to  write  broader  and  more 
economical  coverage;  improve 
cash  flow;  obtain  freedom  from 
regulation  and  tax  benefits  if 
located  in  one  of  the  "havens" 
(Bermuda,  Bahamas,  Cayman 
Islands,  etc.);  use  funds 
advantageously  in  international 
dealings;  and  even  turn  into  a 
profit-center  by  insuring  outside 
interests. 

Andrew  Barile,  chairman  of 
Andrew  Edwards  &  Company, 
New  York  reinsurance 
intermediaries  and  consultants, 
adds  a  signficant  point:  The  risk 
manager  who  usually  runs  the 
captive  for  the  parent  firm  has 
control  over  the  entire  cost  of 
insurance.  In  the  traditional 
procedure,  the  parent  procured 
its  coverage  from  an  agent  or 
broker  who  placed  it  with  an 
insurance  company.  That 
company  then  reinsured  part  of 
the  business.  The  risk  manager 
did  not  know  the  amount  or  the 
cost  of  the  reinsurance  being 
bought.  But  managing  a  captive 
he  decides  on  how  much 
business  to  retain  and  how  muc 
to  reinsure. 

When  the  captive  branches 
out  into  writing  outside  busines 
the  risk  manager  becomes  a 
regular  negotiator  in  the 
reinsurance  market  — a 
significant  development. 
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We'll  let  your 
insurance  agent  or  broker  tell  you, 
in  his  own  words, 
why  we're  different. 


CHUBB 


Group  of  Insurance  Companies 

ioo  William  Street,  New  York,  N.Y.  10038 


Chubb  is  proud  to  play  a  part  in  bringing  you  The  Dick  Cavett  Show.  Watch  for  it  on  your  local  PBS  station 


Captives  provoke  dissenting  views 


LAWSUITS  AND  BUSINESS 


Litigation  soars,  and 
neither  the  legislatures,  the 
courts,  nor  the  people  seem 
likely  to  change  its  flight. 
Instead  of  adherence  to  the 
rules,  we  merely  balance 
conduct  against  risk,  which 
means  that  rules  are  out  and 
standards  are  in.  Society 
seems  to  demand  total 
redress  for  wrongs,  will  not 
permit  any  injury  without 
recompense.  Who  cares 
about  the  "wrongdoer?"  The 
harm's  the  thing  wherein  you 
catch  the  conscience  of  the 
king,  which  is  the  public. 

The  trial  lawyers  have 
not  caused  soaring  litigation. 
They  have  merely  urged  it. 
As  the  Reagan 

Administration  tends  toward 
lessening  of  regulation,  a 
California  trial-lawyer  group 
proposes  that  the  public 
control  wrongdoers  another 
way:  "Sue  'em!"  Why  not? 
Litigation  is  the  American 
way  of  life.  Life  is  more 
complicated.  More  people 
are  exposed  to  injury  —  tort 
and  contract.  Doctors  have 
more  diseases  to  reduce. 
Science  offers  more  refined 
forms  of  energy,  more  usable 
mixes  of  chemicals. 

Why  not  sue?  Millions  of 
dollars  await  lucky  duelists. 
The  awards  are  in  all  the 
papers,  and  the  trial  lawyers 
urge  the  publicity.  Every 
reader  is  a  potential  plaintiff 
and  a  potential  juror. 

It  seldom  seems  to  enter 
the  heads  of  the  jurors  that 
the  money  thev  are 
spreading  around  is  in  the 
long  run  their  own  —  is 
everyone's  through  higher 


prices  for  goods  and  services 
—  with  a  healthy  slice  of  each 
pie  going  to  the  trial  lawyers. 

The  world  of  business 
suffers  most,  if  only  in  the 
sense  that  the  public 
believes,  and  the  trial  lawyers 
assume,  that  remedies  to  be 
found  within  business  are 
richer  and  less  burdensome. 
The  "deep  pocket"  approach 
seems  to  meet  the  public's 
newly  claimed  "right  of 
entitlement."  And  the  courts 
seem  to  agree.  Product 
liability  is  no  longer  only  the 
consequence  of  an  incident 
involving  an  ancient  drill 
press.  It  has  grown  to 
embrace  alleged  harm  from 
DES,  agent  orange,  and 
asbestos.  The  evil  that 
chemicals  do  lives  after  them, 
the  good  is  oft  interred  with 
their  consent  orders.  And  not 
only  are  these  former 
"wonder  products"  opening 
new  areas  for  tort,  the  courts 
as  they  judge  them  are 
opening  ever  new  and  novel 
arguments  for  vast  recovery. 

What  to  do?  No  one 
knows.  Shifting  the  system 
of  lawyers'  fees  shows  little 
promise.  It  may  rob  Peter, 
but  Paul  is  a  lawyer,  too. 
What  some  call  "reforms" 
may  really  be  mere  chipping 
away  at  the  size  of 
judgments.  In  the  end, 
perhaps  only  the  public  has 
the  ability  to  control  the 
soaring  of  litigation.  But  it  is 
the  public  that,  at  least  today, 
seems  to  like  the  lofty  view. 
T.  Lawrence  Jones 
President 

American  Insurance 
Association. 


B.P  Russell,  chairman  and 
chief  executive  of  Crum  & 
Forster,  does  not  regard  the 
current  trend  to  self-insurance 
and  captives  as  a  serious  threat  tc 
established  insurers. 

While  many  captives  will 
survive  for  years  and  some  will 
become  regular  insurance 
companies,  25%  to  35%  will  be 
out  of  existence  for  one  reason  or 
another  within  the  next  three  to 
five  years,  Russell  believes. 

He  observes  that  "some 
captives  are  flat  busted  right  now) 
and  either  don't  know  it  or  won't) 
admit  it.  These  are  mainly  the 
ones  writing  business  for  others 
than  their  parent  — from  the 
fringe  markets  of  the  world." 

Russell  predicts  that  the 
parents  of  some  captives  will 
realize  that  thev  "have  gone  into 
a  separate  business  that  thev 
know  nothing  about  and  can't 
make  money  in." 

Conventional  insurance  is 
too  good  a  buy  for  anv  firm  to 
resort  to  captives  or  self- 
insurance— except  for  a  handful 
of  cases,  Russell  contends. 

Richard  J.  Rice,  vice 
president  of  risk  management 
services  for  Johnson  &  Higgins, 
international  brokers,  notes  that 
captives  tend  to  blur  distinctions 
among  the  four  parties  to  a 
commerical  insurance  transaction 
the  risk  manager,  the  broker, 
the  insurer,  and  the  reinsurer. 

The  broker  has  learned  how 
to  wholesale  the  management  ofl 
captive  companies  and  how  to 
leverage  the  reinsurance  market 
against  the  primary  interest. 

The  primary  underwriters 
have  also  mastered  wholesaling 
of  captive  management, 
unbundling  and  the  separate  sal 
of  non-risk  bearing  services. 

Reinsurers  have,  in  a  sense, 
become  primary  writers  by 
reaching  out  for  the  risk  manage! 
through  his  captive. 


Over  350,000  policyowners 

are  learning  that  Great  Southern  has 

the  insurance  buy  of  a  Lifetime. 


\g0 


Four  of  them  might  know 
the  company  behind  it...NLT. 


NLT  Corporation.  We're  insurance, 
broadcasting,  entertainment,  real  estate  develop- 
ment, data  processing,  lodging,  and  more. 

Great  Southern  Life  Insurance  Company  of  Houston  is 
part  of  it.  Great  Southern  just  introduced  one  of  the  most 
exciting  life  insurance  programs  the  industry  has  ever  seen. . . 
Lifetime  Life.  Lifetime  Life  offers  Great  Southern's  clients 
total  flexibility  in  deciding  on  variable  amounts  of  coverage, 
cash  withdrawals,  skipping  premium  payments  while  earning 
interest  on  policy  funds  at  current  market  rates— and  lots 
more.  And,  it's  typical  of  the  kinds  of  innovations  consumers  ..  . 

are  coming  to  expect  from  members  of  our  family.  f  ^ 

Great  Southern  is  an  important  and  exciting  part  of  NLT.  TWIT  ^  I  ^ 

A  corporation  made  up  of  interesting  people  doing  interesting  l^kl  I 

things.  And  always  doing  them  a  little  better  than  they're  A  ^  ■  Mm 

expected  to.  y  j 

You  never  heard  of  NLT?  Well . . .  keep  listening. 

 .   More  than  you'd  expect 


I  :  !  


CNA  believes  working  with  agents  is  one  of 
the  most  effective  ways  we  help  keep  insurance  affordable. 


"CNA's  people  don't  say  no 
to  new  life  insurance  ideas  just  because 

thev  haven't  tried  them  before.  I  believe  CNA 

has  the  best  life  products  in  the  country.  Still,  I  have  to  find  ways 
to  make  those  products  fit  the  different  business  and  personal  needs 
of  each  of  my  clients.  That's  why  CNA's  people  are  so  important. 
They're  always  willing  to  look  at  the  total  picture.  And,  they  bend 
over  backwards  to  help  me  put  together  the  right  solution  /' 


INSURANCE  FROM 

CNA 

Judge  us  by  the  agents  who  represent  us 

CNA  Insurance  Companies/CNA  Plaza/Chicago  Illinois  60685 


Thus,  no  terrain  is  safe  from 
iompetitors.  The  decision  on 
/vhose  performance  is  best  will 
ultimately  be  made  by  those  who 
oay  for  the  products  and  services 
offered,  Rice  concludes. 

Another  interesting 
perspective  on  captives  comes 
rom  John  J.  Mackowski,  president 
)f  The  Atlantic  Companies: 


Present  pattern  has  precedent. 


"Captives  have  been  the 
coming  thing.  But  when  one 
thinks  about  it,  what  is  the 
difference  between  today's 
association-formed  captive  and 
the  first  Atlantic  Company,  a 
stock  organization  formed  in  1829 
by  New  York  City  merchants 
who  needed  a  market  for  their 
cargo  and  hull  insurance? 


"They  not  only  got  their 
insurance  but  with  their  closely 
held  company  also  received 
average  annual  dividends  of  35% 
on  their  investment." 

Mackowski's  example  should 
appeal  to  today's  aspirants  for  cost 
savings  in  protection  programs. 

He  also  notes  that  in  the 
past,  captive-like  companies 


INTERNATIONAL 


A  growing  number  of  American  multinational 
corporations  are  enjoying  the  benefits  of  expand- 
ing insurance  markets  abroad.  In  the  competition 
among  leading  U.S.  insurers  for  worldwide  busi- 
ness, the  customer  will  be  the  winner.  The  innova- 
tions of  U.S.  insurers  and  their  ability  to  orches- 
trate overseas  facilities  have  won  them  a  primary 
international  position. 

A  relatively  new  strategy  —  the  Global 
Master  Program  — integrates  domestic  and  inter- 
national exposures  into  a  single  comprehen- 
sive plan.  This  approach  enjoys  high  priority  with 
leading  insurers,  including  AFIA,  America's  oldest 
foreign  underwriter.  Founded  in  1918  (and  known 
then  as  the  American  Foreign  Insurance  Associa- 
tion; and  jointly  owned  by  five  U.S.  insurers  — 
Aetna  Insurance  Company,  Hartford,  Home,  Fire- 
man's Fund  and  St.  Paul  — AFIA  markets  a  full  line 
of  property-casualty  insurance  and  reinsurance 
coverages  in  135  countries. 

AFIA  Vice  President  William  Crowley  notes 
that  the  global  approach  is  a  highly  attractive  op- 
tion for  multinational  corporations.  The  approach 
provides  a  uniform  program  of  insurance  covering 
all  locations  negotiated  and  agreed  to  here  in  the 
U.S.  by  the  risk  manager  or  corporate  financial  of- 
ficer in  conjunction  with  a  U.S.  broker  and  the 
insurance  carrier.  The  program  is  implemented 
with  locally  admitted  policies  issued  overseas 
through  AFIA  and  the  U.S.  portion  of  risk  handled 
by  one  of  AFIA's  member  companies. 

Under  this  controlled  master  plan,  the  U.S. 
businessman  can  include  special  deductibles  pro- 
grams to  lower  his  costs.  The  entire  premium  goes 
to  one  underwriter  but  the  payments  are  made  to 
the  insurer's  overseas  facilities  to  take  advantage  of 
local  tax  laws.  If  problems  arise  they  can  be 
resolved  in  the  U.S.  by  the  client  and  the  broker 


who  have  access  to  the  insurer  — right  up  to  the 
chief  executive. 

Mr.  Crowley  said  that  while  it  may  not  be  the 
most  effective  program  for  everyone,  it  has  the  ad- 
vantages of  assuring  consistency  of  coverage, 
elimination  of  gaps  in  coverage  between  the  do- 
mestic and  f  oreign  programs,  coordination  of  loss 
settlement  procedures  and  above  all,  improved 
cost  effectiveness. 

Vital  services  are  furnished  insureds  by  the 
foreign  branches  of  the  insurance  carrier  and  the 
overseas  counterparts  of  the  U.S.  broker  or  agent. 
One  notable  service  is  loss  prevention  which  the 
insurance  industry  provides  at  the  same  high  level 
that  prevails  in  the  U.S. 

Multinationals  with  captive  companies  can  ob- 
tain even  greater  benefits.  Indispensable  to  the 
captive  operation  abroad  is  the  foreign  branch  net- 
work of  the  insurer  that  writes  the  coverage  on  the 
parent  to  comply  with  local  laws  and  then  rein- 
sures the  captive.  A  key  factor  is  cash  flow  which 
depends  on  the  ability  of  the  insurance  company 
to  move  premium  dollars  as  speedily  as  possible, 
despite  exchange  control  regulations  and  reserve 
requirements  in  many  countries.  AFIA,  for  exam- 
ple, has  systems  and  procedures  in  place  to  move 
funds  immediately  after  they  are  in  the  hands  of  its 
foreign  branches. 

"You  don't  have  to  be  a  giant  multinational  to 
conduct  business  abroad,"  Mr.  Crowley  observes. 
"This  year  more  than  21,000  companies  with  fewer 
than  100  employees  will  export  goods  and  services. 
Obviously,  these  small  businesses  require  coverage 
for  themselves  and  their  employees.  It  will  be  a 
challenge,  but  through  strong  organizations,  inno- 
vation, and  new  approaches  such  as  global,  the 
American  market  will  continue  to  meet  all  the 
needs  for  industry  in  the  U.S.  and  abroad." 


The  Cincinnati  Insurance  Company, 
a  different  kind  of  insurance  company. 


It's  sometimes  easy  to  think  all 
insurance  companies  are  the  same. 
That  is,  until  you  really  take  a 
close,  hard  look.  We  know  there  is 
a  difference.  A  difference  in  the 
way  we  treat  our  policyholders,  the 
way  in  which  we  respond  to  your 
needs,  and  in  the  way  our  agents 
conduct  their  business  with  you.  At 
Cincinnati  Insurance,  we're 
committed  to  giving  you,  our 
policyholder,  the  things  you  want. 
We  think  that  makes  us  different. 


"There  really  is  a  difference  in 
insurance  companies, "  says  John 
Bradly,  Superintendent  of  Agents,  The 
Cincinnati  Insurance  Company. 


Facts,  not  platitudes 

When  you  say  you're  the  best,  most 
people  expect  you  to  back  that  up 
with  more  than  just  clever 
advertising  copy.  They  want  facts. 
Facts  like  these:  The  stringent 
Illinois  Insurance  Department  rated 
the  Cincinnati  Insurance  Company 
among  the  top  ten  companies 
licensed  in  that  state  for  its  record 


of  having  fewer  consumer 
complaints.  The  tough  Michigan 
Insurance  Department  placed 
Cincinnati  Insurance  Company 
above  comparison  with  other 
insurance  firms,  due  to  the  record 
of  only  one  consumer  complaint  in 
all  of  1979.  The  highly  advertised 
companies  you  read  about  every 
day  have,  on  average,  more  than 
five  times  the  number  of 
complaints  registered  against  them 
(per  thousand  dollars  of  coverage) 
than  have  our  companies. 


A  company  policyholders 
feel  good  about 

Our  policyholders  look  to  us  for  fast 
and  efficient  processing  of  their 
claims.  They've  learned  to  expect 
courteous,  prompt  service,  and 
to  depend  on  excellent 
communications.  Based  on  a  survey 
of  their  readers,  one  of  the  nation's 
most  highly  respected  magazines 
rated  Cincinnati  Insurance 
Company  as  the  number  one  firm 
represented  by  independent 
insurance  agents  in  the  handling  of 
claims  and  the  prompt  payment  of 
settlements. 


Innovative  thinking  that 
works  for  you 


Today's  sophisticated  consumers 
want  a  company  that  is  constantly 
innovating,  coming  up  with  new 
and  better  insurance  programs  that 
save  them  money  and  increase  their 
protection.  Programs  like  our  three- 
year  homeowner's  policy,  the  only 
one  offered  by  a  major  insurance 
company,  have  brought  us  to  the 
forefront  in  homeowner's  coverage. 
Carefully  planned  life  insurance 
programs  and  consumer-oriented 
automobile  coverage  have  saved 
our  policyholders  money,  protected 
their  families  and  estates,  and  made 


the  handling  of  everyday  affairs 
more  convenient  and  efficient. 


Agents  that  think  of  the 
customer  first 


Cincinnati  Insurance,  and  its  sister 
insurance  companies,  are 
represented  by  a  select  group  of  the 
finest  independent  insurance  agents 
our  industry  has  to  offer.  It  is  these 
agents,  and  their  rare  quality  of 
putting  the  customer  first,  who 
have  made  it  possible  for  Cincinnati 
Insurance  Company  to  offer  such 
outstanding  protection  to  so  many 
policyholders  throughout  the 
nation.  So,  when  we  say,  "There  is 
a  difference  in  insurance 
companies,"  we  mean  it. 


The  Cincinnati  Financial  Corporation 
President,  Mr.  John  J.  Schiff,  presents 
top  achievement  awards  to  Richard  L. 
Hildbold  (Mr.  Inside),  and  Hayden  D. 
Davis  (Mr.  Outside). 

For  the  name  of  the   

agent  nearest  you,     f  ^ 
call  or  write  John  \u^mmt§1^^j 
Bradly  at  the 
address  given  below. 


The  Cincinnati  Insurance  Company/The  Queen  City  Indemnity  Company/The  Life  Insurance  Company  of  Cincinnati 
Subsidiaries  of  The  Cincinnati  Financial  Corporation,  P.  O.  Box  14567,  Cincinnati,  Ohio  45214/(513)  771-2000 
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SCOTT  WETZEL 
NO  RISK  RISK 


OFFER 


If  you're  a  corporate  risk  man- 
ager considering  risk  retention  or 
self-insurance,  or  an  agent  or 
broker  servicing  such  a  client, 
chances  are  Scott  Wetzel  Services 
can  reduce  the  cost  of  your  pro- 
gram and  help  make  it  a  success. 
They'll  show  you  how,  with  no 
obligation  whatsoever  on  your 
part. 

Since  1941,  Scott  Wetzel 
Services  has  provided  claims 
administration,  loss  control  and 
statistical  services  to  companies  in 


every  major  industry  group.  In 
1970,  SWS  became  an  affiliated 
company  of  The  Home  Group. 

SWS  tailors  services  to  fit  the 
needs  of  both  their  own  and 
Home  Group  clients.  These 
include  special  claims  handling 
requirements,  customized  loss 
control  procedures,  individually 
programmed  computer  reports 
and  on-board  involvement  of 
an  account  executive.  Their 
computer-generated  data  report  is 
the  cornerstone  of  the  SWS  pro- 
gram. It  includes  financial  compar- 
isons geared  to  profit  center  units 
and  cost  distribution,  detailed 


claim  information  and  loss  control 
analyses— all  presented  in  plain 
English  and  organized  for  read- 
ability and  efficient  use. 

Probably  the  strongest  recom- 
mendation for  SWS  is  their 
expanding  list  of  stable,  satisfied 
clients.  If  you  think  you  might 
want  to  join  them,  just  fill  out  and 
mail  the  coupon  below.  You'll 
be  contacted  by  an  SWS  repre- 
sentative for  a  meeting  at  your 
convenience. 


Kenneth  C.  Rosser,  Senior  V  P. 
Scott  Wetzel  Services,  Inc. 

59  Maiden  Lane.  New  York,  N  Y.  10038  212-530-7250 


Yes,  I  would  like  to  learn  more  about  Scott  Wetzel 
Services.  I  understand  that  the  SWS  "No  Risk" 
offer  puts  me  under  no  further  obligation. 
I  would  like  more  information  about  your: 

□  Total  service  program  □  Claims  administration 

□  Loss  control  services  □  Data  services 


NAME 

TITLE 

FIRM 

ADDRESS 

CITY 

STATE 

ZIP 

TELEPHONE  NUMBER 


The  Home 

Insurance 
Company 

A  City  Investing  Company 

59  Maiden  Lane,  NY,  NY  10038 


Customer  will  be  winner. 


were  formed  by  association-type 
groups  who  had  trouble  securing 
coverage:  Grain  Dealers  Mutual, 
Graphic  Arts  Mutual,  and  others. 
In  fact,  most  mutual  property- 
casualty  companies  were 
organized  to  meet  needs  the 
established  market  was  either 
unable  or  unwilling  to  satisfy  at  a 
particular  time,  Mackowski  recalls. 

Companies  of  this  type 
invariably  reached  out  to  write 
protection  on  outside  risks  and  in 
time  became  members  of  the 
insurance  establishment.  Indeed, 
some  are  among  its  current 
leaders. 

Today's  captives  that  survive 
could  very  well  repeat  that 
pattern.  Thus,  what  is  happening 
now  is  not  a  revolution  but  the 
type  of  expansion  in  the  market 
that  occurred  even  in  the  old 
insurance  world  when  regular 
protective  resources  were 
strained.  Capital  has  often  come 
from  the  customers.  But 
wherever  it  comes  from,  it  is 
likely  to  be  needed  in  growing 
amounts  for  protection  of 
commercial  risks  in  the  years 
ahead.  This  view  is  based  on  a 
projection  by  Maurice  R. 
Greenberg,  president  and  chief 
executive  of  American 
International  Group:  His 
reputation  for  looking  far  into  the 
future,  assessing  it  and 
formulating  innovative  methods 
to  accommodate  developing 
needs  is  unchallenged.  Here  is 
the  way  he  views  the  next  quarter 
century: 

"In  many  industrialized 
nations,  especially  the  United 
States,  the  whole  industrial 
sector  has  to  be  modernized 
because  it  has  fallen  behind.  That 
will  create  tremendous  insurance 
opportunities. 

"In  developed  countries, 
billions  will  be  spent  on  mass 
transit . . .  which  will  require 
insurance  both  for  the 


contruction  and  permanent  risk. 
Road  networks  will  have  to  be 
expanded.  Housing  is  woefully 
short  in  many  countries  — there 
isn't  an  economic  report  for  any 
country  in  which  housing  isn't 
on  the  critical  list. 

"In  the  next  25  years  the 
world  is  going  to  spend  billions 
on  the  discovery  and  building  of 
alternative  energy  sources.  We 
are  on  the  threshold  of  a  new  era 
in  space  that  will  also  create  new 
insurance  opportunities.  And 
these  are  but  a  few  examples." 

What  Greenberg  calls 
opportunites  for  insurers  can  be 
realized  only  when  translated 


into  improved  coverage  and 
service  for  commercial 
enterprises  intent  on  protecting 
their  assets.  The  outlook  then,  ig 
that  the  customer,  while  perhapi 
not  slated  to  be  king,  is  certain  tcj 
be  a  winner. 

ABOUT  THE  AUTHOR 

One  of  the  Property/Casualty  in  I 
surance  industry's  best  known 
journalists,  John  Cosgrove  now 
serves  as  Vice  President  of  Richal 
L.  Doyle  Associates,  a  New  Yorkl 
communications  firm  specializir| 
in  insurance. 


THE  CORPORATE  CONSUMER 


Consumerism  is  a 
popular  topic  of  discussion 
within  the  property/casualty 
insurance  business,  but 
usually  the  discussion  relates 
to  personal  lines  of  coverage. 
That  is  not  surprising, 
considering  the  millions  of 
insureds  who  through 
premium  payments  or  claims 
experience  have  one-to-one 
relationships  with  their 
insurance  companies. 

Not  nearly  so  much 
attention  is  given  to 
consumerism  as  it  relates  to 
commercial  lines  insurance, 
probably  because  commercial 
buyers  are  considered  to  be 
more  sophisticated. 
Nevertheless,  they  are 
consumers  and,  in  fact,  make 
up  the  biggest  consumer 
group  for  the  nearly  $100 
billion  a  year  property- 
casualty  business.  In  1979,  for 
example,  buyers  of  business 
insurance  accounted  for 
about  54.3  per  cent  of  total 
property/casualty  insurance 
premiums. 


Opportunities  for 
insurers  to  formalize 
consumer-type  programs  for 
the  buyers  of  commercial 
lines  probably  are  even 
greater  than  they  are  for  the 
personal  lines.  In  a  rapidly 
changing  technological 
world  —  one  of  mounting 
and  uncertain  liabilities  — 
there  are  many  opportunities 
for  insurer  and  insured  to 
work  together  to  identify 
current  and  developing 
problems  relating  to  risk 
transfer.  The  need  for  better 
communications  and 
cooperation  relating  to  the 
environmental  factors  that 
affect  risk  management  has 
never  been  greater.  The 
challenge,  both  to  insurer 
and  to  buyer,  is  to  develop 
cooperative  programs  to 
meet  new  protection  needs 
and  to  truly  "manage"  the 
risk  through  expanded  safety 
efforts.      Mechlin  D.  Moore 
President 
Insurance  Information 
Institute 


Respect 

Poor  Rodney  "don't  get  no  Respect."  But  you'll  be  highly 
regarded  at  Frank  B.  Hall,  the  corporate  insurance  services 
firm  with  the  right  attitude.  Our  6200  professionals  can  provide 
the  protection  you  deserve. 


Creative  insurance  services.  We've  got  what  it  takes. 

Frank  R  Hall  &  Ca 


INTRODUCING  i 

PENSION  THA  T 
GET  BETTER 

INFLATION 
GETSm 


At  a  time  when  inflation  is  squeezing 
the  value  from  most  small-business 
pensions,  here's  one  that  can  tight  back: 

The  new  PensionMaster,  from  /Etna 
Life  &  Casualty. 

With  PensionMaster,  those 
inflationary  forces  that  are  grinding 
others  down  can  actually  mean 
lower  pension  costs,  greater 
benefits,  or  both. 

You  see,  when  the 
higher  interest  rates 
associated  with 
inflation  boosts  /Etna 's 
income,  we  can  afford 
to  pass  this  on  as  savings 
to  our  PensionMaster 
holders.  ^ 

And  even  if  inflation  should^ 
unexpectedly  plummet,  we  guarantee 
that  your  premiums  will  never  rise 
beyond  the  ceiling 
written  into  your 
PensionMaster  policy. 

We  suggest  you  contact 
your  /Etna  Agent  or  Edward 
N.  Cheek,  CLU,CEBS, 
National  Director,  Pension/Profit 
Sharing  Sales,  Life  Division,  and 
ask  about  PensionMaster. 
The  ingenious  new  pension  that 
outwits  the  pinch. 

£tna  Life  Insurance 

and  Annuity  Company.  151  Farmington  Avenue,  Hartford,  CT  06156 


If  Twentieth  Century-Fox  has  $500  million 
of  real  estate  in  its  studio  alone,  how  much 
do  other  film  companies  own? 

Someday  they'll 
build  a  town 
here,  Kate 


Paramount  Studio  gate  at  Bronson  and  Marathon 
What's  the  best,  highest  use  of  those  SO  acres? 


By  William  Harris 

Marvin  Davis,  not  surpris- 
ingly, has  chosen  land  devel- 
opment over  filmmaking  for 
Twentieth  Century-Fox  Film  Corp.'s 
63-acre  studio  site  in  Los  Angeles' 
Century  City.  It  makes  sense  for  oil- 
man Davis,  a  veteran  of  Denver  real 
estate  development,  who  bought  the 
film  company  in  June  for  $722  mil- 
lion. The  value  of  Fox'  63  acres,  west 
of  Beverly  Hills,  is  estimated  today  at 
some  $500  million.  High-rise  office 
buildings  are  more  likely  than  films  to 
enhance  that  land's  value,  reckons 
Davis,  who  picked  up  other  real  estate 
worth,  perhaps,  an  additional  $200 
million  in  the  purchase  of  Fox.  So  he 
will  probably  move  the  filmmaking 
operations  to  rented  studios  on  MCA 
Universale  lot  on  the  edge  of  the  San 
Fernando  Valley. 

Davis'  choice  of  real  estate  over 


film  throws  into  sharp  relief  the  hold- 
ings of  six  other  major  movie  studios, 
which  are  sitting  on  big  chunks  of  Los 
Angeles  land  worth  far  more  at  mar- 
ket than  on  their  balance  sheets. 

Columbia  Pictures  and  Warner 
Brothers  jointly  own  the  140-acre 
Burbank  Studios  and  ranch;  Disney 
and  MGM  each  own  44  acres;  Para- 
mount owns  50  acres  and  Universal,  a 
whopping  420  acres.  Disney,  the  last 
to  build  a  major  studio  in  Los  Angeles, 
bought  its  44-acre  Burbank  site  in 
1938  for  $100,000— about  $2,270  per 
acre.  The  site  would  sell  today  for 
close  to  $44  million — a  cool  $1  mil- 
lion per  acre.  Yet  Disney  carries  it, 
along  with  the  enormous  landhold- 
ings  of  Disneyland,  Disney  World  and 
a  691 -acre  ranch  25  miles  outside  of 
Los  Angeles,  on  its  books  at  a  mere 
$16.4  million.  The  other  studios  say 
the  value  of  the  land  under  their  stu- 
dios is  too  negligible  to  break  out  of 


overall  balance  sheet  figures. 

Are  the  movie  companies  so  rich 
that  they  can  ignore  an  undervalued 
asset?  Not  at  all,  but  at  the  moment 
most  studios  think  their  real  estate 
empires — which  are  very  expensive  to 
maintain  as  production  facilities — 
should  remain  in  the  movie  and  TV 
business.  "The  future  of  the  film  busi- 
ness is  extremely  bright,"  says  Roger 
Mayer,  the  vice  president  in  charge  of 
MGM's  studio.  (Mayer  is  no  relation 
to  company  founder  Louis  B.) 

The  movie  men  are  impressed  by 
TV's  ravenous  demand  for  product. 
With  a  limited  number  of  available 
studios  and  rising  demand  for  their  use, 
movie  men  see  studios  as  assets  that 
can  produce  profit  if  rented  out,  or  save 
costs  if  used  for  their  own  companies' 
films  and  television  series. 

Last  year  about  200  feature  films 
and  over  1,500  hours  of  prime-time 
television  programming  reached  the 
marketplace  via  movie  theaters  and 
the  three  TV  networks.  The  seven 
major  film  companies,  along  with 
NBC,  CBS  and  ABC,  accounted  for 
less  than  half  of  those  films.  The  rest 
came  from  independent  producers, 
who  are  the  big  renters  of  film  compa- 
nies' studios.  It's  expected  that  pro- 
duction will  be  up  this  year. 

There's  so  much  business  that  oth- 
er locations  are  trying  to  get  in  on  it. 
Donny  and  Marie  Osmond,  for  exam- 
ple, do  specials  and  commercials  at 
their  own  Osmond  Entertainment 
Center  outside  Salt  Lake  City.  In  Dal- 
las, developer  Trammell  Crow  is 
building  a  studio  complex,-  Canadians 
are  trying  to  lure  filmmaking  to  To- 
ronto (Forbes,  Sept  28).  And  New 
York  City  is  spending  $5  million  of 
federal  grant  money  to  enlarge  and 
outfit  60-year-old  Astoria  Studios, 
adding  to  the  dozen  or  so  small  stu- 
dios in  that  city  where  moviemaking 
got  its  start  over  half  a  century  ago. 

But  those  other  cities  get  isolated 
productions,  and  New  York,  as  yet, 
doesn't  have  enough  film  work  to 
keep  all  its  studios  busy.  The  center  of 
the  filmmaking  business  is  emphati- 
cally Los  Angeles:  That  is  where  the 
technicians  and  support  facilities  are. 
"We  have  not  only  the  office  space, 
soundstages  and  lighting  equipment  a 
producer  needs,"  says  MGM's  Mayer, 
"we  have  the  postproduction  facili- 
ties, all  in  one  place.  Because  of  that, 
we  are  making  better  rental  deals  than 
ever  before."  Mayer  predicts  that  in- 
dependent producers  might  be  forced 
to  sign  equity  participation  agree- 
ments with  the  studios,  in  order  to 
lease  the  space  to  make  their  product. 

MGM,  says  Mayer,  rents  its  highly 
regarded  film-processing  lab,  charging 
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a  set  price  per  foot  of  film.  By  the  time 
one  film  goes  through  the  developing 
process,  lab  fees  may  add  up  to 
$50,000.  That  doesn't  include  prints, 
which  run  an  additional  $1,000 
apiece. 

While  the  filmmaking  boom  lasts, 
studio  owners  can  continually  adjust 
their  fees  to  the  market,  and  stay 
ahead  of  inflation  in  their  cost  of 
maintaining  the  facilities.  Few  of 
them  foresaw  this  happy  situation. 

A  decade  or  two  ago  many  of  the 
studios  sold  off  parts  of  their  real  estate 
to  stay  alive  in  the  flagging  movie  busi- 
ness. Fox  sold  its260-acre  Century  City 
tract  in  1959  to  Alcoa  for  $43  million — 
initially  leasing  and  later  buying  back 


Warner-Columbia  backlot  in  Burbank 
How  long  can  you  ignore  assets? 

the  63-acre  studio  site  for  $20  million — 
so  it  could  finance  the  $40  million 
monumental  flop,  Cleopatra.  Had  Fox 
ditched  Cleopatra  and  kept  Century 
City,  not  even  Marvin  Davis  could 
have  afforded  to  buy  the  company. 

Neither  Columbia  nor  Warner 
Brothers  had  enough  production  to 
keep  their  separate  studio  facilities 
running  near  capacity.  So  the  two 
merged  operations  in  the  Burbank 
Studios  in  1972,  while  Columbia's  18- 
acre  Hollywood  lot  was  put  on  the 
block.  There  it  sat  for  years  gathering 
dust,  before  being  sold  in  1977  to  real 
estate  developer  Saul  Pick  for  $6.1 
million.  Recently,  Pick  says,  he  was 
offered  $50  million  for  it(seep.  139). 

MGM  had  to  sell  Judy  Garland's 
ruby-red  slippers  and  Bert  Lahr's  cow- 
ardly lion  suit  to  stay  in  business.  But 
after  its  auction  of  costumes  and 


props,  MGM  decided  to  virtually  stop 
making  movies.  It  sold  130  of  its  175 
Culver  City  acres  in  the  early  Seven- 
ties, netting  about  $  1 2  million.  Unfor- 
tunately, MGM  missed  both  the  Los 
Angeles  land  boom  and  the  reemer- 
gence  of  a  healthy  movie  industry. 
MGM's  land,  which  it  sold  for  about 
$90,000  an  acre,  has  increased  in  val- 
ue tenfold.  And  as  audiences  started 
flocking  back  to  theaters  in  the  mid- 
Seventies  for  blockbusters  hkc  Jaws, 
MGM  didn't  have  any  product. 

Things  are  different  now.  Financial- 
ly strapped  Francis  Ford  Coppola  last 
March  turned  down  Tandem  Produc- 
tions' $18  million  offer  for  his  9-acrc 
Zoetrope  Studios.  Coppola  bought  the 
former  Hollywood  General  Studios  al- 
most two  years  ago  for  $6.7  million. 
The  land  is  worth  only  $7  million — 
Hollywood  real  estate  is  not  appreci- 
ating as  rapidly  as  that  in  other  Los 
Angeles  neighborhoods — but  Tandem 
wanted  the  facility. 

Warner  Brothers  paid  a  hefty  $35 
million  last  year  for  the  old  Goldwyn 
Studios,  with  seven  sound  stages  on 
10  acres  in  a  crummy  section  of  the 
city.  The  real  estate  value  is  mini- 
mal— a  seventh  of  the  purchase 
price — but  Warner  needs  the  extra 
sound  stages,  which  could  not  be  built 
at  the  same  price  today,  for  its  own 
productions  or  for  lease  to  others. 
Warner  also  was  paying  a  premium  for 
Goldwyn's  sound  department,  which 
by  itself  generates  an  estimated  $5 
million  in  rental  income  annually. 

Warner,  with  Columbia,  also  owns 
one  of  only  two  sizable  backlots  in 
town  (Universal  has  the  other).  A 
backlot  is  an  area  where  large  sets  can 
be  built  and  left  standing,  to  be  reused. 
Backlots  are  once  again  in  vogue.  Ste- 
ven Spielberg's  1941  was  filmed  on 
the  same  New  York  City  street  set 
used  for  James  Cagney's  1931  movie, 
Public  Enemy .  "When  you  do  any  kind 
of  period  piece,  backlots  are  desir- 
able," says  Bernard  Weitzman,  execu- 
tive vice  president  of  Lorimar  Produc- 
tions, the  independent  producers  who 
shot  /fre  Wa/tons  on  Burbank's  backlot 
for  nine  years. 

Lorimar,  currently  riding  high  with 
three  TV  hits,  including  Dal/as,  and 
betting  on  two  new  shows  this  sea- 
son, is  MGM's  biggest  tenant.  As 
landlord,  MGM  gets  enough  from  Lor- 
imar to  cover  much  of  its  studio  over- 
head. Should  Lorimar  begin  producing 
clinkers  instead  of  hits,  it  will  lose  its 
presence  on  the  networks — as  did 
Chuck  Barris  Productions,  makers  of 
The  Gong  Show,  a  couple  of  years 
back — and  MGM  will  have  to  get  an- 
other paying  tenant.  That's  show  biz. 

While  most  studios  seem  not  to  be 


Tinseltown 


Hollywood,  the  generic 
name  for  the  movie 
industry,  is  but  one  of 
several  locations  for  studios 
that  turn  out  big  screen  epics 
and  the  nightly  gruel  of 
television.  As  the  map 
shows,  there  are  three  major 
moviemaking  clusters  on  the 
vast  Los  Angeles  plain. 
Hollywood  lies  on  the 
windward  side  of  the  Santa 
Monica  Mountains,  with 
three  other  studios  over  the 
ridge  in  the  San  Fernando 
Valley.  MGM  and 
Twentieth  Century-Fox 
occupy  pricier  real  estate  on 
the  less  smoggy  west  side, 
toward  the  ocean. 
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AT  HELMSLEY  HOTELS, 
YOU'RE  WORTH  WAITING  FOR. 


With  an  American  Express  Card 
Assured  Reservation,  there's  a  room 
waiting  even  if  yon  arrive  hours  late. 

The  hours  late.  And  so  are  you.  But  if  you 
made  an  Assured  Reservation M  at  any 
Helmsley  Hotel,  he  assured  a  room  is  waiting 

There  are  6  Helmsley  Hotels  in  New 
York  City.  The  new  Helmsley  Palace.  The 
Harley  Hotel  of  New  York.  The  Park  Lane. 
The  St.  Moritz.  The  Middletowne  Harley. 
And  the  Windsor  Harley.  Plus  24  Harley 
Hotels  in  the  U.S.  For  an  Assured  Reser- 
vation at  a  Helmsley  Hotel,  call  (in  N.Y.C.) 
212-888-1624.  Or  800-221-4982. 

Then,  if  a  room  isn't  available  when  you 
arrive,  Helmsley  Hotels  will  pay  for  one  at  a 


comparable  hotel.  Transportation  there.  And 
a  phone  call.  If  your  plans  change,  call  your 
hotel  before  6  pm  (their  time)  to  get  a 
cancellation  number  so  you  won't  be  billed. 

Remember,  with  an  American  Express  Card 
Assured  Reservation,  you're  worth  waiting  for: 


The  American  Express'Card.  Dont  leave  home  without  it. 


The  mogul 


T|  he  romance  of  the  silver  screen  is  lost  on  Saul 
Pick.  When  Pick,  a  developer  who  is  slight  in 
stature  but  large  in  business  acumen,  first  looked 
at  Columbia  Studios  four  years  ago  he  saw  18  acres  of 
Hollywood  real  estate  with  Sunset  Boulevard  frontage. 
"I  expected  to  demolish  the  studio  and  build  an  office 
building-department  store  complex  instead,"  says  Pick. 
He  already  owned  land  and  buildings  on  a  number  of 
Hollywood's  prime  corners:  Sunset  and  Vine,  which  he 
rents  to  Bank  of  America,  and  Sunset  and  Morningside, 
which  he  rents  to  Wells  Fargo. 

"I  figured  the  land  was  worth  about  $6  million,  and  I 
paid  $6.1  million,"  recalls  Pick,  a  survivor  of  five  years 
in  Dachau  concentration  camp  in  his  native  Germany 
who  came  to  Los  Angeles  in  1947  not  speaking  a  word 
of  English.  The  polished,  highly  paid  executives  of 
Columbia  Pictures  were  only  too  glad  to  unload  the 
studio  at  Pick's  price. 

But  if  Pick  didn't  know  movies,  he  did  know  supply 
and  demand.  Instead  of  tearing  down  the  lot,  Pick 
foresaw  the  current  studio  shortage.  He  cleaned  up  and 
rewired  the  stages — many  were  being  leased  as  indoor 
tennis  courts — -and  refurbished  the  offices.  He  turned 
Columbia's  relic  into  the  largest  of  the  half-dozen  inde- 
pendent studios  in  Los  Angeles. 
Today  Pick's  Sunset-Gower  Studios  is  one  of  the 


busiest  in  town,  much  in  demand  as  the  only  nonunion 
lot  around.  All  of  the  office  and  stage  space  is  rented, 
including  a  big  chunk  to  ABC.  The  network  alone, 
holding  a  five-year  lease  with  an  option  to  buy  part  of 
the  lot,  generates  an  estimated  $2  million  a  year  in 
rents  for  Pick. 

What  does  ABC  get  tor  its  money?  "Nothing  but  the 
four  walls,"  smiles  Pick,  who  keeps  his  overhead  low  by 
not  providing  equipment  and  not  taking  part  in  produc- 
tion. ABC  has  already  spent  over  $15  million  outfitting 
its  rented  stages,  but  that  is  still  cheaper,  Pick  says,  than 
building  new  facilities.  Doesn't  Pick  think  providing 
some  of  the  equipment — film-editing  machines,  sound- 
mixing  boards — would  be  lucrative  tor  him'  "Employees 
rob  you  blind,"  replies  Pick,  unimpressed. 

By  next  April  Pick  and  his  partner,  Nick  Vanoff,  will 
own  the  property  free  and  clear.  He  says  he  recently 
refused  an  offer  of  $50  million  for  the  place.  He  is 
waiting  for  interest  rates  to  drop,  to  go  back  to  his 
original  development  scheme.  And  then?  Pick  is  aston- 
ished to  hear  that  a  Paramount  executive  told  Forbes 
that  the  company's  50-acre  studio  lot  was  worth  next 
to  nothing.  "There's  a  cemetery  sitting  just  north  of 
that  Paramount  lot,"  says  Pick,  thinking  of  extending 
not  movie-making  but  undertaking.  "For  a  3-foot-by-6- 
foot  plot  they  get  $1,500."— W.H. 


paying  too  much  attention  to  the  val- 
ue and  nonmovie  potential  of  their 
real  estate,  MCA  Universal — consis- 
tently more  astute  than  the  rest  of 
Hollywood — is  having  it  both  ways. 
During  the  last  movie  slump  a  decade 
ago  Universal  did  not  sell  any  of  its 
420  acres — now  valued  at  $500  mil- 
lion— but  started  developing  the  land 
itself,  using  the  income  to  help  fi- 
nance its  motion  picture  and  televi- 
sion production.  That  lot  is  now  a 
theme  park,  the  Universal  Studios 
Tour,  a  concert  amphitheater,  three 
restaurants  and  a  500-room  hotel. 

Now  Universal  plans  to  build  an- 
other 500-room  hotel  that  it  will  again 
own  jointly  with  Sheraton  and  a  35- 
story  office  tower,  a  joint  venture 
with  Getty  Oil.  "There  are  at  least 
150  acres  on  the  perimeter  of  our  lot 
we  could  develop,"  says  studio  boss 
Dan  Slusser,  "without  affecting  our 
moviemaking  capabilities."  In  fact, 
this  year,  Universal  has  more  TV  pro- 
gramming than  any  other  studio. 

The  word  in  Hollywood  is  Marvin 
Davis  will  move  Fox'  film  work  to 
Universalis  lot  after  the  company's  60- 
year-old  stages,  where  Shirley  Temple 
tapped  and  Charlie  Chan  chided  sec- 
ond son,  are  demolished.  Films  gener- 
ated two-thirds  of  Fox'  $85  million 
operating  income  last  year,  and  Davis 
says  he  expects  to  remain  in  the  movie 
business.  But  obviously  not  on  valu- 
able real  estate.  ■ 


The  personal  finance  business  is  bleeding. 
So  why  is  everyone  so  busy  buying  in? 


Always  buy  on  a 
rainy  day 


By  Pamela  Sherrid 


It's  only  an  optical  illusion,  but 
little  Commercial  Securities  down 
in  Baton  Rouge,  La.  has  been 
swiftly  rising  in  the  ranks  of  indepen- 
dent consumer  finance  companies. 

Commercial  Securities,  with  re- 
ceivables of  a  mere  $50  million,  isn't 
getting  bigger;  it's  the  roster  of  inde- 
pendent consumer  finance  companies 
that  has  been  shrinking.  Last  month 
Commercial  Securities  moved  up  a 
few  more  rungs  when,  within  a  week 


of  each  other,  two  of  the  largest  re- 
maining publicly  traded  consumer  fi- 
nance companies  announced  plans  to 
sell  out.  Dial  Corp.  will  go  to  North- 
west Bancorp,  for  $252  million  in 
cash,  over  twice  its  book  value  before 
the  announcement.  Credithrift  Finan- 
cial agreed  to  a  far  less  lush  deal  with 
American  General,  the  Houston- 
based  insurer,  for  $138  million  in  con- 
vertible preferred  stock,  only  a  little 
above  book  value. 

What's  going  on?  It  seems  consum- 
er finance  companies  have  emerged  as 
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just  about  the  most  basic 
of  building  blocks  for  the 
nationwide,  diversified  fi- 
nancial empires  of  the  fu- 
ture. And  right  now  there 
are  plenty  of  bargains 
around  because  consumer 
finance  companies  are 
hurting.  They  are  caught 
between  high  interest 
costs  and  slow-to-change 
regulatory  ceilings  on  cus- 
tomer rates.  To  top  that,  a 
recent  liberalization  of  the 
bankruptcy  laws  has  sent 
bad  debts  soaring.  Though 
a  few  unusually  well-run 
companies  like  Dial  have 
been  able  to  defy  gravity, 
industry  earnings  this 
year  have  dropped  about 
30%  below  already  weak  1980  profits. 

Just  the  time,  it  would  seem,  for  big, 
better  capitalized  acquirers  to  move 
in.  They  can  otter  the  finance  compa- 
nies cheaper  access  to  debt.  In  return, 
the  buyers  get  new  customers,  diver- 
sification and — most  important — geo- 
graphic expansion.  Through  finance 
company  acquisitions,  the  banks  are 
positioning  themselves  for  the  ex- 
pected advent  of  interstate  banking. 

Security  Pacific,  for  example,  has 
pushed  its  big  consumer  finance  busi- 
ness eastward,  starting  with  a  small 
1976  acquisition  in  Kansas  and  fol- 
lowing it  up  with  the  1978  purchase  of 
Maryland-based  American  Finance 
System.  "A  national  presence  is  very 
important  to  us,"  says  Vice  Chairman 
Frank  Cahouet.  Domestic  bank-hold- 
ing companies  now  hold  40  of  the  top 
100  finance  corporations,  excluding 
captives  like  GMAC. 

Surprisingly,  though,  a  foreign  bank 
has  been  the  most  aggressive.  Brit- 
ain's Barclays  has  quietly  been  spend- 
ing very  big  sums.  In  1979  it  acquired 
American  Credit  with  386  offices,  pri- 
marily in  the  Southeast,  for  $50  a 
share  when  the  stock  was  selling  for 
$22.  "Barclays'  management  said 
they  would  pay  tor  us  to  expand — and 
they  have,"  says  Bland  Worley,  who 
stayed  on  as  chairman  of  the  renamed 
BarclaysAmcncan  Corp.  The  next 
year,  BarclaysAmerican  acquired  138 
offices  from  Beneficial  for  another 
$190  million.  Adding  in  a  major  com- 
mercial finance  acquisition  last  year 
and  another  $120  million  capital  infu- 
sion, Barclays  has  spent  $665  million 
so  far  to  acquire  finance  companies. 

Another  foreigner,  CanWest  Cap- 
ital Corp.,  a  Winnipeg-based  holding 
company,  has  also  quietly  entered  the 
game.  Last  year  it  gained  control  of 
Aristar,  Inc.,  one  of  the  top  U.S.  con- 
sumer   finance    companies,  when 


Top  bank-owned  consumer 
finance  companies 


In  the  11  years  that  banks  have  been  allowed  to  buy 
finance  companies,  some  of  the  biggest  holding  compa- 
nies have  built  sizable  networks.  Below  are  the  top  eight. 


Net  consumer 
receivables  6/30/81 


Finance  company 

Parent  company 

(millions) 

Fin  anceAmerica 

BankAmcnca 

$1,441 

Person-to-Person 

Citicorp 

over  1,000' 

Rare  lays  American 

Barclays  Bank  Intl 

830 

Security  Pacific  Finance 

Security  Pacific 

781 

US  Bancorp  Financial 

US  Bancorp 

530 

Mtrs  Hanover  Consumer  Svs 

Manufacturers  Hanover 

502 

I  ransSoutb  Financial 

NCNB 

227t 

Standard  Financial 

Sterling  Bancorp 

190 

'Estimated.  +  Includes  a  small  amount  of  commercial  loans 


Gamble-Skogmo  decided  to  spin  Ari- 
star off  before  its  merger  with  Wickes. 

Where  does  all  this  buying  and  sell- 
ing leave  investors  in  other  indepen- 
dents!' No  place  special,  unfortunate- 
ly. With  Dial  and  Credithrift  already 
spoken  for,  few  takeover  candidates 
are  left  among  the  ranks  of  medium- 
size  ($200  million  to  $700  million  re- 
ceivables) consumer  finance  compa- 
nies. After  that,  there  is  a  big  jump 
down  to  the  $100  million  and  less 
(receivables)  level,  where  many  firms, 
like  Louisiana's  Commercial  Securi- 
ties, are  privately  held.  Other  respect- 
ed regional  companies  that  are  traded 
over-the-counter,  such  as  Heights  Fi- 
nance of  Peoria  or  Wisconsin  Finance 
of  Shawano,  often  are  closely  held. 

There  are  two  larger  public  compa- 
nies, however — LLC  Corp.  and  Leu- 
cadia  National — that  bear  looking  at. 
Both  have  troubled  histories,  yet  both 
stocks  are  being  actively  traded.  LLC 
is  under  seige  from  Dallas  financier 
Harold  Simmons,  who  is  trying  to  up 
his  29%  stake  with  a  $3.25-a-share 
tender  offer.  Since  his  offer,  the  stock 
has  traded  intermittently  above 
$3  25,  a  sign  that  shareholders  and 
arbitragers  are  hoping  tor  a  white 


knight  to  appear. 

Leucadia  (formerly  Tal- 
cott  National)  is  run  by 
Ian  Cumming  and  Joseph 
Steinberg,  two  alumni  of 
Carl  Marks,  the  leveraged 
buyout  specialists.  One  of 
their  first  moves  after  tak- 
ing over  Leucadia  last  year 
was  to  acquire  another 
consumer  finance  com- 
pany, St.  Louis-based 
American  Investment, 
that  has  put  Leucadia  well 
into  the  black  for  the  first 
time  in  several  years. 
American  Investment  has 
substantial  amounts  of  old 
low-cost  debt — like  $50 
million  in  5lA%  deben- 
tures due  in  1991.  Try 
lending  that  out  at  24%. 

What  about  the  two  titans  of  con- 
sumer finance,  Beneficial  and  House- 
hold; Their  sleepy  P  E  multiples  indi- 
cate that  The  Street  doesn't  consider 
them  likely  acquisition  targets.  Be- 
sides, both  are  acting  more  like  banks 
themselves  by  diversifying  into 
checking  accounts  and  credit  cards. 
But  in  a  world  that  includes  the  likes 
of  Shearson  American  Express  and 
Prudential-Bache,  says  Merrill  Lynch 
analyst  Frank  Barkocy,  "It's  not  in- 
conceivable that  even  a  foreign  entity 
could  want  Beneficial  or  Household 
for  their  nationwide  ottiee  networks." 
Unlike  Household,  which  is  now 
widely  diversified,  Beneficial  is  the 
purest  play — it  is  concentrating  its  ef- 
forts in  financial  services. 

Is  thereanyone  who  doesn't  want  to 
buy  a  consumer  finance  company? 
Yes:  Some  insurance  companies  and 
conglomerates  have  had  their  glimpse 
of  the  brave  new  world  of  the  finan- 
cial supermarket — and  want  out.  Con- 
tinental Corp.  sold  its  Capital  Finance 
unit  m  1979.  U.S.  Industries  and  the 
St.  Paul  Cos.  both  have  their  consum- 
er finance  companies  on  the  block. 
"We've  decided  that  insurance  is 
what  we  know  best  and  do  best,"  says 
St.  Paul  Vice  President  Webster  Bars- 
ness.  Industrv  insiders  won't  be  sur- 
prised if  USLIFE,  Republic  and  CNA 
insurance  companies  also  decide  to 
divest  their  finance  units. 

But  the  banks,  anyway,  have  few 
second  thoughts.  The  ease  with 
which  Beneficial  Chairman  Finn  Cas- 
persen  rattles  off  a  list  of  deterrents  to 
any  takeover  attempt  reveals  that  he 
at  least  has  given  the  possibility  some 
very  serious  thought.  Down  in  Baton 
Rouge,  the  owners  of  Commercial  Se- 
curities, which  now  ranks  among  the 
top  dozen  surviving  independents,  are 
thinking  harder  about  selling.  ■ 
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1AKING  MONEY  FROM 
HE  DYNAMIC  ECONOMICS 
>F  THE  OIL  INDUSTRY. 


ilyzing  oil  company  exploration  and 
ditciion  developments  identifies 
active  investments  for  First  Boston 
;  tomers. 
Thomas  Petrie 

Throughout  the  '60s,  the  oil  industry 

it  increasing  amounts  of  money  over- 
( ;  and  made  substantial  investments  in 

ning  and  marketing.  With  the  1973 
|iiC  oil  embargo  and  the  resultant  soar- 
|  prices  of  crude  oil,  both  these  trends 

e  reversed.  American  oil  companies 
|  nphasized  exploration  and  production. 
•  they  concentrated  spending  in  North 

erica. 

"A  key  to  identifying  attractive  oil 

I  ipanies  has  become  the  ability  to  esti- 
|j  e  correctly  the  change  in  the  value  of 
[j  n  the  ground." 

These  changes  necessitated  new 
(hods  of  identifying  attractive  invest- 
f i its  among  oil  companies.  During  the 
nier  period  of  stable  prices  and  avail- 
i  ty.  investment  decisions  could  be 
ftd  on  overall  investment  criteria,  such 
pice/earnings  ratios  and  dividend 
B)ut  trends.  When  stability  ended,  it 
llime  necessary  to  concentrate  on  the 
!  dating  nature  of  the  oil  industry:  an 
Itompany  is  truly  going  out  of  business 

Jay  it  produces  its  first  barrel.  The 
a  thing  that  delays  the  process  is  dis- 
|j:ring  additional  reserves. 
I]  A  key  to  identifying  attractive  oil 
■  panies  has  become  the  ability  to  esti- 
II?  correctly  changes  in  the  value  of  oil 

II  e  ground  and  the  implications  of  such 
luges  for  new  investment  and  develop- 
Bt.  Unfortunately,  reserve  values 

jlige  rapidly.  For  example,  a  million- 
Ijel  field  valued  in  1978,  a  time  of  fairly 
II  price  controls,  would  have  been 
H  h  about  S3  million. That  same  prop- 
|l  if  discovered  a  year  later  when  newly- 
Ipvered  oil  was  decontrolled,  would 
II  been  valued  at  $6  to  S7  million.  And 
H  80-81.  after  another  sharp  price  rise 
Swing  the  Iranian  revolution,  its  value 
II  d  have  leaped  to  S12  million.  A 
li:>n-barrel  field  that  would  have  cost 
(laps  S5  million  to  develop  in  1978 
I  d  now  deliver  a  handsome  margin 
a  with  inflated  drilling  costs  of  perhaps 
Million. 

H  Assessing  the  present  value  of  an  oil 
nxiny's  reserves  requires  analytical 
loetency  that  stems  from  in-depth 
\i  rstanding  of  the  geological  and  other 
I  ria  that  oil  companies  use  to  look  at 
Ual  investment  decisions.  Because 
■pnt-value  analysis  is  only  as  good  as 
■put  is  accurate.  First  Boston's  energy 
Hp  has  focused  its  attention  on  devel- 
solid  technical  insights  into  industry 

mPetrie.  Managing  Director  and  senior  oil 
Ust.  is  based  in  Denver.  Contact: 
Woston,  1625  Broadway,  Denver,  CO 
IP.  Phone  1 303)  893-2266. 


activities.  And  because  part  of  our  research 
effort  is  based  in  Denver,  the  country's  new 
and  fast-developing  energy  center,  we 
have  the  added  advantage  of  contact  and 
everyday  interchange  with  operating  and 
decision-making  people  in  the  industry. 
This  enables  us  to  recognize  immediately 
important  new  exploration  and  production 
developments. 

Utilizing  the  informed  data  provided 
by  our  on-scene  approach.  First  Boston's 
present-value  model  starts  with  production 
profiles  over  the  life  of  the  fields.  To  this 
is  added  a  pricing  profile  that  starts  with 
the  base  price  of  the  hydrocarbons  pro- 
duced. From  these  profiles.  First  Boston 
generates  a  revenue  stream  over  the  life  of 
the  property  and,  finally,  discounts  that 
cash  flow  to  a  present  value. 

The  focus  on  discounted  cash  flow 
analysis  has  enabled  First  Boston  to  look 
at  petroleum  sector  economics  on  a  basis 
comparable  to  that  utilized  by  the  oil 
industry's  decision-makers  themselves. 

"Present-value  analysis  is  only  as 
good  as  its  input  is  accurate." 

In  turn,  this  has  enabled  us  to  be  at  the 
forefront  of  innovative  energy  financings 
and  related  transactions  in  1981.  These 
include  the  Ensource,  Inc.  exchange  offer, 
the  largest  ever  of  its  kind;  the  private 
placement  of  more  than  S100  million  on 
behalf  of  American  Gas  and  Oil  for 
specialized  institutional  investments  in 
energy;  and  the  advisory  work  for  the  sale 
of  an  independent  large  leasehold  position 
in  a  leading  onshore  exploratory  province. 
It  has  also  caused  us  to  single  out  certain 
enhanced  oil  recovery  technologies,  such 
as  carbon  dioxide  flooding,  as  a  growth 
sector  in  both  physical  and  financial  terms 
for  the  balance  of  this  decade. 

Finally,  our  ability  to  analyze  and 
evaluate  reserves  led  First  Boston  to  antici- 
pate the  importance  of  the  Overthrust 
Belt  and  the  Williston  Basin  as  emerging 
petroleum-producing  areas.  With  the 
current  expansion  of  available  funds,  we 
foresee  a  continued  period  of  dynamic 
growth  for  the  oil  industry  on  an  even 
broader  geographic  scale.  A  host  of 
projects  that  have  been  backiogged  are 
now  economically  feasible  — particularly 
for  flexible  and  aggressive  major  com- 
panies and  for  the  independents.  This  new 
growth  will  underscore  the  continuing 
importance  of  present-value  analysis  for 
profitable  oil  investment  decisions. 

0  First  Boston 

Investment  Bankers 


Whither  the  small  banker? 
Those  may  be  some  big,  black  clouds 
approaching,  but  even  in  their  shadow, 
business  is  flourishing  on 
Main  Street,  U.S. A. 

"People 
like  to  do 
business  with 
folks  they  know" 


Is  the  small  banker  headed  the  way 
of  the  corner  grocer?  Faced  with   
i  high-interest  competition  for  deposits,  the  phasing  out 
of  interest-rate  ceilings  and  the  ever-growing  prospect  of 
eventual  interstate  banking,  things  look  bleak,  indeed.  But 
the  fact  is  that  right  now  small  banks  are  prospering. 

In  fact,  return  on  assets  for  U.S.  banks  with  less  than 
$  1 00  million  in  assets  jumped  2 1  %  from  1977  to  1 980,  from 
0.98%  to  1.19%,  compared  with  an  11%  increase  for  big 
banks.  How  long  will  it  last?  Says  Dick  Hale,  banking 
analyst  at  Alex.  Brown  &  Sons:  "Ten  years  from  now,  there 
are  going  to  be  a  lot  fewer  banks  than  there  are  now.  Banks 
that  have  been  in  business  just  because  they  were  founded 
100  years  ago  and  the  great  grandson  has  been  carrying  on — 
those  banks  will  go  the  way  of  the  buggy  whip." 

But  it  seems  to  Hale,  and  to  many  others,  that  when  the 
crunch  comes,  hundreds  of  medium-size  banks  will  be 
hard  hit  too,  not  just  small  ones.  Size  alone  will  not 
determine  the  survivors,  says  John  Moore  of  Robinson- 
Humphrey  Co.,  the  Atlanta  brokerage  house;  smart  small 


By  Barbara  Rudolph 


banks  will  get  into  specialized  ser- 
  vices  like  cash  management  and  cred- 
it card  clearing.  Adds  Hale:  "I  think  we're  going  to  see  a 
development  much  like  the  one  we  saw  in  the  brokerage 
industry.  There  will  be  fewer  players  in  the  game,  but  still 
plenty  of  fine  small  firms." 

The  reason:  The  small  banker's  customers  are  his  neigh- 
bors. His  loan  losses  are  usually  low  because  he  can  judge 
credit  accurately.  And  while  small  bankers  don't  have  all 
the  big-city  technology,  they  will  always  draw  a  good 
number  of  customers  who  prefer  to  deal  with  a  familiar 
face  rather  than  with  a  machine.  They  are  also  in  a 
position  to  take  advantage  of  high  interest  rates  by  lending 
money  overnight  to  larger  banks  at  the  federal  funds  rate, 
now  a  healthy  16%. 

Are  these  little  patches  of  silver  lining  to  a  big,  black 
cloud?  Maybe.  But  small  bankers  have  proven  their  ability 
to  prosper  in  tough,  competitive  times.  They  are  clearly 
doing  it  now.  Here  is  how  four  top-flight  small  banks  are 
making  money  in  the  shadow  of  the  future. 


We're  holding  our  own 

If  Roy  Talmo,  chairman  of  the  First 
American  Bank  of  Palm  Beach  Coun- 
ty, had  not  become  a  banker  26  years 
ago,  one  imagines  he  would  have  done 
very  well  for  himself  at  Procter  & 
Gamble:  First  American  boasts  a 
handsome  1.56%  return  on  its  $317 
million   in   assets   largely  because 


Talmo  is  a  classy  marketer. 

For  example,  his  bank  attracted 
40%  of  its  new  NOW  accounts  when 
it  offered  customers  free  term  insur- 
ance (it  had  already  made  its  name 
with  popular  Gucci-like  tote  bags). 
Talmo  got  a  lot  back:  While  other 
banks  in  the  area  were  posting  $200 
and  $500  minimum  balances  for  their 
NOW  accounts,  First  American  was 


requiring  a  whopping  $2,000 — and  got 
it,  too.  "Bank  of  America  is  at  $1,000 
now,  but  we're  holding  our  own," 
Talmo  beams. 

Tilmo  got  his  first  lesson  in  mar- 
keting 12  years  ago  when  he  offered 
free  checking  to  senior  citizens,  while 
competitors  required  that  they  keep  a 
$500  balance.  It  turned  out  that  Tal- 
mo's  thrifty  seniors  kept  a  good  bal- 
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Koy  Ta/mo  of  Palm  Beach,  Fla. 

The  chairman  of  First  American  is  a  classy  marketer  of  term  insurance,  Gucci-like  tote  bags  and  house  plants. 


ance  anyway,  so  it  made  little  differ- 
ence. In  fact,  "The  average  balance  on 
pur  accounts  was  $900,"  Talmo  re- 
calls. "But,  if  something  is  free  or  on 
sale,  it's  going  to  get  people's  atten- 
tion. We  capitalize  on  that." 

While  individual  accounts  will  al- 
ways be  its  mainstay,  First  American 
should  be  attracting  more  high-mar- 
gin corporate  accounts  as  a  result  of  a 
forthcoming  acquisition  of  little  First 
American  Bank  of  Broward  County 
[assets:  $25  million).  Talmo  is  also 
thinking  of  further  expansion — possi- 
bly an  international  connection. 

But  it's  not  like  Citicorp's  swallow- 
ing up  a  small  fish  and  changing  it 
■into  just  another  Citibank  branch. 
The  Broward  bank,  for  instance,  has  a 
pee  hand  with  its  loans  of  up  to 
5200,000.  "The  human  element  in  our 
operations  is  important,"  Talmo  says. 
'You  don't  have  to  wait  two  weeks 
or  some  head  office  in  Jacksonville  to 
Lonsider  your  case.  People  have  al- 
ways paid  for  good  service  and  they 
ilways  will." 

Palm  Beach  is  booming,  of  course, 


and  that's  one  reason  First  American 
is  as  well — return  on  equity  last  year 
was  28%.  High?  Yes.  But  the  ROE  for 
the  past  five  years  has  averaged  20%. 
And  net  income  is  up  25%  for  the  first 
half  of  this  year.  But  the  Palm  Beach 
boom  doesn't  explain  all  of  First 
American's  remarkable  growth  rec- 
ord. "We're  aggressive  promoters," 
says  Talmo.  "When  other  banks  were 
giving  away  toasters,  we  gave  away 
big  house  plants  from  a  local  nursery. 
It  was  a  smash." 

"We  ll  just  paddle  harder" 

John  Oliver,  president  of  the  First  Na- 
tional Bank  of  Jasper  (Ala.),  likes  to 
call  his  town  a  piece  of  the  booming 
Sunbelt.  But  when  pressed  he  will  ad- 
mit that's  mostly  wishful  thinking. 
Things  are  not  booming  at  all  in  Jas- 
per, 40  miles  northwest  of  Birming- 
ham. It's  a  blue-collar  town — coal 
mining,  mostly — that  is  on  the  skids. 
Unemployment  is  currently  15.2%, 
up  46%  from  last  year.  Retail  sales 
have  been  running  38 %  below  last 


year,  and  high  interest  rates  are 
squeezing  small  businesses  here  as 
they  are  everywhere. 

But  Oliver's  bank  boasts  a  hand- 
some 1.55%  return  on  assets  (com- 
pared with  Citibank's  0.47%),  earning 
$2  million  on  $134  million  last  year. 
Return  on  equity  is  a  healthy  15%. 
Over  the  last  three  and  a  half  years, 
while  high  interest  rates  have  been 
hurting  other  small  banks,  First  Na- 
tional's assets  have  grown  by  55%, 
from  $100  million  to  $155  million. 

Oliver  hasn't  had  any  tricks  up  his 
sleeve — just  classic  cautious  banking. 
Says  he:  "We  don't  go  beyond  our 
county — it's  too  fickle.  We  also  keep  a 
full  2%  of  reserves  for  loan  losses, 
while  the  industry  average  is  1.5%. 
And  our  people  work  hard:  Our  136 
employees  work  out  to  a  ratio  of  0.9 
employees  per  million  in  assets." 

About  half  of  First  National's  loans 
are  fixed-rate  consumer  loans,  but 
most  run  only  about  one  and  a  half 
years.  First  National  is  careful  to  ex- 
ploit rising  interest  rates  by  setting 
rates  on  new  car  loans  that  are  adjust- 
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John  Oliver  of  Jasper,  Ala. 


No  interest  in  iron  fences. 


ed  weekly  to  conform  with  money 
market  fund  rates. 

Is  John  Oliver  hanging  crepe  for  his 
future?  Hardly.  "I've  never  been  in- 
terested in  building  an  iron  fence 
around  the  bank,"  he  says  in  his  soft 
Alabama  drawl.  "We'll  compete 
against  the  big  holding  companies  on 
our  own  turf.  And  we'll  do  it  well, 
because  people  have  always  liked  to 
do  business  with  folks  they  know. 
The  manager  of  a  holding  company's 
branch  changes  about  as  often  as  the 
clerk  at  Woolworth's." 

If  Oliver's  customers  know  him,  he 
makes  it  his  business  to  know  them 
as  well.  Indeed,  Oliver  suggests  that 
very  little  happens  in  Jasper  without 
his  knowledge.  "I'm  on  the  Chamber 


of  Commerce.  Someone  else  at  the 
bank  is  on  the  school  board.  Basically, 
whenever  two  or  three  people  get  to- 
gether in  this  town,  one  of  our  guys 
will  be  there." 

What  worries  Oliver  is  not  Walter 
Wriston  but  Sears,  Roebuck  and  Mer- 
rill Lynch:  "They're  new,  and  that 
bothers  me,"  he  says.  "But  we'll  just 
have  to  figure  out  some  way  to  offer 
what  they  offer." 

Currently,  Oliver  is  considering 
forming  some  alliance  with  a  regional 
brokerage  firm,  in  order  to  get  finan- 
cial services  and  expertise.  Of  one- 
thing  he  is  sure:  "For  us  to  say,  'Oh, 
we've  just  got  a  bunch  of  rednecks 
here,  and  they  don't  need  much' — 
that  would  be  false.  Our  people  will 
demand  the  most  sophisticated  fi- 
nancing available — so  we'll  just  have 
to  paddle  harder." 

Small  town  in  the  big  city 

With  $550  million  in  assets,  New 
York  City's  Sterling  Bank  is  a  pygmy 
among  money-center  giants.  But 
while  it  is  overshadowed  in  size,  it 
does  mighty  well  in  performance:  Its 
return  on  assets  last  year  was  2.9%, 
compared  with  0.53%  for  Chase. 

Sterling  stayed  profitable  precisely 
because  it  never  tried  to  be  another 
Chase,  says  Theodore  Silbert,  its  ro- 
bust 77-year-old  chairman.  "We  never 
gambled,  or  pushed  too  far,"  he  says. 
"We  didn't  get  hoggish  a  few  years 
ago,  when  interest  rates  looked  high. 


So  we're  not  stuck  with  fixed-rate 
long-term  loans." 

Silbert  is  looking  at  the  future, 
though.  Interstate  banking  is  inevita- 
ble, he  says.  So  he  is  trying  to  set  up 
an  embryo  organization  under  which 
small  banks  can  cope — a  network  of 
small  banks  everywhere,  except  per- 
haps in  the  Northeast,  with  Sterling 
service  as  the  umbrella.  It  will  offer 
trust  and  factoring  services  and  re- 
ceive a  piece  of  the  small  bank's  busi- 
ness in  return. 

When  Silbert  says  small,  he  means 
small:  He's  looking  for  banks  that 
have  less  than  S20  million  in  capital 
and  $150  million  in  assets,  but  are 
healthy  enough  to  show  a  return  on 
equity  of  about  15%.  In  short,  Silbert 
says,  "We're  looking  to  work  with 
banks  that  are  turning  away  business 
in  a  growth  area  simply  because  the 
comptroller  tells  them  they're  not 
meeting  the  legal  minimum  capital 
requirements." 

What's  in  it  for  these  small  banks' 
Largely,  capital  and  the  opportunity 
to  expand.  Silbert  expects  Sterling's 
factoring  and  secured  lending  services 
will  also  prove  useful.  If  it  works,  Gil- 
bert's hope  is  that  when  interstate 
banking  arrives,  Sterling  w  ill  be  in  a 
position  to  make  the  best  mergers. 
"After  a  few  years  of  trial  marriage, 
maybe  our  small-bank  members  will 
consider  making  it  legal,"  he  says.  In 
the  meantime,  Silbert  says,  Sterling 
will  get  part  of  a  profitable  business. 
Unlike  correspondent  banks,  Sterling 


Theodore  Silbert  of  New  York  City 

Building  a  network  of  small  banks  to  sow  the  seeds  of  future  mergers. 
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Coffee  from  Costa  Rica. . . 
Teddy  bears  to  Tacoma. . . 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 
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Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


Bill  Souba  of  David  City,  Neb. 

Money  market  funds  are  stealing  deposits,  but  tiny  David  City  Bank  still  makes  money  on  its  loans. 


will  not  insist  on  taking  any  options 
on  small  banks'  business.  "Most  are 
afraid  now  to  give  up  business  to  a 
correspondent,  for  fear  that  if  it's  real- 
ly profitable  it  will  be  taken  away.  We 
don't  want  to  frighten  the  new  bride." 
Silbert  hopes  to  start  with  a  dozen  or 
so  members. 

But  when  interstate  banking  does 
arrive,  why  would  these  banks  merge 
with  Sterling  and  not  Citicorp-  Silbert 
is  confident  for  one  reason:  "Ego." 
The  way  he  sees  it,  "A  guy  who  has 
worked  all  his  life  to  become  presi- 
dent of  a  bank  doesn't  want  some 
Harvard  M.B.A.  coming  in  and  push- 
ing him  out  of  his  job.  With  Sterling,  a 
small  banker  will  be  able  to  retain  his 
independence." 

Silbert  is  also  betting  on  politics  as 
well  as  psychology.  His  assumption  is 
that  Congress  will  enact  a  form  of 
interstate  banking  with  restraints  on 
complete  consolidation.  "They're  not 
going  to  let  the  top  50  banks  in  this 
country  gobble  up  everything,"  he 
says.  Short  of  that,  Ted  Silbert  means 
to  be  one  of  the  survivors. 


"Where  would  I  go?" 

As  president  of  the  Nebraska  Indepen- 
dent Bankers  Association,  Bill  Souba, 
39,  spends  a  lot  of  his  time  fighting 
against  deregulation — and,  in  case  he 
loses  that  fight,  for  the  right  kind  of 
deregulation.  That  means  the  best  pos- 
sible terms  for  institutions  like  his  tiny 
David  City  Bank  ($19  million,  total 
assets).  Will  it  even  be  there  after  the 
dust  has  settled:  Says  Souba:  "In  sur- 
viving the  initial  thrust,  we'll  be  the 
stronger  for  it." 

David  City  (pop.,  2,500)  is  a  farming 
town,  so  Souba's  profits  arc  almost  as 
dependent  on  the  price  of  corn  and 
soybeans  as  on  interest  rates.  Since 
this  year's  crop  appears  plentiful, 
prices  will  soften.  That  means  he  can 
count  on  a  slackened  loan  demand, 
and  Souba's  bank  will  show  a  bit  less 
than  its  usual  1%  return  on  assets. 
Return  on  equity,  though,  should  hold 
steady  at  its  usual  17%. 

But  Bill  Souba  is  plenty  worried. 
Since  he  bought  the  bank  from  his 
father  four  years  ago,  money  market 


funds  have  drained  off,  he  figures, 
maybe  6%  of  his  deposits.  That's  the 
problem,  not  the  loan  business:  "No 
fund  or  big  bank  will  be  able  to  replace 
our  loan  customers.  If  money  market 
funds  had  to  keep  the  same  reserve 
requirements  as  we  do,  then  deregula- 
tion wouldn't  be  so  bad.  " 

Last  year  Souba's  total  loan  losses 
were  nil.  And,  over  the  past  20  years, 
he  claims,  he  hasn't  lost  a  dime  on  his 
agricultural  loans.  Says  he.  "These 
farmers  are  a  conservative  bunch. 
They  won't  go  out  and  gamble  with 
their  money,  so  our  loan  risks  are 
much  less  than  they  might  be."  Too, 
more  young  people  are  coming  back 
to  the  family  farm  after  finishing  col- 
lege, which  will  be  good  news  for 
Souba — if,  in  the  future,  they  don't 
choose  to  bank  at  a  branch  of  some 
big  holding  company. 

Has  Souba  thought  of  selling  out 
and  avoiding  the  messy  confrontation 
that  awaits  him'  He  gazes  for  a  mo- 
ment at  the  miniature  trains  on  dis- 
play in  his  office.  "No,"  he  shrugs, 
"where  would  I  go:  "■ 
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PITNEY  BOWES  IS 
ABOUT  TO  TRANSFORM 
f  HE  WAY  THE  WORLD 
GETS  OUT  THE  MAIL 


Trust  Pitney  Bowes 
b  do  it  again.  Now  we've 
Produced  a  totally 
itegrated,  totally  elec- 
fonic  mailing  system- 
system  with  so  many 
enefits  that  it's  going 
)  set  the  standard  for 
fficiency  in  mailrooms 
nd  communications 
enters  all  over  the 
wld. 

It's  a  state-of-the-art 
evelopment  that  offers 
nproved  productivity  and 
Srsatility  and  gives  you  more 
Introl,  accuracy  and  speed  in  the 
ray  you  get  out  the  mail — all  of  which  lead 
)  significant  economies  of  operation.  Elements  of 
le  system  include: 

Electronic  postage  meter  and  mailing 
mchine  with  modular  weighing  and  accounting 
iterface  capability  for  versatility,  easy  expansion 
>r  future  needs.  Fast,  simple,  convenient  push- 
utton  keyboard.  Provides  meter-stamped  and 
saled  mail. 


Built-in  remote  meter  resetting— 

buy  any  amount  of  postage  by  phone.  Saves 
time  and  trips  to  the  post  office.  High  postage 
capacity. 

Electronic  scale  with  decision-making 
capability.  Central  operator  control  saves 
steps,  minimizes  error,  and  provides  total 
communication  between  weighing,  metering, 
accounting,  and  documenting  functions. 
Entire  system  gives  total  electronic  reliability. 

Electronic  parcel  register  for  shipping 
parcels  via  private  shipping  companies.  Built-in 
Darcel  numbering  system  for  security  and  easy 
tracing. 

Electronic  document  printer  provides 
ynchronized  parcel  identification  and  control, 
!  increased  accuracy,  and  productivity  in  the  ship- 
ping room. 

The  Electronic  Mailing  System  from  Pitney 
Bowes.  It's  the  most  exciting  advance  in  mailing 
systems  since  we  invented  the  postage  meter  and 
metered  mail  61  years  ago.  In  119  countries 
throughout  the  world,  a  company  that  services 
what  it  makes.  And  a  company  known  for  innova- 
tive new  products  that  help  business  and  govern- 
ment do  a  better  job. 


INTRODUCING  THE  PITNEY  BOWES  ELECTRONIC  MAILING  SYSTEM 
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ELECTRONIC  SCALE 


ELECTRONIC  POSTAGE  METER  AND  MAILING  MACHINE 


H  Pitney  Bowes 
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ELECTRONIC  DOCUMENT  PRINTER 


ELECTRONIC  PARCEL  REGISTER 


HP  Pitney  Bowes 

World  leader  in  mailing  systems 


I  more  information,  call  toll  free  anytime  (except  Alaska  or  Hawaii)  800-621-5199  (in  Illinois  800-972-5855)  Or  write  Pitney  Bowes,  1709  Pacific  Street,  Stamford, 
)nnecticut  06926  Over  600  sales  and  service  points  throughout  the  U.S.  and  Canada  Postage  Meters,  Copiers,  Mailing,  Dictating.  Labeling,  Price  Marking  and 

Word  Processing  Systems,  Business  Forms  and  Office  Supplies. 


Up  in  Minneapolis,  I  liter- Regional  Finan- 
cial Group  has  big  plans  to  become  the 
white  knight  of  the  West,  but  a  lot  depends 
on  calming  some  anxious  spirits  in  Dallas. 


A  white  knight 
in  the  making 


By  Thomas  O'Donnell 


T|  HIS  IS  THE  KIND  OF  THING  that 
gets  me  mad,"  says  Thomas 
Holloran,  president  of  Minne- 
apolis-based Inter-Regional  Financial 
Group  and,  usually,  an  amiable  fellow. 
Holloran  is  holding  a  trade  journal  in 
his  hand,  and  he  is  less  than  pleased 
about  a  story  inside  claiming  that  In- 
ter-Regional, a  highly  diversified  hold- 
ing company,  will  combine  its  oper- 
ations with  those  of  a  brokerage  firm 
he  is  moving  to  acquire,  Dallas-based 


Rauscher  Pierce  Refsnes,  Inc. 

What's  so  maddening  about  that"  "I 
have  spent  a  week  touring  Texas,  as- 
suring Rauscher  Pierce  employees 
that  they  wouldn't  lose  their  indepen- 
dence under  us,"  Holloran  replies. 
"Now  they're  going  to  read  this  and 
doubt  us  once  again." 

Eliminating  those  doubts  is  essen- 
tial to  Holloran.  Down  in  Dallas, 
Rauscher  Pierce  employees,  who  own 
almost  all  of  its  stock,  have  yet  to  vote- 
on  the  deal.  Holloran  has  no  reason  to 
worry  about  the  senior  members  of 


the  firm.  To  them,  selling  to  Inter) 
Regional  is  a  handy  way  to  pull  theij 
capital  out  of  the  business.  And  he  caq 
dismiss  references  heard  there 
"Minnesota  farm  boys"  as  just 
much  chauvinistic  joshing.  But  morJ 
worrisome  are  prospects  for  a  moral! 
crisis  based,  not  on  regional  pride,  bid 
on  cold  cash.  For  the  best  and  bright) 
est  members  of  the  firm,  the  road  ti 
partnerships  and  bigger  incomes  cart 
only  get  longer  under  Intcr-Rcgional 

The  Rauscher  Pierce  deal  is  mucrj 
needed  to  advance  Holloran's  long] 
term   strategy,   which   amounts  t 
making  Inter-Regional  nothing  lesj 
than  the  premier  securities  firm  in 
the  West.  That,  of  course,  is  a  tal| 
order.  "Outside  this  area,"  shrug: 
Holloran,  sitting  in  his  small  fourth 
floor  office  above  downtown  Minne 
apolis,  "we're  still  'Inter-Who?'  " 

Inter- Regional  has  come  a  long  way) 
under  Holloran.  Only  about  60%  of  its 
earnings  now  come  from  its  brokers 
age  and  investment  banking  subsid 
iary,  Dain  Bosworth,  formed  in  19781 
by  the  merger  of  Dain,  Kalman  fid 
Ouail  with  Bosworth,  Sullivan.  Thtl 
rest  comes  from  subsidiaries  in  equip-] 
ment  leasing,  life  insurance,  money 
management  and  real  estate.  Over  the 
past  five  years,  revenues,  assets  and 
earnings  have  more  than  doubled,  thej 
dividend  has  tripled  and  return  on  eq 


MINDS 

OVER  MATTER 

An  EaglG  that  hunts  an  dark,  rainy  nights. 

The  task:  Build  a  fighter  to  thwart  enemy  plans  deep  in  hostile  territory.  The 
tools?  Metal,  machinery  and  the  minds  at  McDonnell  Douglas— scientists, 
engineers  and  technicians.  The  result  is  an  F-15  Eagle  with  remarkable 
capabilities.  It  can  fly  unrefueled  across  an  ocean  or  a  continent.  It  can 
pick  out  a  target  no  bigger  than  a  tank— day  or  night,  in  any  weather. 


jiity  has  climbed  to  25%.  In  1980 
•arnings  jumped  34%,  to  $2.98  per 
■hare.  This  year's  first  half  was  even 
Inore  impressive:  Earnings  jumped 
kl%,  from  88  cents  to  $1 .42  per  share, 
Ivhile  revenues  rose  from  $53  million 
lo  $81  million.  It's  an  extraordinary 
turnaround.  In  1975,  the  year  before 
pe  took  over,  Inter-Regional  had  lost 
$347,000,  following  a  near  $1  million 
loss  a  year  earlier. 

:  Before  he  was  named  president, 
-lolloran,  now  52,  had  never  worked  a 
day  in  the  brokerage  business.  A  local 
ooy  who  had  worked  his  way  through 
'die  University  of  Minnesota  and  its 
ilaw  school,  he  entered  business  after 
[practicing  law  for  12  years,  and 
:;limbed  to  chief  executive  at  Med- 
tronic, a  Minneapolis  medical-supply 
company.  In  late  1975,  making 
$125,000  a  year  and  having  just  re- 
ported record  earnings,  Holloran  sud- 
denly walked  away.  What  happened? 
f'The  job  was  consuming  my  personal 
life,"  he  says.  "And  I  couldn't  allow 
that  to  continue." 

He's  busy  enough.  With  Rauscher 
Pierce,  Inter-Regional's  revenues 
would  jump  from  $  1 23  million  to  about 
$  1 80  million,  making  it  the  West's  larg- 
est regional  broker.  Its  capital  would 
reach  $45  million  and  its  sales  force 
would  expand  from  360  to  650.  Raus- 
cher Pierce's  24  branches  would  allow 


Thomas  Holloran  of  Inter-Regional 


"Outside,  we're  still  'Inter-Who?' 


Inter-Regional  to  enter  the  Southwest 
without  setting  up  new  offices. 

Extensive  knowledge  of  the  energy 
business  helped  push  Rauscher 
Pierce's  return  on  equity  in  1980  up  to 
34%,  well  above  the  29%  average  for 
other  regional  brokers  and  the  24% 
posted  by  national  firms.  Thus,  since 
Holloran   would   acquire   the  firm 


through  a  stock  swap  valued  at  $23 
million,  Inter-Regional's  capital 
would  not  be  diluted. 

Inter-Regional  was  listed  for  trading 
on  the  Big  Board  last  month — "a  com- 
ing of  age,"  Holloran  says.  Pernn 
Long,  an  analyst  with  Lipper  Analyt- 
ical Services,  predicts  Inter-Regional's 
stock  could  jump  50%,  from  around 
$15  per  share  to  $23  per  share,  once 
the  merger  is  approved.  He  reasons 
that  the  company's  traditional  multi- 
ple of  4.5  could  rise  to  6.5,  equal  to 
that  of  comparable  brokerage  firms. 

For  the  long  term,  Holloran  aims  to 
turn  Inter-Regional  into  the  industry's 
white  knight  of  the  West.  "When  a 
small  tirm  is  targeted  by  a  giant,  but 
doesn't  want  to  be  swallowed  up,"  he 
says,  "we  hope  they  will  keep  their 
independence  by  turning  to  us."  But 
he  insists  that  he  has  nothing  else  in 
mind  right  now.  "Let's  face  it,"  he 
says,  "we  have  to  prove  that  we  can 
make  the  Rauscher  Pierce  deal  work." 

Nobody  would  be  surprised,  though, 
if  Inter-Regional  itself  were  to  become 
a  takeover  target.  Shearson  has  long 
been  rumored  to  have  its  eye  on  the 
company.  "There  is  nothing  to  that 
rumor,"  Holloran  says  flatly.  Ah,  but 
what  if  the  offer  is  oh  so  sweet?  "Any- 
thing is  possible  in  this  world,"  says 
Holloran.  "But  for  now,  we  intend  to 
stay  independent."  ■ 


Shots  in  the  arm  for  health  care. 

The  challenge:  Help  the  health  care 
industry  save  time,  money  and  lives. 
Our  solutions  include  faster  ways 
|u  to  detect  diseases,  innovative 
hospital  computer  systems, 
financing  for  medical 
equipment— even  a 
plan  for  producing 
vital  drugs 
in  space 


A  missile  that  hides 
while  it  seeks. 

The  mission:  To 
guard  Free-World 
seas.  The  missile- 
Harpoon.  Launched 
from  sub,  ship  or 
plane,  it  will  search 
out  any  target  within 
8,000  square  miles, 
skimming  low  over 
the  waves,  then 
leaping  up  to  strike 
from  above. 


In  the  battle  for  the  $22  billion  U.S.  travel- 
er's check  business,  Visa  has  found  the 
going  tougher  than  it  figured. 

Visa's 
Vietnam? 


Visa's  Dee  Hock 

Maybe  he  should  not  have  changed  his  mind. 


By  Eamonn  Fingleton 

Dee  Hock,  chief  executive  of  the 
Visa  credit  card  organization, 
used  to  dismiss  traveler's 
checks,  those  fail-safe  proxies  for  real 
money,  as  an  "anachronism."  An  out- 
spoken prophet  of  the  electronic  revo- 
lution in  hanking,  he  was  convinced 
that  plastic  cards  would  wipe  out  trav- 
eler's checks. 

So  it  came  as  a  surprise,  after  the 
MasterCard  organization  announced 
in  1977  that  it  was  launching  a  travel- 
er's check  program,  when  Visa  quick- 
ly upstaged  its  rival  by  launching  its 
checks  first.  Next  month  (Nov.  1 )  Visa 
celebrates  the  second  birthday  of  its 
checks,  and  the  occasion  will  prob- 
ably be  marked  by  cheery  news  from 
Hock  on  how  far  the  company  has 
gone  in  its  bid  to  win  50%  of  the  $32 
billion  world  market.  He  is  already 
claiming  that  Visa's  traveler's  check 
sales  are  running  at  $4  billion  a  year. 

But  how  do  Visa  issuers — member 
banks  who  stand  behind  Visa  checks 
they  issue — feel  about  the  venture? 


That  may  be  a  different  story. 

According  to  Jack  Cox,  a  leading 
Wall  Street  expert  on  the  traveler's 
check  industry,  none  of  the  13  U.S. 
banks  that  issue  Visa  traveler's  checks 
is  making  a  profit  from  the  business. 
"They  just  did  not  realize  how  long  it 
takes  for  traveler's  checks  to  become 
profitable,"  says  Cox. 

The  one  Visa  issuer  in  the  U.S.  that 
is  probably  doing  well  is  British- 
owned  Barclays  Bank,  which  already 
had  a  big,  mature  Barclays  traveler's 
check  business  before  it  decided  to 
switch  to  the  Visa  name. 

Spencer  Nilson,  who  issues  a  pep- 
pery bimonthly  newsletter  on  the 
credit  card  and  traveler's  check  indus- 
try, says  the  newcomers  have  suc- 
ceeded only  in  triggering  a  price  war 
that  is  harming  no  one  more  than 
themselves.  "Many  Visa  issuers  were 
hoping  they  could  get  volume  by  sign- 
ing third-party  agent  banks  to  sell 
their  checks,"  he  says.  "The  agents 
are  having  all  the  fun  because  every- 
one is  offering  them  such  good 
terms." 


So  far  Hock  has  pulled  in  only  three 
U.S.  heavyweights,  Chase  Manhat- 
tan, Wells  Fargo  and  First  Chicago. 

The  rest  of  the  U.S.  issuers  are  for 
the  most  part  colorful  small-fry  like 
Golden  Pacific  National  bank — based 
in  New  York's  Chinatown — Dime 
Savings  Bank  of  New  York  and  Bank 
of  Hawaii. 

The  Visa  traveler's  check  works 
like  the  Visa  credit  card  operation: 
The  member  banks  manage  their 
check  systems  independently  but  of- 
fer certain  reciprocal  services  and 
benefit  trom  the  international  accep- 
tance of  the  Visa  logo.  The  Visa  orga- 
nization's role  is  confined  mamly  to 
providing  limited  marketing  support, 
printing  plates  and  counterfeiting  in- 
surance. For  this  each  U.S.  issuer  pays 
Visa  a  royalty  starting  at  0.3%  and 
tapering  to  0. 1 2%  after  a  few  years. 

MasterCard's  program,  which  was 
finally  launched  in  March,  offers  more 
centralized  services,  including  clear- 
ing checks  and  handling  refunds.  Mas- 
terCard charges  1%  of  sales  to  cover 
operating  costs. 

The  traveler's  check  industry  is 
difficult  to  analyze.  None  of  the  par- 
ticipants breaks  out  figures  on  prof- 
its or  sales,  but  Cox'  best  estimate  is 
that  American  Express  controls  near- 
ly half  of  the  world  market.  Citicorp 
is  a  distant  second,  followed  by  Bank 
of  America  and  British-owned 
Thomas  Cook. 

Cox,  who  as  an  analyst  at  Purcell, 
Graham  &.  Co.  was  regarded  as  a  lead- 
ing authority  on  American  Express, 
points  out  that  in  traveler's  checks 
margins  are  wafer-thin.  He  reckons 
that  American  Express  will  make  only 
$45  million  before  tax  on  traveler's 
checks  this  year,  on  sales  of  SI 6.5 
billion.  That  represents  a  margin  of 
only  0.27%. 

Traveler's  check  issuers  derive  their 
revenue  largely  from  "float" — the  use 
of  a  vacationer's  money  before  he 
cashes  the  checks.  American  Express 
has  traditionally  kept  its  float  figures 
a  closely  guarded  secret.  It  is  a  sign  of 
how  badly  its  feathers  have  been  ruf- 
fled that  it  is  now  revealing  detailed 
float-income  figures  in  presentations 
to  wavering  agents.  Those  presenta- 
tions- show — surprise — that  float  is 
not  nearly  as  big  as  Visa  suggested  in 
early  projections.  Lou  Gerstner,  vice 
chairman  of  American  Express,  ex- 
plains why:  "The  consumer  is  aware 
these  days  of  the  value  of  cash.  The 
trend  of  float  life  is  downward  and 
Visa's  figures  get  more  unrealistic  ev- 
ery month."  The  one  thing  in  Visa's 
favor  is  high  interest  rates,  which 
make  those  free  float  dollars  more 
valuable. 
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There  used  to  be 
all  kinds  of  reasons 
for  picking 
an  investment  banker. 


 ■ 

ofCani 


*y 


Now  there's  only  one. 


The  productivity  of  capital  is  the  ratio 
of  net  output  to  capital  employed.  The 
more  you  improve  that  ratio,  the  more  you 
increase  the  value  of  the  enterprise — and 
the  return  to  stockholders. 

With  the  cost  and  volatility  of  money 
today,  is  there  a  more  challenging  task  for 
corporate  management?  A  more  important 
role  your  investment  banker  can  perform? 

The  capital  productivity  people.  All 
our  financial  services  at  Donaldson,  Lufkin 
&  Jenrette  are  dedicated  to  improving  the 
productivity  of  our  clients'  capital.  Which 
explains  why  over  three  times  as  many 
clients  now  use  our  investment  banking 
services  as  did  three  years  ago. 

The  house  that  research  built.  We've 
long  been  a  leader  in  investment  research 
—we're  known  as  "the  house  that  research 
built."  In  the  last  decade  DLJ  has  also 
become  a  leader  among  investment  bank- 
ers in  raising  capital  for  successful  compa- 


nies and  in  providing  active,  after-market 
support  for  our  underwriting  clients.  We 
handle  10%  of  all  NYSE  trades,  No.  2  in  the 
industry. 

Our  Development  Banking  assign- 
ments, including  divestitures,  mergers  and 
acquisitions,  range  from  emerging  enter- 
prises to  billion  dollar  corporations. 

The  value  of  our  transactions  for  inde- 
pendent energy  companies  last  year 
topped  $2.5  billion.  Many  were  among  the 
most  sophisticated  in  the  industry. 

A  non-traditional  approach.  At  DLJ 
our  spirit  is  entrepreneurial.  Our  strategy 
is  innovative.  Our  bias  is  toward  action. 

Whatever  your  capital  needs  and 
company  goals,  talk  to  the  capital  produc- 
tivity people  at  DLJ.  Or  write  for  our  book- 
let, "Investment  Banking,"  to  John  Chalsty, 
Managing  Director,  Donaldson,  Lufkin  & 
Jenrette,  140  Broadway,  New  York,  N.Y 
10005.  (212)  943-0300. 


Donaldson,  Lufkin  &  Jenrette 


In  one  case,  $2.2  million 
worth  of  American  Express 
checks  that  were  stolen  in 
South  Africa  started  turn- 
ing up  the  next  day  in  Swit- 
zerland. "If  the  Visa  issuers 
get  hit  with  a  substantial 
loss  they  may  never  break 
even,"  American  Express' 
Gerstner  says. 


Gerstner  of  American  Express 
The  float  is  getting  shorter. 


Visa  U.S.A.  President  Charles  Rus- 
sell fires  back  that  American  Express 
is  reading  too  much  into  its  own  expe- 
rience: "A  significant  number  of 
American  Express'  checks  are  sold  to 
sophisticated  business  people  who  un- 
derstand float  and  then  cash  the 
checks  as  soon  as  possible.  Our  issu- 
ers are  selling  to  less  sophisticated 
travelers,  so  American  Express'  com- 
parison is  not  realistic." 

Maybe  so,  but  Visa's  float  figures  are 
flatly  rejected  by  one  of  its  biggest  issu- 
ers, First  Chicago.  Craig  Abbott,  presi- 
dent of  the  First  Chicago  Cheque  Cor- 
poration, says:  "Our  experience  of  float 
has  run  below  the  original  Visa  projec- 
tions. I  am  not  happy  with  what  they 
told  me  I  was  going  to  experience." 

American  Express'  Gerstner  also 
voices  grim  forebodings  about  the  se- 
curity problems  Visa  issuers  face.  He 
cites  nightmarish  examples  of  blank 
traveler's  checks  stolen  in  transit.  In 
one  case,  $2.2  million  worth  of 
American  Express  checks  stolen  in 
South  Africa  started  turning  up  the 
next  day  in  Switzerland.  "If  the  Visa 
issuers  get  hit  with  a  substantial  loss 
they  may  never  break  even,"  Gerstner 
says.  "It  is  unfortunate  but  within  the 
expected  range  of  possibilities." 

To  guard  against  that,  Visa  is  relying 
mainly  on  a  loosely  linked  network  of 
security  staff  in  individual  member 
banks.  By  contrast,  American  Express 
has  a  force  of  1 50  security  people,  many 
of  them  former  FBI  men. 

Gerstner  also  questions  the  effec- 
tiveness of  Visa's  refund  system,  par- 
ticularly in  other  countries.  American 


Express  gleefully  recalls  a  survey  by 
Playboy  magazine  at  the  end  of  the 
year.  Writer  Stephen  Birnbaum  con- 
trived to  "misplace"  a  bundle  of  trav- 
eler's checks  from  various  issuers 
while  on  vacation  over  Christmas  in 
London — and  he  then  tested  the  re- 
fund system.  American  Express  and 
Thomas  Cook  emerged  unscathed 
from  the  ambush,  thanks  to  branches 
with  long  opening  hours.  Citicorp  and 
Bank  of  America  coped  creditably  but, 
with  Visa,  the  refund  application  was 
a  w  eek-long  charade  of  answering  ma- 
chines, unretumed  phone  calls  and 
transatlantic  buck-passing.  Visa  has 
since  installed  a  new  service  center  in 
London. 

Russell  staunchly  maintains  that 
Visa  issuers  are  making  "reasonable  if 
not  substantial  profits."  But  no  one 
else  in  the  industry  believes  him. 

Barclays,  which  probably  accounts 
for  some  two-thirds  of  Visa's  sales, 
may  be  the  only  Visa  winner  in  the 
U.S.  An  anonymous  but  well-placed 
observer  in  a  rival  bank  comments: 
"Barclays  made  out  like  bandits.  They 
got  all  the  branding  and  support  of 
Visa.  They  already  had  the  system  and 
the  economies  of  scale  and  they  now 
have  the  thing  they  lacked  here — in- 
stant acceptance." 

After  two  years  of  experience  it's 
apparent  that  the  once  highly  touted 
threat  to  American  Express  traveler's 
checks  was  hugely  overblown.  At 
worst,  the  Visa  organization  could  have 
a  serious  problem  in  the  mature  Ameri- 
can market.  At  best,  it  may  just  about 
survive  in  the  business.  ■ 
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Suess  who  couldn't  punch  his  way 
>ut  of  a  St.  Regis  paper  bag? 


We  put  former  heavyweight  cham- 
>n,  Smokin'  Joe  Frazier  in  a  bag  made 
th  our  shipping  sack  paper  and  he 
uldn't  get  through  it. 
S'o  wonder. 

WMs  is  the  kind  of  perform- 
ce  you  can  expect 
•m  a  new  kind  of  Kraft 
per  soon  to  be  avail- 
le  in  volume  from 
Regis.  New  Stress  m 
aft ' M  paper  will  ab- 
•b  18%  more  energy 
in  other  Kraft  papers 
equivalent  weight.  And 
ce  Stress  Kraft  paper 
II  be  so  tough,  we'll  be  able 
give  you  shipping  sacks  with 
o  plies  that  perform  as  well  as 
pping  sacks  made  with  three  plies 
regular  Kraft. 

What  makes  Stress  Kraft  paper  so 
igh?  It's  easy  to  describe  but  not 


easy  to  achieve.  Traditionally,  Kraft 
paper  is  dried  over  a  series  of  rollers 
that  pull  the  paper  taut. 
L  Research  showed 

H^Bk    however,  that  if  the 
sWk  paper  could  be  dried 
in  a  tension  free  way, 
it  would  have  consid- 
erably more  stretch, 
and.  hence,  more  ability 
to  absorb  energy. 
So  we  will  dry  new  Stress 
Kraft  paper  on  a  special 
machine  that  does  just  that. 
W     St.  Regis  will  be  the  only 
f  U.S.  company  to  have  Stress 
'  Kraft  paper.  And  this  is  another 
example  of  why  St.  Regis  is  a 
leader  in  packaging  technology. 
All  this  reflects  the  marketing 
stance  of  St.  Regis  toward  all  our 
packaging,  paper  and  construction 
products.  To  use  the  full  weight  of 


our  technology  and  marketing  in 
serving  our  customers  and  in  renew- 
ing the  forest  resource  our  products 
come  from. 

St.  Regis— serving  Man  and  Nature 
to  the  benefit  of  both. 


c  COPYRIGHT  1981  ST  REGIS  PAPER  COM 
N  Y.  N  Y  10017  ALL  RIGHTS  RESERVED 


EAST  42ND  STREET. 


The  Edge: 

That's  us.  The  Royal  Bank  of 
inada. 

As  North  America's  fourth 
jgest  bank,  and  with  assets  exceed- 
l  $Cdn.  60  billion,  we  have 
nsolidated  our  international 
ength  as  a  bank,  by  adding  to  our 
ig  established  technical  expertise 
energy  and  mining, 
hat  makes  us  a  world  leader? 
Our  Global  Energy  and  Minerals 
oup,  with  the  largest  reserve 
technical  experts  on  staff  of  any 
nk  in  the  world, 
hat  we  get  into. 

Led  by  the  former  Chairman  of 
nada's  National  Energy  Board,  our 
:hnical  division  enables  us  to  he- 
me involved  in  diverse  and  distant 
ojects  —  from  financing  North  Sea 
to  acting  as  financial  advisers  on  a 
ijor  Australian  pipeline. 

hat  we  do. 

We  can  handle  project  evaluation 
id  financial  structuring  in  oil  sands, 
nfuels,  rigs,  pipelines,  refineries 
id  petrochemicals. 
We  lend  financial  support 


THE  ROYAL  BANK  OF  CANADA 


North  America's  Fourth  Biggest  Bank 


inking  by  deposits  as  of  Msrch  31/81 . 


to  offshore  petroleum  development, 
conventional  oil  and  gas  production, 
rigs,  heavy  oil,  enhanced  petroleum 
recovery,  coal  mining  projects, 
you  name  it. 
There's  more. 

With  the  help  of  our  Resource 
Information  and  Analysis  Group, 
we  provide  expertise  in  oil  and  gas 
price  forecasts,  costs  and  royalties, 
as  well  as  government  regulations, 
project  intelligence,  energy  and 
minerals  information  resources.  We 
provide  modelling  and  simulation 
of  project  financial  flows  and  risk. 


How  to  tap  our  resources. 

You  can  reach  the  Global  Energy 
and  Minerals  Group  at  its  offices  in 
Denver,  Dallas,  Houston,  London, 
Singapore,  Calgary,  Toronto  or 
Vancouver. 

Or  contact  us  through  any  of 
our  200  operating  units,  located 
in  44  countries  around  the  world. 

Within  as  little  as  24  hours, 
we  can  have  experts  on  your  site  to 
discuss  your  needs. 

We  know  you  want  fast,  accurate 
results. 

That's  what  we  give. 

We  know  you  want  people  who 
understand  your  business. 

That's  what  we  have. 

We  know  you  want  a  world 
class  bank  with  proven  capabilities. 

That's  what  we  are. 

We  have  the  lending  capacity  to 
do  business  of  any  size  anywhere  in 
the  world. 

To  survive  and  prosper  in  today's 
energy  jungle,  you  only  have  one 
choice. 

Call  us. 


Young  Bill  Smithburg  was  the  surprise 
choice  as  the  CEO  of  venerable  Quaker 
Oats.  But  the  surprises  will  not  stop  there. 


Youthful 
enthusiasm 


By  Maurice  Barnfather 

W'illiam  Smithburg,  the 
stocky,  almost  boyish-look- 
ing 43-year-old  who  last 
month  was  named  chief  executive  of 
the  Quaker  Oats  Co.,  is  not  at  all 
intimidated  by  the  fact  that  he  is  the 
youngest  and  only  the  second  CEO 
not  related  to  the  founding  Stuart 
family  in  the  company's  104-year  his- 
tory. Far  from  looking  over  his  shoul- 
der at  the  past,  he  seems  determined 
to  alter  its  future — fast. 

Quaker  today  is  an  assemblage  of 
household  names  both  here  and 
abroad — Aunt  Jemima  pancake  mixes 
and  syrups,  Ken-L-Ration  dog  food, 
Puss  'n  Boots  cat  food,  Fisher- Price 
toys — and  of  course  Quaker  cereals, 
which  accounted  for  over  50%  of  its 
$668.8  million  U.S.  grocery  sales  in 
fiscal  1981  (ended  June  30).  Within 
the  next  two  to  three  years,  Smith- 
burg says,  he  expects  20%  of  Quaker's 
total  S2.6  billion  sales  to  come  from, 
of  all  things,  retailing.  That  will  take 
some  doing.  Last  year,  retailing — built 
around  the  Herrschners  and  Brook- 
stone  mail-order  and  store  groups — 
contributed  only  5%  of  sales. 

What's  Smithburg's  hurry-  Impa- 
tience with  mediocrity,  it  would  ap- 
pear. Quaker's  returns  on  equity,  con- 
sistently better*  than  16%,  are  only 
mid-range  for  the  branded  foods  busi- 
ness— better  than  Campbell  Soup  and 
H.J.  Heinz  but  not  as  good  as  General 
Foods  or  General  Mills,  to  say  nothing 
of  Kellogg,  the  profitability  leader. 
Smithburg  has  also  looked  at  Quaker's 
earnings — up  10%  last  year,  down  4% 
the  year  before — and  found  the  record 
wanting.  "Only  real  growth  after  infla- 
tion really  matters,"  he  says. 

So  Smithburg,  a  former  advertising 
executive  with  an  M.B.A.  from  North- 
western who  joined  Quaker  in  1 966  as  a 


brand  manager  for  Aunt  Jemima  waf- 
fles, has  set  his  sights  on  retailing.  In 
July  Quaker  bought  the  Jos.  A.  Banks 
clothing  store  chain  and  further  maior 
acquisitions  are  sure  to  follow. 

Quaker  is  not  ignoring  the  grocery 
business,  to  be  sure.  Abroad,  it  began 
an  aggressive  acquisition  program 
several  years  ago.  Last  year  these  ad- 
ditions— Chiari  &  Forti,  for  example, 
in  Italy,  Mellona  in  the  Netherlands — 
contributed  45%  of  international  gro- 
cery sales  and  most  of  the  growth. 
The  international  division  now  brings 
Quaker  32.5%  of  its  overall  sales  and 
20.8%  of  its  operating  income.  Robert 


Smithburg  of  Quaker  Oats 
One  is  the  only  number. 


Thurston,  vice  president  in  charge  of 
the  international  division,  especially 
likes  the  potential  for  pet  food  in  Eu- 
rope. "Mars  [the  candy  company] 
dominates  the  pet  food  markets 
around  the  world,"  says  Thurston. 
"But  there's  no  brand  loyalty — it's  not 
consumed  by  the  person  that  buys  it." 

At  home,  the  total  unit  volume  in 
grocery  products  has  been  growing 
only  1%  to  2%  a  year.  Worse,  like  the 
cigarette  industry,  that  market  is  in- 
creasingly fragmenting  into  special 
pockets  of  growth — dry  dog  food,  light 
syrup — which  raises  marketing  costs. 
All  things  considered,  despite  these 
trends,  Smithburg  thinks  Quaker  is 
doing  well.  "Look,  people  would  prob- 
ably think  of  instant  oatmeal  as  a 
mature  product  because  it  has  been 
around  since  the  mid-Sixties,"  he  says 
with  a  knowing  grin.  "A  9%  annual 
unit  growth  and  18%  in  sales  is  noth- 
ing to  look  down  your  nose  at." 

Smithburg  can  easily  afford  his  am- 
bitious plans  in  retailing.  Quaker  has 
little  relative  debt — $382.6  million, 
only  36.7%  of  capitalization — and  a 
cash  flow  approaching  SI 50  million  a 
year.  Even  as  he  scouts  new  acquisi- 
tions, he  is  hiking  the  advertising 
budget  18%,  to  $400  million  this  year, 
and  increasing  capital  spending  20%, 
to  $165  million. 

"I  want  5%  average  real  earnings 
growth  each  year.  If  inflation  is  10%, 
our  earnings  must  rise  15%,"  he  says, 
leaning  forward  earnestly.  Returns  on 
equity  will  be  "up  to  18%  to  19% 
within  two  years,  "he  says.  "Or  higher, 
if  interest  rates  go  up."  Dividends,  too, 
will  rise  in  line  with  earnings,  he  says, 
while  debt  will  be  held  down.  "We  will 
use  the  investment  money  spun  off 
from  grocery  and  toys,"  he  explains. 
And  he  adds  that  Quaker's  chemical 
business — it  recycles  the  oat  hullspiled 
up  at  Quaker's  plants— chalked  up  a 
62%  rise  to  $11  million  in  operating 
income  last  year.  There's  no  need  for 
new  investment  in  chemicals  for  sever- 
al years,  so  Smithburg  plans  to  use  that 
cash  to  build  elsewhere. 

"We're  after  the  home-related  con- 
sumer," explains  Smithburg.  "There 
will  be  more  single  households  and 
smaller  families  with  more  to  spend 
on  mail  order  and  specialty  retailing." 

What  it  all  adds  up  to  is  that  1 04-year- 
old  Quaker  has  an  aggressive  new  CEO 
determined  to  make  his  mark.  "When  I 
got  the  Quaker  president's  job,"  he 
says,  gesturing  to  his  bookshelf,  "some 
friends  gave  me  that  glass  number  1. 
That's  the  only  market  share  we  will 
accept  from  now  on. "  Such  enthusiasm 
can  be  unsettling  to  a  wholesome,  old- 
line  company.  But  it  can  also  prove 
enriching.  ■ 


FORBES,  OCTOBER  26,  1981 


Want  to  see  new  wa\rs 
to  recover  prehistoric  oil? 
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Borg-Wamer  is  the  largest  shareholder  in  the  Hughes  Tool  Company,  a  leading  innovator 
of  new  technology  and  equipment  for  the  production  of  tomorrow's  oil.  That's  Borg-Wamer  today.  ^^T>- 
In  eight  major  markets,  Borg-Wamer  is  a  company  to  watch. 

Watch 
Bora-Warner 


For  an  annual  report  write:  Borg-Wamer,  Dept.  50,  200  South  Michigan  Avenue,  Chicago,  Illinois  60604 


Is  there  still  room  for  medium-size  family -controlled 

businesses  in  the  brave  new  world  of 
financial  supermarkets?  Yes,  if  the  family  company  is 
as  well  run  as  Bostons  Fidelity  Management. 

Ned  Johnson  of  FMR: 
Watch  your  flank, 
Merrill  Lynch 


Edward  C.  Johnson  3d's  fa- 
ther was  a  legend  in  the 
investment  business,  me- 
morialized as  Boston's  "Mr. 
Johnson"  in  Adam  Smith's 
TJje  Money  Came.  It's  not  easy  to  step 
into  a  pair  of  shoes  like  that,  but  Ned 
Johnson,  51,  has  done  so  with  style. 
The  result  is  that  Fidelity  Management 
N  Research  Co.  runs  about  $13  billion 
worth  of  other  people's  money  and  has 
survived  almost  alone,  as  a  family- 
owned  company  in  an  era  when  most  of 
the  turns  founded  by  the  elder  John- 
son's contemporaries  have  been  swal- 
lowed by  the  conglomerates.  The  son 
has  managed  to  compete  with  the  likes 
of  Merrill  Lynch,  Dreyfus  and  IDS  by 
adding  a  cluster  of  shrewdly  merchan- 
dised new  products — a  brace  of  best- 
selling  money  funds  and  what  may  be 
the  nation's  biggest  discount  brokerage 
operation,  among  others — to  the  nucle- 
us ot  the  old-line  mutual  funds  he  inher- 
ited from  his  now  retired  father. 

The  tempo  of  the  game  is  intensify- 
ing. Prudential  takes  over  Bache. 
American  Express  absorbs  Shearson. 
Sears,  Roebuck  creates  its  own  money 
market  fund  and  takes  over  Coldwell, 
Banker,  the  big  West  Coast  real  estate 
and  mortgage  broker.  Almost  every- 
body seems  to  be  cracking  into  the 
money  management  business.  Can  a 
modestly  capitalized,  privately  owned 
firm  like  Fidelity  survive  in  an  in- 
creasingly institutionalized  world 
that  seems  almost  certain  to  be  domi- 
nated by  behemoths? 

Ned  Johnson  stops  twirling  his  gold- 
rimmed  aviator  spectacles,  puts  his 
head  back  and  laughs.  "We're  going  to 
live  a  precarious  existence,  but  our 
existence  will  be  a  lot  more  interest- 
ing than  other  people's — if  you  find 
living  precariously  interesting."  John- 


By  Richard  Phalon 

son  is  clearly  facing  the  closing  circle 
of  competition  with  zest.  The  fam- 
ily's old  New  England  name  is  on  the 
line  and  so  is  the  sizable  fortune  it  has 
plowed  back  into  Fidelity. 

With  what  has  already  been  accom- 
plished, and  considering  what  is  now 
at  risk,  many  similar  outfits  would 
take  the  money  and  run.  That  is,  they 
would  sell  out.  With  Ned  Johnson,  it's 
not  just  money;  it's  pride  as  well.  "We 
don't  want  to  be  one  of  those  big 
conglomerates,"  he  says,  "so  we  bet- 
ter have  good  merchants,  otherwise 
we're  never  going  to  get  out  to  the 
public.  You  better  have  some  damn 
good  account  managers,  otherwise 
they're  going  to  wind  up  burying  you 
in  CDs.  And  then  you  better  have  a 
damn  good  service  company  that  can 
communicate  with  those  sharehold- 
ers once  you  have  found  them." 

Where  his  tather  was  an  invest- 
ment genius,  a  philosopher  of  the 
markets,  Ned  Johnson  is  your  profes- 
sional manager.  He  understands  you 
need  more  than  good  product.  You 
must  market.  You  must  manage.  In  a 
service  business  like  this  you  must 
master  computers.  Ned  (ohnson  roves 
his  company  like  a  shortstop — now 
stabbing  at  a  troublesome  liner  in  the 
telephone  room  that  links  FMR  to  its 
750,000  shareholder  accounts;  now 
lunging  for  a  hot  grounder  in  the  com- 
puter system  that  has  helped  make 
FMR  one  of  the  sharpest  direct-mail 
sellers  in  the  business.  "Ned  likes  to 
test  the  system,"  says  one  associate. 

He's  a  worrier.  There's  nothing 
smug  about  Ned  Johnson.  "The  im- 
perfections, that's  all  I  see  all  day,  my 
own  plus  everybody  else's,"  says  he, 
revealing  a  streak  of  the  Puritanism 


endemic  in  the  circle  of  proper  Bosto- 
man  money  managers  where  he  liter- 
ally grew  up.  Maybe  reflecting,  too, 
the  fact  that  lohnson,  as  a  competitor 
puts  it,  spends  his  own  money  every 
time  he  makes  a  mistake. 

Looking  at  the  numbers,  the  mis- 
takes are  hard  to  find.  Over  the  last 
four  years,  FMR's  operating  revenues 
have  more  than  doubled,  to  around 
S57  million  while  net  income  has 
climbed  from  about  SI  million  to  S3.4 
million.  The  1980  figures  do  not  in- 
clude a  foreign  affiliate  that  at  last 
report  managed  more  than  SI 60  mil- 
lion of  offshore  mutual  fund  assets, 
lohnson  himself  owns  69%  of  the  vot- 
ing stock  and  56%  of  the  nonvoting 
stock  in  a  brilliantly  managed  portfo- 
lio that  largely  reflects  his  own  per- 
sonal enthusiasms. 

The  revenues  come  from  the  man- 
agement and  service  fees  generated  by 
S9.7  billion  worth  of  mutual  fund  as- 
sets and  S3. 5  billion  worth  of  pension 
fund  and  other  institutional  accounts. 
Most  of  the  fund  assets — S6.5  billion, 
or  two-thirds  of  the  total — has  been 
drawn  into  two  big  money  market 
funds,  Fidelity  Daily  Income  Trust 
and  Fidelity  Cash  Reserves,  which 
have  been  nourished  by  what  may  be 
one  of  the  most  productive  promotion 
campaigns  of  all  time.  Last  year,  for 
example,  the  estimated  S3  milium  to 
S5  million  FMR  spent  on  those  mono- 
syllabic, semi-tombstone  ads  that  reg- 
ularly pop  out  of  financial  pages 
helped  generate  nearly  S700  million  in 
net  new  sales  for  Fidelity  Cash  Re- 
serves alone.  That  doesn't  include  the 
substantial  rub-oft  Johnson  gets  from 
yield-conscious  clients  who  are  up-j 
graded  into  other  elements  of  a  prod- 
uct line  that  now  embraces  a  grand  j 
total  of  23  open-end  investment  com- 
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Johnson  in  Fidelity  Management's  chart  room 

Plenty  of  research,  but  opportunity  counts  more  than  grand  designs. 


parries,  including  hot  performing 
items  like  the  Magellan  Fund. 

The  message  is  simple  enough,  of- 
fering not  much  more  than  a  yield 
number  and  a  toll-free  800  telephone 
number  from  which  to  extract  further 
information  and  a  prospectus.  Ned 
Johnson  has  no  particular  lock  on  the 
formula.  It  has  been  used  to  equally 
striking  advantage  by  Dreyfus  Corp., 
T.  Rowe  Price  and  most  other  direct 
no-load  fund  retailers  in  the  business. 
But  by  none  more  efficiently  than  Ned 
Johnson  and  his  computers. 

If  you  wanted  to  carp,  you  could 
point  out  that  his  father's  mutual  fund 
empire  was  shriveling — as  were  many 
of  the  old  Boston  funds — and  was 
saved  only  by  the  accident  of  money 
market  funds.  The  trouble  with  that 
argument  is  that  scores  of  organiza- 
tions, many  of  them  far  bigger  than 
FMR,  also  went  into  money  market 
funds;  but  except  for  Dreyfus,  Merrill 
Lynch  and  Federated — larger  compa- 
nies all  and  publicly  owned — none 
equaled  Fidelity's  record. 

Perversely,  Ned  Johnson  bristles  at 
the  suggestion  that  his  single-minded 
leap  at  the  money  market  concept  in 
1974,  after  it  had  been  pioneered  by 
the  Reserve  Fund  and  several  others, 
revitalized  his  business.  "That's  your 
idea,"  he  snaps.  He  argues  that  there 
would  have  been  plenty  of  internal 
growth  anyway.  It's  hard,  though,  to 
see  how  anything  less  dynamic  than 
the  mesmeric  pull  of  the  money  funds 
on  bank  savings  and  checking  ac- 
counts could  have  enabled  Fidelity — 
and  much  of  the  rest  of  the  mutual 
fund  industry — to  struggle  from  be- 
neath the  wreckage  of  the  1973-74 
market  crash.  There  was  mass  revul- 
sion from  equities.  It  was  as  though 
someone,  somewhere,  had  pulled  a  gi- 


ant plug.  Awash  in  redemptions,  Ned 
Johnson  watched  assets  drop  from  a 
peak  of  $3.93  billion  in  1972 — a  figure 
he  was  not  to  log  again  for  six  long 
years  (see  chart);  and  might  never  have 
seen  again  without  the  exponential 
growth  of  the  money  funds. 

Johnson's  leap  into  the  funds  is  a 
good  illustration  of  the  workings  of 
the  merchandising  side  of  his  mind — 
an  inheritance,  no  doubt,  from  his 
great  great  grandfather  the  dry  goods 
merchant,  whose  C.F.  Hovey  &.  Co. 
was  ultimately  merged  into  Jordan 
Marsh.  Johnson  is  an  opportunist, 
willing  to  take  his  chances,  but  he 
never  likes  to  get  too  far  out  in  front. 
"Watch  the  competition  carefully," 
he  says.  "That's  usually  the  place  to 
get  ideas.  If  you  bring  out  an  institu- 
tional fund  that  looks  just  like  some- 
one else's  and  they  are  already  selling 
billions,  you  pretty  well  know  that 
probably  you  can  sell  quite  a  bit,  too." 

The  game  of  follow-the-leader 
works,  but  only  if  you  have  organiza- 
tion and  a  fresh  angle.  Johnson  had  an 
angle — though  he  didn't  invent  it.  It 
was  the  check-writing  privilege  that 
was  to  make  a  money  market  fund 
more  like  a  bank.  The  competition 
had  apparently  explored  that  option 
and  abandoned  it  before  Johnson 
brought  it  out.  The  computer-systems 
work  looked  too  complicated  but  the 
real  risk  was  conceptual. 

"I  think  some  of  our  competitors 
felt  that  a  check  would  make  it  easy 
for  money  to  flow  out  of  the  fund,"  he 
says.  "The  philosophy  in  the  mutual 
fund  business  has  always  been,  'Get 
the  money  in  and  hope  they  stay  for- 
ever.' Our  attitude  was  if  they  could 
come  and  go  easily,  you  would  end  up 
with  a  lot  more  people." 

It  was  a  gamble,  but  the  rest,  as  they 


say,  is  history.  It  did  not  happen  over- 
night. Johnson  himself,  in  fact,  gave 
the  money  funds  only  a  couple  of 
years  before  "interest  rates  were  go- 
ing to  go  back  down  and  the  public 
would  go  back  and  love  stocks.  We 
were  absolutely  wrong,"  he  adds,  with 
for  once  a  grin  at  his  own  fallibility. 

The  money  funds  added  to  the  cash 
flow  that  Johnson  was  able  to  funnel 
into  other  segments  of  the  Fidelity 
portfolio — a  venture  capital  operation 
that  has  come  up  with  sizable  gains 
out  of  early  investments  in  such 
recent  underwritings  as  Micom  and 
Data  I/O,  a  real  estate  affiliate  that  has 
produced  equally  impressive  potential 
capital  gains. out  of  the  purchase  and 
rehabilitation  of  nine  buildings  in 
Boston's  bustling  financial  district. 
Perhaps  most  important  of  all,  it  pro- 
vided much  of  the  capital  and  paid  the 
operating  losses  of  a  discount  broker- 
age operation  that  has  yet  to  turn  a 
profit  on  a  capital  infusion  of  more 
than  $5  million. 

It  is  a  rather  eclectic  mix;  tough  on 
bureaucrats  who  like  tidy  organiza- 
tion charts,  but  one  that  dovetails 
nicely  with  Johnson's  own  interests. 
He  sees  the  mix  as  one  of  the  grace 
notes  of  running  a  private  company — 
you  don't  always  have  to  concentrate 
on  the  short-term  bottom  line. 

Dreyfus  Corp.,  for  example,  a  tough 
and  worthy  competitor,  has  shunned 
discount  brokerage,  even  though  the 
field  might  be  a  logical  outlet  for  any 
highly  computerized  investment  firm 
with  a  flair  for  merchandising.  The 
toll  on  FMR's  bottom  line  has  not 
been  encouraging.  As  a  public  com- 
pany Dreyfus  may  have  figured  it 
could  not  take  the  risk.  Ned  Johnson, 
by  contrast,  can  take  the  long  view 
and  listen  to  his  own  inner  voices. 
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"Why  do  we  do  other  things?  Other 
things  interest  us.  My  background  is 
in  the  investing  area,  so  obviously  we 
have  a  very  strong  orientation  toward 
maintaining  our  skills  in  invest- 
ments. I'm  interested  in  venture  cap- 
ital; I've  always  been  interested  in 
what  makes  small  companies  go," 
says  Johnson.  He  also  confesses  to  a 
lifelong  enthusiasm  for  "gadgets"; 
hence  the  concentration  on  the  com- 
puter capacity  that  has  enabled  FMR 
to  handle  in-house  all  the  transfer  and 
processing  work  on  its  funds  at  what 
in  most  years  has  been  a  good  profit, 
and  at  the  same  time  provided  a 
launchpad  into  a  discount  brokerage 
business  where  the  fully  automated 
back  office  is  an  absolute  must. 

Though  something  of  a  prudent  pio- 
neer who  never  feels  comfortable 
without  careful  research  to  back  his 
marketing  hunches,  Johnson  is  not 
one  for  grand  master  plans.  His  strate- 
gy on  the  investment-management 
side  of  the  business  is  as  simple  as  the 
pork  packer's  idea  of  getting  every- 
thing out  of  the  pig  except  the  squeal. 
If  you  can  sell  a  customer  a  money 
market  fund,  maybe  you  can  also  sell 
him  a  tax-exempt  bond  fund,  a  growth 
stock  fund  that  concentrates  on  un- 
dervalued securities  or  a  contrary- 
thinking  fund  that  cuts  across  the 
grain  of  the  market.  Since  Fidelity's 
major  costs  are  in  the  advertising, 
telephone  and  direct-mail  effort  it 
takes  to  get  a  customer  on  the  books, 
it  pays  to  have  a  broad  enough  band  of 
services  to  keep  him  there. 

That  was  the  logic  behind  the  move 
into  discount  brokerage.  Gearing  up 
for  the  money  funds  had  given  Fidel- 
ity computer  systems  knowhow  to 
burn,  and  Johnson  felt  that  customers 
who  were  independent  enough  to 
seek  out  no-load  funds  on  their  own 
would  be  inner-directed  enough  to  see 
the  merits  of  sacrificing  the  tradition- 
al brokerage  hand-holding  in  favor  of 
low  commissions. 

Much  the  same  pragmatism  was  be- 
hind Fidelity's  move  into  real  estate. 
It  was  prompted  by  the  fact  that  the 
home  office  space  Johnson  was  rent- 
ing suddenly  came  up  for  grabs.  That 
put  Fidelity  in  the  office-rehab  busi- 
ness. "If  we  had  not  started  a  property 
division,  I  think  we  would  have  had  a 
terrible  time  expanding,"  says  John- 
son. At  the  same  time,  of  course, 
there  was  the  prospect  of  capital  gains 
down  the  road  and  depreciation  to 
shelter  the  growing  stream  of  profits 
coming  out  of  the  money  fund  man- 
agement side  of  the  business. 

One  measure  of  the  scope  of  those 
profits  shows  in  the  almost  exponen- 
tial expansion  of  the  advisory  fees 


thrown  off  by  Fidelity  Daily  Income's 
spreading  asset  base:  $1.9  million  in 
1978;  $5.2  million  in  1979;  $10.1  mil- 
lion in  1980;  and  $7.7  million  in  the 
first  six  months  of  this  year.  Fidelity 
Cash  Reserves,  which  requires  a 
much  lower  minimum  entrance  fee 
($1,000,  is.  $10,000),  has  been  growing 
even  faster  than  its  sister  fund.  Fidel- 
ity Service  Co.,  Johnson's  computer 
arm,  is  a  profit  center  in  its  own  right, 
and  the  fees  it  has  been  drawing  for 
providing  transfer  and  stockholder 


services  to  the  funds  have  been  skip- 
ping up  the  same  happy  geometric 
slope  as  his  advisory  arm. 

Johnson  is  understandably  sensitive 
on  the  subject  of  fees.  He  did  have 
some  stiff  expenses  in  staffing  up  to 
meet  the  heavy  demand  for  FDIT 
shares  in  1978  and  1979  and — depend- 
ing on  how  you  play  the  accounting — 
may  actually  have  lost  money  on  the 
fund  in  both  those  years.  The  fund's 
independent  trustees,  in  any  event, 
found  the  arithmetic  justified  an  in- 


The  market  and  the  managers 


For  Fidelity  and  Dreyfus,  the  money  funds  came  in  the  nick  of  time — 
amid  a  marked  lack  of  enthusiasm  in  equity  funds.  The  last  couple  of 
years  have  frosted  the  cake,  and  much  of  the  frosting  has  been  gobbled 
by  that  latecomer  to  mutual  funds,  Merrill  Lynch.  The  chart  measures 
all  mutual  fund  assets  managed  in  relation  to  the  industry  total. 
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The  idea  of  a  state 

that's  run  like  a  business 

is  attracting  a  lot  more  than  attention 

In  1981 ,  Kentucky  will  attract  more  than  a  billion  dollars  of  new 
industrial  development. 

Armco  Steel  selected  Ashland,  Kentucky  for  a  major  hot-mill 
steel  facility. 

General  Motors  located  its  new  Chevrolet  Corvette  plant  in 
Bowling  Green,  Kentucky. 

Hart,  Shaffner  &  Marx  is  about  to  make  suits  in  Winchester, 
Kentucky. 

Anaconda  Aluminum  selected  Carrollton,  Kentucky,  for  a  copper 
and  magnet  wire  plant.  And  they  felt  so  good  about  Kentucky  that 
they  chose  Russellville  for  a  rolling  aluminum  plant. 

There's  a  success  story  like  that  behind  every  pin  on  this  map. 
And  taken  together,  those  pins  point  up  an  even  bigger  story. 

Under  Governor  John  Y.  Brown,  Jr.'s  direction,  Kentucky  has 
surged  to  the  forefront  of  economic  development.  It's  happened 
for  a  lot  of  bottom-line  reasons  like  our  central  location,  productive 
labor  force,  abundant  energy  and  navigable  commercial  water- 
ways. But  most  of  all  it's  happened  because  the  idea  of  a  state 
that's  run  like  a  business  is  an  idea  whose  time  has  come.  And  it's 
an  idea  that  will,  we  hope,  have  you  coming  to  Kentucky. 

For  more  specific  information  about  Kentucky,  write:  W.  Bruce 
Lunsford,  Secretary,  Commerce  Cabinet,  Commonwealth  of 
Kentucky,  Frankfort,  Kentucky  40601 .  Or  better  yet,  call  him  at 
502/564-7670. 


KENTUCKY 

The  state  that's  run  like  a  business 


crease  in  the  fee  despite  the  fact  that 
FMR,  like  most  other  big  names  in 
the  industry,  was  facing  a  flurry  of 
stockholder-derivative  suits  on  the 
reasonableness  of  its  charges.  Even 
with  the  increase,  the  trustees  found, 
FDIT's  fees  would  not  be  excessive 
when  "viewed  in  terms  of  generally 
prevailing"  advisory  charges. 

The  shareholder  lawyers  argue  that 
Johnson  and  other  managers  benefit 
hugely  from  economies  of 
scale — ie.,  that  it  doesn't  cost 
4  times  as  much  to  run  a  $2 
billion  fund  as  it  does  a  half- 
million-dollar  fund.  The  suits 
are  still  pending,  but  FMR  has 
voluntarily  agreed  to  reim- 
burse Cash  Reserves  for  some 
of  its  expenses  and  to  limit 
advisory  and  service  fees  to  an 
annualized  0.55%  of  average 
daily  assets. 

Johnson  argues  that  profit 
margins  for  any  given  year  real- 
ly don't  cut  any  ice.  You  have  to 
lookatthecumulativenumbers 
on  what  Fidelity  had  to  put  into 
the  funds.  "When  we  have  tak- 
en out  more  than  we  have  put 
in,  as  far  as  I'm  concerned,"  he 
says,  "we  have  made  money.  As 
long  as  we  have  more  money  in 
than  we  have  taken  out,  we 
have  not  made  money.  That's 
the  way  I  look  at  a  business." 
Spoken  like  a  businessman  of 
the  old  school! 

Some  of  Johnson's  vehe- 
mence on  the  subject  springs 
from  his  conviction  that  the 
great  bulge  in  money  fund  as- 
set may  not  last  forever.  A 
sharp  drop  in  short-term  inter- 
est rates  could  well  prick  the 
sales  balloon,  just  as  it  did 
temporarily  in  1974,  leaving 
Fidelity  with  a  dwindling  asset 
base  and  a  top-heavy  infra- 
structure to  face  sharpening 
competition  from  banks  and 
comers  like  Sears,  Roebuck.  Leverage 
is  just  as  inexorable  on  the  down  side 
as  it  is  on  the  uptick. 

Johnson  has  already  begun  to  lose 
market  share  to  Dreyfus,  Merrill 
Lynch  and  some  of  the  other  stock- 
broker-run money  funds.  The  latter 
have  been  gaining  ground  because  of 
what  consultant  William  E.  Donoghue 
calls  the  "terrific  sales  advantage  of 
the  one-to-one  relation  of  registered 
rep  and  client."  Thus,  for  Johnson,  the 
big  job  right  now  is  to  shape  Fidelity 
so  "it  can  exist  with  money  funds, 
exist  without  them,  or  half  of  them  or 
whatever  combination  thereof  we 
will  have  to  face." 

One  thing  Johnson  must  face  is  the 


so-called  department  store  of  finance 
that  American  Express,  Merrill  Lynch 
and  Sears,  Roebuck  are  building 
toward — and  commercial  banks,  too, 
if  the  law  is  changed  to  permit  it.  So, 
how  does  Fidelity  get  the  capital  to 
grow  and  yet  remain  independent?  By 
seeking  partners  to  help  it  extend  its 
boundaries  without  losing  its  inde- 
pendence. The  joint  venture  is  perfect 
for  Fidelity,  which  can  bring  expertise 


Dreyfus'  Howard  Stein 
Everyone's  got  new  "products. 


Merrill  lynch  fund  head  Arthur  Zeikel 
More  frosting  for  Mr.  Big. 


new- 


to  match  other  people's  money  and 
customer  base.  Thus,  in  recent  weeks, 
Johnson  has: 

•  Begun  to  offer  All  Savers  certifi- 
cates to  his  fund  shareholders  through 
a  cooperative  agreement  with  the 
Provident  Institution  for  Savings  'of 
Boston,  the  Bank  of  California  and 
Southeast  First  National  Bank  of  Mi- 
ami. Other  money  fund  managers 
have  taken  a  similar  tack.  Fidelity  will 
make  some  money  processing  the 
banks'  certificates  but  the  aim  is  basi- 
cally defensive.  Johnson  hopes  to  keep 
enough  strings  on  shareholders  who 
drift  out  of  his  funds  to  draw  them 
back  when  the  one-year  term  of  the 
All  Savers  expires.  There  is  also  the 
hope,  of  course,  that  the  banks  will 


recycle  some  of  the  All  Savers  money 
they  pick  up  back  into  Fidelity's  own 
government  bond  fund. 

•  Begun  a  pilot  program  that  could 
link  12,000  MasterCard  banks  and 
their  customers  to  FMR-managed 
funds  and  the  brokerage  operation 
through  the  ubiquitous  debit  card  and 
the  umbilical  of  Fidelity's  phone  and 
computer  lines. 

The  MasterCard  hookup  is  a  kind  of 
reverse  knockoff  of  the  Merrill 
Lynch  Cash  Management  Ac- 
count. This  project  ties  togeth- 
er checking  accounts,  broker- 
age accounts  and  the  credit 
card  in  a  multi-use  circuit  and 
has  had  electrifying  results  on 
Merrill's  CMA  money  fund. 
Merrill  aimed  high.  It  takes 
$20,000  to  open  a  CMA  ac- 
count—10  times  the  mini- 
mum Johnson  and  his  banking 
partners  apparently  hope  to 
shoot  for. 

There's  no  question  about 
what's  in  the  deal  for  Fidelity — 
or  in  a  variation  on  the  theme 
that  Dreyfus  unlimbered  a  cou- 
ple of  months  ago.  The  raging 
success  of  the  money  funds  has 
liberated  what  may  be  whole 
new  strata  of  savers  from  the 
idea  that  the  only  safe  place  to 
tuck  away  cash  is  in  the  bricks 
and  mortar  of  the  corner 
branch  bank.  There  is  no  tell- 
ing how  far  down  those  strata 
go.  Johnson  hopes  that  the 
MasterCard  link  will  open  new 
seams  of  demand  for  his  bro- 
kerage and  fund  outlets.  What 
he's  offering  the  banks,  of 
course,  is  a  chance  to  share  in 
the  mother  lode. 

Meanwhile,  in  spite  of  con- 
tinuing red  ink,  Johnson 
pushes  deeper  into  discount 
brokering.  Two  back-to-back 

  acquisitions   in  August  and 

September  pushed  Fidelity  Discount 
Brokerage  from  number  three  behind 
Charles  Schwab  and  Quick  &  Reilly 
to  what  might  be  the  number  one 
position  in  the  field.  The  objective, 
like  the  All  Savers  arrangement  with 
the  banks,  is  clearly  to  take  the  Fidel- 
ity brokerage  flag  national. 

So,  while  giant  corporations  like 
Sears  and  American  Express  spend 
huge  money  to  broaden  their  range  of 
financial  services,  relatively  small  Fi- 
delity Management,  a  relic  of  an  old- 
time  Yankee  entrepreneurship,  con- 
tinues lifting  itself  by  its  own  boot- 
straps. A  threat  to  Merrill  Lynch  Ned, 
Johnson  may  not  be,  but  the  big  boys! 
in  the  business  would  do  well  to  keep| 
their  flanks  tied  in.B 
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You  don't  need  a  Fort  Howard  dispenser 
to  use  Fort  Howard  Paper. 


You  could  be  wasting  money  by  locking  yourself 
into  one  source  of  paper  supply  But  a  simple 
Fort  Howard  adapter  can  change  all  that. 

Take  advantage  of  Fort  Howards  bigger  line  of 
^■■■■■h  paper  products.  We  have 
^^^BHBHg|      more  grades  than  anyone 
I  M      Wk        else,  too.  And  now  you  can 
Bw      use  these  high-quality 
products  in  your  current 
1  l^Kk*.         dispenser.  If  our  paper 

^■H^^P  doesn't  already  fit,  use  one 
PRjj^^^BHPv  of  our  easy-to-install 
.  adapters. 


We've  even  made  it  easy  to  try  us  on  for  size. 
Just  give  us  a  description  of  your  dispenser.  We  II 
send  you  our  adapter,  simple  instructions  and  a 
paper  sample— free. 

So  call  the  Fort  and  describe  your  dispenser 
to  us.  Dial  (312)  T-H-E-F-O-R-T.  Or  write  us  on 
your  letterhead.  You  II  get  a  perfect  fit. 

Fort  Howard  Paper 

Green  Bay.  Wisconsin  54305 


Call  the  Fort 


Call  the  Fori  is  a  service  mark  of  Fort  Howard  Paper. 


Dial  (312)  T-H-E-F-O-R-T 


After  years  of  bad  luck,  Fairchild  Industries 
hit  a  winning  streak.  Is  the  streak  over? 

You  make  your 
own  luck 


Fairchild  Chairman  Edward  G.  I  hi 

Parlaying  the  cashflow  from  the  A- 10  into  new  businesses. 


By  Subrata  N.  Chakra varty 

Fairchild  Industries,  head- 
quartered in  Germantown, 
Md.,  has  been  on  a  winning 
streak  after  nearly  a  decade  of  bad 
luck.  Since  1974  its  sales  have  quadru- 
pled to  almost  $1  billion.  During  the 
mid-Seventies  it  was  earning  less 
than  $10  million  a  year  on  average; 
this  year  it  will  earn  over  $70  million. 
Its  return  on  stockholders'  equity  has 
been  spectacular.  Edward  G.  Uhl,  a  co- 
inventor  of  the  bazooka  and  Fair- 
child's  boss  for  20  years,  has  become 
something  of  a  hero. 

Is  the  winning  streak  over?  Last 
month  the  Defense  Department  an- 
nounced it  was  going  to  slash  two- 
thirds  from  its  1982  orders  for  Fair- 
child's  A- 10  close-support  fighter 
plane.  Sixty  deliveries  were  planned; 
only  20  will  now  be  taken,  with  20 
more  in  fiscal  year  1983.  Fairchild's 
most  significant  defense  program  is 
coming  to  an  end. 

The  last  time  something  like  this 
happened,  the  company  nearly  went 
down  the  drain.  When  Uhl  became 
president  in  1961,  more  than  85%  of 
the  company's  sales  were  coming  from 
two  contracts — one  for  wings  for  the 
B-52  bomber,  the  other  for  the  SD-5 
drone  airplane.  Both  contracts  were 
canceled  within  a  year.  Uhl  remem- 
bers, "I  sat  across  the  table  and  lis- 
tened to  an  Army  general  cancel  the 
drone  program  and  I  almost  threw  up." 

Ed  Uhl's  stomach  is  much  calmer 
this  time.  He  has  used  his  winning 
streak  to  good  advantage.  "For  many 
years  we  have  said  we  wanted  to  be  in 
three  businesses,"  Uhl  says,  ticking 
them  off.  "First,  aerospace;  second, 
communications;  and  third,  commer- 
cial-industrial. In  the  early  1970s  we 
said:  'Now,  we  have  won  the  Applica- 
tion Technology  Satellite,  the  A- 10  is 
coming,  we  are  going  to  generate  a  lot 
of  cash.  So  we  had  better  take  advan- 
tage of  this  to  build  the  communica- 
tions business  and  get  into  a  commer- 
cial business.'  "  Which  he  did.  He  re- 
invested the  A-10  cash  wisely  and 
used  the  ATS  to  break  into  communi- 
cations technology. 

In  1972  Fairchild  got  into  commer- 
cial aircraft,  acquiring  Sweanngen 
Aviation  Corp.,  which  had  run  into 
financial  trouble,  a  victim  of  its  own 
success  in  commercial  aerospace. 
Swearingen  had  overexpanded  in 
1970-71,  just  when  money  got  tight. 
Uhl  got  the  company  for  practically 
nothing,  pledging  only  to  keep  it  out 
of  bankruptcy.  Today,  the  Fairchild 
Swearingen  Corp.  sells  two  successful 
fuel-efficient  turboprop  commuter  air- 
craft   series — the  8-to-14-passenger 
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JAMES  IS  HERE 

PARTNERS  IN  PROTECTING  AND  MOTIVATING 
YOUR  GREATEST  RESOURCE-YOUR  EMPLOYEES. 


With  employee  benefits  and 
incentive-compensation  plans 
averaging  more  than  40  percent 
of  payroll  many  companies  are 
seeking  specialized  help  in 
designing,  funding  and  adminis- 
tering their  programs. 

James  is  here  to  help  you 
with  all  these  services  and  more. 
Because  this  field,  which  utilizes 
both  insurance  and  self-insur- 
ance, is  so  complex,  James  has 
set  up  a  specialized  team  for 
all  forms  of  health,  disability 


and  death  benefits  as  well  as 
tax-qualified  retirement  and 
employee-compensation  plans. 

In  addition,  we  continually 
monitor  the  social,  economic, 
and  legal  changes  in  health-care 
and  industry  organizations.  Thus, 
we  can  advise  you  of  the  latest 
developments  in  the  benefit  and 
compensation  fields  and  better 
serve  your  changing  needs. 

To  help  you  decide  how  to 
manage  your  benefits  and  com- 
pensation plans  more  cost- 


effectively,  we  suggest  a  feasibility 
study.  Please  call  your  nearest 
Fred. S.James  office  or  write  to 
Daniel  V.  Malloy,  Director,  James 
Employee  Management  Services 
Company,  230  West  Monroe 
Street,  Chicago,  IL  60606. 


FRED.  S.  JAMES  &  CO.,  INC. 

YOUR  PARTNERS 
IN  RISK  MANAGEMENT 

Member  National  Association  of  Insuronce  Brokers 


B*3t  »iSit»»»W 


He  means,  we  mean  business" 


Mr.  Yang 
Zhiding  of 
the  People's 
Republic  of 
China  is  saying 
"The  Allied  Fibers 
and  Plastics  Com- 
pany trained  engineers  and 
technicians  from  my  country  in 
Moncure,  North  Carolina  for  a 
large  polyester  complex  to  be 
built  by  China  near  Beijing." 

Mr.  Yang  and  his  associates 
traveled  around  the  world  to  us 
for  training  because  in  polyester 
technology,  we're  a  world  leader. 
And  that's  because,  as  Jim  Dun- 
bar of  Allied  is  explaining,  when 
we  do  something,  we  mean 
business. 

But  pioneering  in  polyester 
technology  is  only  one  way  we 
mean  business. 

Carpets  that  hate  dirt. 

We  meant  business  when  we 
invented  the  first  carpet  fiber 
that  actually  rejects  stains  and 
spills.  It's  named  Anso®  IV.  A 
carpet  made  with  it  is  easier  to 
keep  clean  because  liquids  just 
bead  up  on  the  surface.  Which 


f 


sales.  It's  been 
one  of  the  most  ^| 
,  consistently 

profitable  com- 
panies of  its  kind 


means  no  more 
crying  over  spilt  milk 


We  can  stand  the  heat. 

We  meant  business  when  we 
invented  Halar®  plastic  wire 
insulation.  It's  afire-resistant 
alternative  to  costly  metal- 
encased  wiring,  and  it  can  warm 
a  contractor's  heart  by  bringing 
down  the  cost  of  wiring  buildings 
by  up  to  50%. 

Victory  at  sea. 

The  old  salts  at  Allied  meant 
business  when  they  produced 
polyester  fiber  so  seaworthy  it 
was  chosen  to  be  woven  into  the 
official  foul-weather  gear  and 
lines  aboard  the  America's  Cup 
racing  yachts. 

We  mean  good  business. 

Last  year,  Allied  Fibers  and 
Plastics  had  over  $1  billion  in 


in  the  U.S.,  earning 
an  average  return 
on  assets  of  over 
20%  for  the  past 
5  years.  See  what 
we  mean? 

We  are  not  alone. 

We're  woven 
together  with  other 
major  businesses 
ike  chemicals,  elec 
trical  products,  and  oil 
and  gas  to  form  the  fabric  of 
Allied  Corporation. 

'  You'll  find  Allied's  technology 
threaded  through  everything 
from  firemen's  rope  to  high  fash 
ions.  When  we  say  fibers  and 
plastics,  we  mean  business.  Or 
as  Mr.  Yang  puts  it,"Dttn^iAK0" 

Allied 

t   v  Corporation 

We  mean  business. 


Merlin  and  the  19-passenger  Metro. 
Both  planes  serve  the  rapidly  expand- 
ing commuter  airlines  and  the  corpo- 
rate market.  Three  improved  versions 
of  the  Merlin  and  the  Metro  were 
certified  this  year  and  three  more  will 
be  certified  in  1982. 

In  about  a  year  the  new  Saab-Fair- 
child  340,  a  joint  venture  with  Swe- 
den's Saab-Scania,  will  have  its  first 
test  flight  and  put  Fairchild  even  deep- 
er into  commercial  aircraft.  Deliv- 
eries of  the  34-passenger  turboprop 
airliner  will  begin  in  1984.  The  project 
on  which  Fairchild  has  bet  some  $300 
million  will  break  even  at  200  aircraft. 
The  company  has  already  received  or- 
ders for  115  aircraft.  In  addition,  there 
is  a  subcontract  for  the  Boeing  747 
that  will  continue  at  least  through 
1985,  and  in  April  Fairchild  began  de- 
liveries on  three  subcontracts  for  the 
Boeing  757,  contracts  that  could  even- 
tually top  $2  billion.  All  in  all,  28%  of 
Fairchild's  1980  sales  of  $906  million 
and  30%  of  its  $54.5  million  in  earn- 
ings came  from  commercial  aero- 
space. Much  of  the  working  capital  for 
all  this  came  from  the  cash  flow  gen- 
erated by  government  aerospace  con- 
tracts, especially  the  now-ending 
A- 10  program. 

To  expand  in  the  communications 
business,  which  it  first  entered  with 
the  ATS  contract,  Fairchild  formed 
American  Satellite  Corp.  in  1972. 
Over  the  next  eight  years  Fairchild 
sank  over  $100  million  into  ASC.  But 
that  still  was  not  enough.  So  in  order 
to  fund  ASC's  future  growth  and  add 
technical  capabilities,  Uhl  sold  half  of 
ASC  last  year  to  Continental  Tele- 
phone. With  Continental's  cash  help- 
ing, ASC  then  acquired  20%  of  five 
Western  Union  Westar  satellites.  In 
addition,  Continental  and  Fairchild 
each  bought  25%  of  Western  Union's 
Space  Communications,  Inc.,  which 
has  a  ten-year  contract  to  service  the 
Space  Shuttle  (Forbes,  Oct  13,  1980). 
ASC,  says  Uhl,  has  a  strong  position 
in  one  of  the  great  growth  areas  of  the 
Eighties. 

The  search  for  an  industrial  venture 
took  longer.  After  looking  at  over  200 
companies  in  many  industries,  Uhl 
finally  settled  on  Bunker  Ramo  in 
1979.  Uhl  purchased  22%  of  its  stock 
in  1979  and  1980,  but  Bunker  Ramo 
balked  at  a  merger,  so  Uhl  sold  his 
stock  to  Allied  Corp.  early  this  year 
for  $55  a  share,  an  aftertax  profit  of 
$18.5  million. 

Last  November  Fairchild  tried  again 
and  succeeded,  acquiring  VSI  Corp.,  a 
maker  of  aerospace  fasteners  and  pre- 
cision steel  tools  for  the  plastics  in- 
dustry, for  $280  million.  VSI,  which 
had  sales  of  $392  million  and  earnings 


of  $27  million  in  its  1980  fiscal  year, 
increases  Fairchild's  size  by  almost 
50%.  The  combined  companies  will 
gross  $1.3  billion  this  year  and  earn  a 
probable  $3.50  a  share. 

If  the  A- 10  program  cutback  is  ap- 
proved by  Congress — it  has  rejected 
cutbacks  before — it  will  be  largely  a 
cosmetic  cut.  Instead  of  funding  60 
A-lOs  for  $550  million  in  fiscal  1982, 
the  Administration  plans  to  fund  only 
20  planes,  which  will  cost  $275  mil- 
lion because  of  fixed  overhead  costs, 
and  spend  $300  million  more  for  an- 
other 20  planes  in  fiscal  1983.  In  the 
end,  the  Administration  will  pay 
more  money  for  fewer  planes. 

As  the  A- 10  program  winds  down 
from  its  1981  peak — it  will  not  end 
until  1985 — Fairchild's  sales  and  earn- 
ings will  flatten  for  a  time  as  commer- 


cial aerospace  and  VSI  grow  to  pick  up 
the  slack.  But  thanks  to  Uhl's  decade 
of  preparation,  there  will  not  be  the 
precipitous  drop  one  might  expect. 
"We  will  stay  well  over  a  billion  dol- 
lars in  sales  and  have  good  earnings," 
Uhl  says. 

There  have  been  plenty  of  disap- 
pointments along  the  way.  Fairchild 
lost  out  on  building  the  F-15.  It  won  a 
major  vertical  takeoff  and  landing 
project  only  to  have  Congress  cancel 
the  deal.  An  earlier  venture  into  build- 
ing commuter-style  planes  sank  in  a 
sea  of  red  ink.  But  the  overall  results 
have  been  impressive.  The  old  Fair- 
child  might  not  have  survived  some- 
thing like  the  A- 10  cutbacks;  the  new 
Fairchild  will  take  it  all  in  stride.  Ed 
Uhl's  winning  streak  was  more  than  a 
matter  of  good  luck.  ■ 


The  Streetwalker 


High  pressure  telephone  selling  of  stocks 
and  bonds  is  nothing  new.  But  now  it's 
going  upscale. 


Wall  Street  has 
your  number 


By  Richard  L.  Stern 


"  'Mr. 


This  is 


of 


Lehman  Brothers  Kuhn  Loeb  in  New  York. 
Good  morning  (afternoon).  Are  you  fa- 
miliar with  Lehman  Brothers'"'  Answer — 
yes  or  no.  If  yes — Then  I'm  sure  yon 
know  for  over  130  years  we  have  been 
primarily  investment  hankers  and  insti- 
tutional brokers  '  If  no — eliminate  I'm 
sure  you  know  '  part  'We  work  with  indi- 
vidual investors  in  the  common  stock 
area  where  we  try  to  identify  a  couple  of 
special  situations  every  year — that  we 
think  will  offer  substantial  price  appre- 
ciation What  I  would  like  to  do  would  be 
to  contact  you  when  we  have  an 
idea. . . .  "' 

This  is  no  boiler  room  or  bucket- 
shop  operation,  but  Lehman  Brothers 
Kuhn  Loeb,  the  prestigious  Wall 
Street  investment  banking  house. 
The  salesman  is  a  Lehman  Brothers 


employee,  and  the  pitch  is  the  begin- 
ning of  a  variation  of  what's  known  as 
the  qualification  call,  part  of  a  finely 
honed  script  developed  over  the  past 
few  years  under  the  supervision  of  a 
man  some  refer  to  as  "the  greatest 
marketing  genius  on  Wall  Street."  His 
name  is  William  (Billy)  Welsh.  Leh- 
man will  not  say  much  about  him  (let 
alone  allow  interviews  with  the 
press),  but  it  is  no  secret  that  he  and 
his  cold-calling  team  of  about  125. 
salesmen  in  New  York  produce  very 
significant  bottom-line  numbers  for 
Lehman  every  year.  Not  surprisingly, 
several  other  equally  prestigious  firms 
now  are  using  the  basic  Welsh  script, 
changing  little  besides  the  name  Leh- 
man Brothers.  The  sales  training  else- 
where is — as  often  as  not — conducted 
by  Welsh  disciples,  who  have  been 
lured  from  Lehman  to  train  teams  of 
telephone  salesmen.  The  training  is 
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Asarco . . .  meeting  the  metal  needs  of  the  80's 


Front-end  ore  loader  at  MIM's  Mount  Isa  underground  mine  Mount  Isa  is  one  of  the  largest 
mines  in  the  world  where  copper,  silver,  lead  and  zinc  are  found  in  close  proximity 

with  an  increasingly  valuable  stake  in  one 
of  Australia's  largest  metal  producers. 

Asarco's  interest  in  M.I.M.  Holdings  Limited  in 
Australia  goes  back  50  years.  Today,  Asarco  owns 
48.9%  of  this  great  mining  and  metals  company 
whose  output  in  its  past  fiscal  year  contained: 

1 5  million  troy  ounces  of  silver 
1 78,000  tons  of  copper 
1 70,000  tons  of  lead 
116,000  tons  of  zinc 
73 1,000  tons  of  coal 

Last  year  MIM  started  an  expansion  program  which 
will  increase  silver-lead-zinc  output  at  its  Mount  Isa 
mine  by  20%.  MIM  also  plans  to  invest  A$550  million 
by  the  mid-1980s  to  expand  its  coal  production 
in  the  Collinsville-Newlands  region. 

Asarco's  equity  in  the  earnings  of  MIM  has  increased 
steadily  from  $19.6  million  in  1976  to  $1 13.4  million 
in  1980.  For  more  information  on  Asarco  and  its 
associated  companies,  such  as  MIM,  send  for  a  copy 
of  our  Fact  Book.  Dept.  65,  ASARCO  Incorporated, 
120  Broadway,  New  York,  N.Y  10271. 

ASARCO 


Metals  &  Minerals 


!6X 


Ihe  Streetwalker 

all:  "You  can  take  a  guy  who's  been 
producing  $75,000  a  year  at  Merrill 
Lynch  and  easily  turn  him  into  a 
$2()(),000-a-year  producer,"  says  a  for- 
mer student  of  Welsh  who  is  now  at 
another  house. 

High-pressure  telephone  selling  of 
stocks  and  bonds  has  a  long  history. 
But  where  it  was  used  in  the  past 
chiefly  to  sell  junk  securities  to  the 
unsophisticated  greedy  it  is  now  be- 
ing used  to  identify  and  book  substan- 
tial customers.  The  cold  telephone 
call  has  been  converted  by  Billy  Welsh 
and  his  associates  into  an  up-scale 
marketing  tool.  The  target  is  rich  pro- 
fessionals and  executives  around  the 
country.  The  names  of  the  prospec- 
tive buyers  come  from  Dun  &  Brad- 
street  and  other  lists  of  the  well-to-do. 

If  selling  is  one  of  the  performing 
arts,  then  Billy  Welsh  ranks  as  a  great 
director  and  playwright:  "You  are  an 
actor  on  center  stage,"  says  a  typical 
script  supplied  to  the  salespeople. 
"Your  applause  is  an  order." 

In  fact,  the  first  person  an  execu- 
tive, or  in  most  instances,  his  secre- 
tary, may  have  encountered  on  the 
phone  from  Lehman  is  a  real  actor 
earning  rent  money  while  waiting  for 
a  break  on  Broadway  or  in  the  movies. 
"For  cold  calls  actors  are  a  lot  better 
than  a  guy  with  a  Brooklyn  accent," 
says  a  Welsh  alumnus,  who  explains 
thespians  are  employed  for  "their 
good  voices,  all-American  style  and 
ability  to  project  friendliness." 

The  actor's  job  is  to  get  through  the 
prospect's  stony-hearted  secretary 
and  get  Mr.  or  Ms.  Big  on  the  line. 
The  secretary  is  told,  in  dulcet  tones: 
"Mr.  So-and-so  of  Lehman  Brothers 
wants  to  speak  with  Mr.  Big." 

"About  what?" 

"A  personal  financial  matter." 

It  doesn't  always  work.  But  it  works 
often  enough. 

Once  the  prospect  is  on  the  line,  a 
registered  representative  takes  over. 
The  rep  works  from  a  script.  Forbes 
has  obtained  a  script  from  another 
brokerage  house  that  is  based  on 
Welsh's  pitch.  Several  Lehman  Broth- 
ers alumni  vouch  for  its  accuracy. 
Some  excerpts: 

"  'May  I  ask  you  a  couple  of  ques- 
tions for  suitability  purposes?'  Don't 
wait  for  an  answer.  'Basically  what 
type  of  investor  have  you  been — con- 
servative or  aggressive?'  Answer  will 
be  vague  usually.  'It  will  help  me — 
Could  you  describe  a  couple  of  recent 
stock  purchases?'  If  answer  on  one 
stock — ask,  'Is  there  anything  else 
you've  bought  in  the  last  year?'  Then 
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of  the  51  reasons  why  the  PNB- 

the  Philippine  National  Bank  is  a  "Universal  Bank 


1 Foreign  loan  syndications. 
•    The  PNB  will  participate  in 
foreign  loan  syndications  involving 
US$  10  million  or  more  with  maturities 
from  six  months  to  ten  years  for 
export-orientated  or  government 
guaranteed  projects  within  the  Philip- 
pines. 

2 Issuing  and  trading  financial 
•    notes.  PNB  will  be  issuing  its 
own  bonds  and  capital  notes  in  both 
foreign  and  domestic  markets. 

3 Bonds  and  commercial 
•    papers.  PNB  branches  usually 
issue  Philnabank  Bills  as  money 
market  instruments  while  the  head  of- 
fice offers  other  commercial  papers 
internationally. 

4 Loans  to  industry.  The  in- 
•    creasing  credit  needs  caused 
by  the  industrial  expansion  of  the 
Philippines  has  been  met  by  a 
substantial  increase  in  the  PNB  loan 
portfolio.  At  year-end  1980,  outstan- 
ding loans  amounted  to  US$3, 1 30 
million. 

5 Trust  funds.  Assets  held  in 
•    trust  by  the  Trust  department 
currently  amount  to  PI  .2  billion 

6 Investment  management.  The 
•    volume  of  transactions  for  the 
last  quarter  of  1980  was  US$137.27 
million.  This  service  has  now  been 
uniquely  expanded  to  cater  for  the 
general  public  for  a  minimum  initial 
deposit  of  US$12,829. 


What  is  Universal  Banking? 

President  P.  O.  Domingo  on  the 
subject:  'Universal  banking  is 
department  store  banking  in  the 
sense  that  there  is  a  much  wider 
selection  of  financial  services 
available  than  in  regular 
commercial  banking . . .  Our 
intention  is  to  have  the  client  talk 
to  only  one  account  executive  who 
will  arrange  for  him  a  banking 
plan  that  will  be  executed  by 
various  operating  departments  of 
the  bank '.  Universal  banking  is 
common  in  both  Japan  and 
Germany.  It  has  often  been 
credited,  in  part,  with  those  two 
countries '  amazing  industrial  and 
commercial  success. 


Three  offers 

If  you  would  like  to  know  more  about 
the  Philippines,  trade  possibilities 
and  the  Philippine  National  Bank 
here  are  three  things  you  can  do 
about  it. 

IFree  We  will  gladly  send  you  a 
•  free  book  describing  the 
Universal  bank  concept,  the 
Philippine  National  Bank  and 
opportunities  in  the  Philippines. 

2 Free  You  may  gualify  for  a  free 
•  annual  subscription  to  the 
monthly  magazine — Philippine 
Finance'  which  is  sponsored  by  the 
PNB.  Please  s*nd  your  visiting  card 
or  letterhead  to  us. 

3 Subsidised  Come  to  the 
•  Philippines  and  see  for  yourself. 
The  government  and  the  PNB  in 
association  with  the  national  flag 
carrier  Philippine  Airlines  are 
offering  a  special  business 
orientation  package.  We  at  the  PNB 
will  ensure  that  you  get  a  thorough 
understanding  of  the  potential  of 
the  Philippines  and  you'll  have  a 
splendid  holiday  into  the  bargain. 
The  price  for  these  tours  is 
subsidised  and  therefore  low.  And 
you  can  probably  claim  it  as  a  tax 
deductable  expense.  Write  to  us  at 
P.O.  Box  1844.  Metro  Manila. 
Philippines. 


7 Overseas  branches.  There  is  a 
•    network  of  twelve  overseas 
branches,  agencies  and  represen- 
tative offices  covering  the  leading 
money-lending  centers.  These  twenty 
overseas  units  are  augmented  by 
PNB's  correspondent  ties  with  470 
banks  worldwide.  It  is  planned  to 
open  other  branches  in  Beijing, 
Bahrain,  Lagos,  Sandakan,  Port 
Moresby  and  Sydney. 

8 Local  branches.  The  Bank 
•    started  with  a  single  branch  in 
Manila  in  1916.  There  are  now  174 
local  offices. 

9 Insurance.  The  insurance  arm 
•    of  the  Philippine  National  Bank 
and  its  congenerics  is  the  Philippine 
Exchange — Philex.  In  1980,  acting 
as  an  independent  insurance  broker  it 
handled  US$1376.52  million  of 
insurance  —  an  increase  of  36%  over 
the  previous  year. 


|  f\     International  bias.  It  is  in- 

lUi  tended  that  international 
transactions  shall  represent  50%  of 
the  business  of  the  PNB  by  1983. 

1|      Innovative  banking  ideas. 
X  •  In  1973  the  bank  introduced 
the  concept  of  the  'Bank  on 
wheels' — 160  jeep  mounted  teams 
which  process  and  release  loans  to 
small  farmers.  It  also  has  two 
helicopters  performing  the  same  ser- 
vices— 'Bank  on  wings'.  Then  came 
the  Small  Market  Vendors  Loans 
which  helped  to  stimulate  retail  trade 
at  grass  roots  level.  More  recently  has 
come  the  formal  move  of  the  Philip- 
pine National  Bank  into  the  role  of 
Universal  bank  in  the  special  sense  of 
that  word. 

|  O     Underwriting.  As  a  Univer- 
lui  sal  bank  PNB  will  undertake 
the  underwriting  of  bonds  and  equity 
for  selected  bank  clients.  A  new  unit 
has  been  created  to  handle  this  ser- 
vice. Underwriting  of  securities  will 
be  on  three  bases ,  'best  effort',  'firm 
basis',  'stand-by'. 
1  Q     Staff  expertise.  There  is 
i  V  •  a  total  committment  by 
the  bank  to  continually  improve  the 
expertise  of  its  more  than  6,000 
staff — the  majority  of  whom  already 
have  a  university  degree  in  a  ap- 
propriate discipline 

U Foreign  exchange. 
•  Foreign  currency  deposits 
held  by  the  International  department 
amount  to  US$846.70  million. 


Write  to  us  at  P.O.  Box  1844, 
Metro  Manila,  Philippines. 
I  am  interested  in: 

□  PNB  booklet 

□  Philippine  Finance 
Magazine 

□  Subsidised  business  tours 
to  the  Philippines 

Name:  


Address: 


Company: 


LET  MISSOURI  SHOW  YOU 


Kit  Bond,  Governor,  State  of  Missouri 


/'/</,  Carr,  Chairman,  Detroit  Tool 


Kit  Bond,  Governor,  State  of  Missouri 


irS  OUR  BUSINESS  SPECIALTY 


Equipping  a  plant  for 
efficient  and  smooth 
production  is  a  complex 
process,  requiring 
specialized  engineering 
and  technical  know- 
how. 

But  in  Missouri,  we 
make  it  simple. 
Through  a  home-grown 
product  that's  one 
of  the  largest  and 
most  advanced  tool  and 
die  manufacturers  in  the 
nation.  Detroit  Tool, 
headquartered  in 
Lebanon,  Missouri. 

They  design  and 
manufacture  special 
machines  and  tools  that 
keep  industry  running  at 


peak  production  around 
the  world.  And,  they  do 
it  all  from  Missouri. 
With  Missouri  people. 

"Missouri's  a  great  place 
for  business,  and  has 
everything  we  need  for 
successful  growth," 
chairman  Dick  Carr 
tells  Missouri  Governor 
Kit  Bond.  "Most  of  the 
350  people  we  employ 
are  highly  technical, 
skilled  craftsmen  who 
were  hired  and  trained 
locally. 

"We  develop  technology 
for  a  wide  range  of 
companies,  like  Owens, 
McGraw-Edison,  John 
Deere,  Westinghouse, 
Emerson  and  Firestone. 


Dick  Carr,  Chairman,  Detroit  Tool 

"We  find  Missouri's 
central  U.  S.  location  a 
real  asset  for  serving 
customers  across  the 
country.  Either  coast  is 
three  hours  away." 


Missouri  and  Detroit 
Tool.  An  unbeatable 
combination.  A  great 
state  for  your  business. 
And  all  the  right  tools. 

To  find  out  more,  send 
for  our  free  "12 
Reasons"  brochure,  or 
call  (314)  751-4539. 


Let 


STATT 


Show  You . . . 


Governor  Kit  Bond 

P.  O.  Box  UK 

Jefferson  City,  Missouri  (if)  102 


Phis  u!  sponsored  jointly  by  the  Missouri  Private  Industry  Council  (PIC)  and  the  Missouri  Division  of  Community  and  Economic  Development. 


ask  how  many  shares  and  approxi- 
mately when. 

"If  the  prospect  is  too  small  a  buyer 
of  stocks  (100  shares)  or  does  not  own 
stocks,  do  not  try  to  convert  him.  We 
are  not  in  the  religion  business.  Your 
time  is  important — just  say  thank  you 
and  hang  up  and  throw  the  card 
away." 

The  script  goes  on  to  explain  that  a 
hot  prospect  "must"  receive  a  follow- 
up  call  "within  five  to  seven  business 
days  with  a  recommendation.  This  is 
important — your  name  and  the  firm 
will  be  fresh  in  his  mind." 

This  second  contact  is  the  pitch 
call.  The  broker  tries  both  to  open  an 
account  and  to  sell  stock.  Says  the 
script:  "The  recommendation  call  is 
the  moment  of  truth — 80%  of  your 
Ichance  to  do  business  with  the  pros- 
pect is  on  this  call.  You  must  get  at 
least  four  noes  before  you  give  up. 
That  means  you  must  ask  for  the  or- 
der specifically  four  times  if  he  does 
not  say  yes.  Don't  worry  if  he  gets 
mad  or  hangs  up.  That  means  you  are 
doing  your  job — to  apply  mental  pres- 
sure to  get  an  order." 

And  so  the  curtain  rises  on  Act  2: 

he  pitch:  "  'Mr.   ,  this  is 

 in  New  York.  I  mentioned 


Says  the  customer:  "  'Send  me  in- 
formation or  a  report.'  " 

Replies     the     salesman:     "  'Mr. 

 ,  I'm  sure  you  know  that 

when  a  company  such  as  ours  pub- 
lishes a  report  on   it  may 

have  a  beneficial  effect  on  the  price  of 
the  stock.  We  prefer  to  accumulate 
quietly'  Flash  two  or  three  highlights 
[of  the  stock  recommendation]  and 
say,  'Wouldn't  it  be  nice  for  once  in 
your  life  to  get  there  ahead  of  major 
institutions?'  " 

Says  the  customer:  "  'I  don't  have 
any  money.'  " 

Replies  the  salesman:  "  'I  under- 
stand that — usually  when  people  say 
that  they  mean  they  have  no  dough 
unless  it's  an  exceptional  situation. 
This  is  a  must-buy'  " 

Squirming,  the  prospect  may  fall 
back  on  the  ultimate  dodge  and  mut- 
ter: "  'I've  got  to  ask  my  wife  (my 
accountant).'  "  The  salesman  is  ready 
for  that.  Says  the  script:  "All  objec- 
tions are  designed  to  get  you  off  the 
phone  and  off  the  trolley  track  of  ask- 
ing for  an  order.  We  do  not  directly 
answer  objections  or  argue  them,  we 
walk  around  objections — state  two  or 
three  highlights  of  the  stock  and  ask 
for  an  order  again." 

Like  all  good  scripts,  this  one  has  a 


bang-up  ending,  designed  to  reduce  a 
still-skeptical  audience  to  an  applaud- 
ing crowd.  It's  called  the  power  close: 
"If  after  three  to  five  noes  you  sense 
the  prospect  is  getting  restless  or  an- 
gry try  the  power  close.  If  you  get  a 
no — you  struck  out." 

"  'Mr.    (maybe  use  first 

name),    I    sense    that    you  like 
[the  stock  recommended | 


and  think  it's  a  compelling  low-risk 
buy,  but  there  is  another  factor  here — 
a  psychological  comfort  factor — I  am 
a  stranger  asking  for  an  order.  Let  me 
address  that  because  it's  our  biggest 
problem  usually  initially.  .  .  .  '  " 

At  this  point,  the  salesman's  last 
chance,  he  is  on  his  own.  The  power 
close  for  one  of  Lehman's  big  produc- 
ers has  become  a  simple,  but  dramati- 
cally urgent  and  nudging,  "C'mon, 
gimme  a  chance!" 

As  the  script  notes:  "Remember 
what  closes  the  prospect  is  not  the 
stock,  but  your  enthusiasm  .  .  .  Get  ex- 
cited, get  'up,'  raise  your  voice  (and 
lower  it)  at  key  and  underlined  words 
(e.g.,  compelling,  extraordinary,  must- 
buy  situation,  do  you  see  what  we  see 
here)." 

The  old  American  art  of  salesman- 
ship is  alive  and  well  and  living  on 
Wall  Street.  ■ 


The  Streetwalker 


People  with  a  taste  for  cheap  stocks  are 
nibbling  at  GPU — of  Three  Mile  Island 
fame.  They  may  be  disappointed. 

Contrarians, 
beware 


to  you  that  we  contact  people  when 
we  have  an  exceptional  low-risk 
buying  opportunity  etc. 

The  script  also  details  how  a  sales- 
man should  react  to  some  of  the  more 
typical  objections. 

"  'Let  me  think  about  it,'  "  says  the 
customer. 

Says      the      salesman:      "  'Mr. 

 ,  what  you're  really  saying 

is  I've  left  something  out  of  my  pre- 
sentation. Please  don't  be  embar- 
rassed— if  I've  left  something  out, 
please  tell  me  so  I  can  respond.'  " 


By  Paul  B.  Brown 


Contrarian  investors  think- 
ing about  buying  General  Pub- 
lic Utilities  stock,  which  was 
one  of  the  most  actively  traded  issues 
on  the  New  York  Stock  Exchange  last 
month,  should  be  aware  of  what  was 
behind  the  sudden  price  rise. 

The  stock  had  been  trading  below 
$5  a  share  and  suddenly  rose  to  nearly 
$6 — a  more  than  20%  gain.  This,  after 
the  Edison  Electric  Institute,  a  trade 


group  representing  most  of  the  na- 
tion's power  companies,  recommend- 
ed its  members  contribute  $192  mil- 
lion toward  the  estimated  $1  billion 
cleanup  of  the  Three  Mile  Island  nu- 
clear reactor.  That  sounded  like  good 
news.  So  did  the  company's  request  to 
have  ratepayers  of  its  three  compo- 
nent electric  companies  (Pennsylva- 
nia Electric  and  Metropolitan  Edison 
in  Pennsylvania  and  Jersey  Central 
Power  &  Light  in  New  Jersey)  pick  up 
part  of  the  cleanup  costs.  Meanwhile, 
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TIME 


Orient 

express. 

Japan's  industrial  triumphs  are  not  so  inscrutable  after 
all.They're  based  on  philosophies  that  worked  wonders  for 
America  before  we  turned  our  backs  on  them. 

Fl  ew  things  demonstrate  so  well  the  unique- 
ness of  TIME  Magazine  as  the  recent  cover 
story  on  the  swift  and  spectacular  success  of 
Japanese  products  in  America.  It's  the  com- 
monest of  common  knowledge.  We've  all  heard 
that  it's  happening,  why  it's  happening,  why  it's 
good,  why  it's  bad.  What's  left  to  tell?  A  great 
deal,  when  TIME  explores  the  subject. 

Because  TIME  offers  the  unique  split- 
screen  insights  of  a  journalist  whose  two  tours  of 
duty  as  Tokyo  bureau  chief  bracketed  the  infancy 
and  maturity  of  Japan's  industrial  boom.  Because 
TIME  reporters  and  researchers  analyzed  not 
only  Japanese  economic  and  business  patterns, 
but  the  personal  and  cultural  mores  in  which  they 
are  rooted.  And  because  TIME  is  devoted  not  just 
to  assembling  facts,  but  to  causing  connection  of 
facts-and  correlation  of  facts-to  happen  inside 
people's  heads. 

The  connections  and  correlations  lead  to  a 
remarkable  observation:  that  what  makes  Japan 
flourish  now-the  sense  of  common  purpose, 
cooperation,  compromise  and  consensus- 
once  characterized  America's  frontier  days,  but 
has  been  lost  somewhere  along  the  way. 

Illumination  that  is 
somehow  more  than  the  sum 
of  its  parts-that  is  what 
distinguishes  TIME  from 
other  news  magazines. 

Millions  more  people 
read  TIME  every  week,  be- 
cause we  work  so  hard  to  put 
more  into  it. 

More  goes  into  it. 


timeU 


6  Time  Inc  1981 


llic  Streetwalker 


there  are  four  different  proposals 
pending  in  Washington  to  aid  the 
New  Jersey-based  holding  company. 

Hold  it!  The  EEI  recommendation 
may  never  be  carried  out.  There  is  no 
guarantee  ratepayers  will  pay  any- 
thing soon  for  the  cleanup,  and  the 
Reagan  Administration  has  aban- 
doned GPU  to  its  fate.  Says  Evan  J. 
Silverstein,  a  utility  analyst  at  L.F 
Rothschild,  Untcrberg,  Towbin:  "You 
can't  say  the  solution  is  here." 

Indeed  you  can't:  The  EEI  recom- 
mendation is  just  that,  a  recommen- 
dation. While  there  is  talk  in  Wash- 
ington of  making  it  mandatory,  that 
idea  quickly  becomes  a  states'  rights 
issue,  since  state  officials  usually  de- 
termine utility  rates.  Another  bright 
light  that  may  fade  is  the  return  to 
service  of  TMI  I,  the  undamaged  twin 
to  the  TMI  II  reactor. 

TMI  1  was  closed  for  refueling  when 
the  accident  occurred  31  months  ago 
and  the  U.S.  Nuclear  Regulatory  Com- 
mission has  kept  it  out  of  service  ever 
since.  GPU  expects  the  Atomic  Safety 
&  Licensing  Board,  an  advisory  group 
to  the  NRC,  next  month  to  recom- 
mend restarting  TMI  I.  The  unit  could 
be  producing  power  early  next  year. 
The  net  savings  to  GPU  of  replacing 
purchased  oil-  and  coal-fired  power 
with  nuclear-generated  electricity 
from  TMI  I  would  be  about  S32  mil- 
lion a  year.  That  savings  could  go  to 
fund  the  cleanup,  with  electric  rates 
remaining  at  their  current  level.  But 
the  New  Jersey  and  Pennsylvania  state 
boards  have  received  angry  letters  and 
phone  calls  from  unhappy  GPU  cus- 
tomers, and  passing  that  $32  million 
savings  on  to  them  could  ease  the  pres- 
sure. It  would,  however,  dissipate  the 
money  needed  to  help  with  the 
cleanup. 

Meanwhile,  GPU  has  SI  13  million 
in  debt  coming  due  in  August  1983 
and  has  no  present  way  to  pay  it. 
GPU's  accident  insurance  runs  out  at 
about  the  same  time  the  debt  is  due 
and  still  to  be  addressed  is  the  fate  of 
TMI  11,  once  it  is  decontaminated. 
Estimates  are  it  would  take  S430  mil- 
lion to  return  it  to  service,  once  the  S 1 
billion  cleanup  is  done.  The  Reagan 
Administration  has  made  clear  it  does 
not  want  to  be  part  of  anything  that 
smacks  of  a  bailout. 

For  the  immediate  future,  GPU  can 
remain  solvent  by  drawing  on  its  S200 
million  revolving  credit  agreement 
and  additional  rate  hikes,  which  for 
the  most  part  go  to  pay  replacement 
power  costs.  "There  is  now  a  reason- 
able balance  between  the  banks  and 


the  regulators,"  says  J.  Christopher 
Young,  senior  vice  president  of  Don- 
aldson, Lufkin  &  Jenrette  Securities 
Corp.  He's  right,  but  balance  only  deals 
with  GPU's  immediate  problems. 

"While  GPU  is  more  stable  and 
some  of  its  short-term  problems  have 


been  resolved,  it  still  faces  an  abun- 
dance of  problems  that  could,  at  any 
time,  force  insolvency,"  says  Antho- 
ny May,  vice  president  and  manager 
of  fixed-income  research  at  Roth- 
schild. "It's  a  schizophrenic  situa- 
tion." Be  wary,  contrarians.  ■ 


Taxing  Matters 


How  the  worst  hit  bond  funds  could  be- 
come the  most  attractive  tax  shelters. 


One  man's 
poison 


By  Jay  Gissen 


T|  HE  CARNAGE  IN  BOND  FUNDS  is 
enough  to  make  you  avert  your 
eyes.  But  perhaps  you  should  not 
avert  them.  .  .  if  you  do  not  mind 
turning  another  fellow's  losses  to  your 
own  advantage. 

At  the  moment,  most  of  those  bond 
funds  are  mouth-watering  tax  shelters 
for  the  outsider  who  believes  interest 
rates  are  headed  south.  That's  because 
bond  funds,  like  stock  funds,  are  al- 
lowed to  offset  capital  gains  with  pre- 
viously realized  losses  for  up  to  eight 
years  after  the  loss  is  incurred.  So  if 
interest  rates  fall  and  bond  prices  rise, 
a  fund  with  large  realized  losses  will 
be  able  to  plow  the  resulting  capital 
gains  right  back  into  the  portfolio  tax- 
free  until  the  day  when  the  sharehold- 
er liquidates. 

The  person  who  has  been  in  the 
bond  fund  all  along  may  hate  those 
realized  losses  since  that  is  money  he 
will  never  see  again.  But  for  the  new- 
comer those  losses  offer  a  wide-open 
invitation  to  tax  deferral.  The  100 
bond  funds  already  have  something 
like  SI  billion  in  combined  realized 
losses.  Then  there's  another  possible 
S2  billion  in  unrealized  losses — the  ag- 
gregate decline  in  value  of  bonds  in 
the  portfolio  that  have  not  yet  been 
sold  at  a  loss.  At  least  some  of  that  S2 
billion  is  likely  to  be  sold  off  at  a  loss 
at  some  future  date,  thus  generating 


additional  tax-loss  carryforwards  for 
the  newcomer.  "There's  plenty  of 
cushion  there  for  gains,"  says  Vice 
President  Charles  Smith  of  T.  Rowe 
Price  in  a  marvel  of  understatement. 

One  of  the  most  common  ways  that 
unrealized  losses  are  translated  into 
realized  losses  in  bond  funds  is  by 
means  of  a  swap.  A  SI 00  million  face 
amount  bond  that  has  declined  in  val- 
ue to  S50  million  can  be  exchanged  for 
a  S50  million  face  amount  bond,  pre- 
sumably bearing  a  higher  interest.  In 
that  way  a  bond  fund  generates  valu- 
able carryforwards  and  upgrades  its 
portfolio  at  the  same  time. 

Curiously,  the  bond  fund  losses  are 
so  huge  that  they  threaten  to  turn  the 
funds  into  a  new  type  of  instrument. 
In  the  past  a  bond  fund  that  had  a 
capital  gain  and  no  tax-loss  carryfor- 
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In  any  business,  problem- 
solving  takes  a  tremendous 
amount  of  knowledge  and  skill. 
Add  imagination  and  creativity 
to  the  process,  and  you've 
got  an  extraordinary 
advantage. 
ABank  Hapoalim, 
p*  Israel's  leading 

bank,  has  that 
advantage. 
When  we  opened  our 
very  first  office  over  60  years 
ago,  we  knew  we  had  to  have 
special  talent  to  succeed.  When 
we  entered  the  world  of  interna-  . 
tional  finance  nearly  12  years  ago, 
our  talent  search  continued. 

We  needed  men  and  women 
with  great  expertise.  People  who 
could  find  solutions  that  seemed 
impossible  to  find.  People  with 
the  talent  to  put  together  loan 
packages  as  no  one  else  could. 
People  with  imagination. 
Thanks  to  our  exceptional  staff, 
our  assets  have  grown  over  1000% 
in  a  little  over  a  decade-  reaching 
over  $17  billion. 

It  doesn't  take  great  imagination 
to  realize  what  Bank  Hapoalim  can 
do  for  your  financial  needs. 

Just  call  and  we'll  put  our 
special  talents  to  work  for  you. 

Bank  Hapoalim 
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Gould  focuses  on 
growth  in  electronics  and 
electrical  products. 


Gould  sells  industrial  group. 

With  the  sale  of  this  group,  Gould  accelerates  a 
major  program  to  redeploy  assets  and  to  focus 
its  talents  on  those  areas  where  growth  can  be 
maximized 

Over  the  last  five  years,  a  growing  part  of 
our  sales  and  an  even  larger  part  of  our  net  earnings 
have  come  from  our  electronics  businesses. 

Electronics  will  continue  to  be  the  major 
area  of  emphasis.  And  that's  why  Gould  recently 
acguired  several  electronics  companies,  such  as 
Systems  Engineering  Labs,  Gettys.  Deltec,  SRL 
Medical  and  De  Anza  Systems. 

All  of  which  fit  into  Gould's  strategy  of 
exploiting  the  opportunities  of  tomorrow. 
Gould  concentrates  on  six  markets. 
We're  emphasizing  markets  where  technology 


can  have  great  impact:  minicomputers,  factory 
automation,  test  and  measurement,  medical 
instrumentation,  defense  systems  and  electronic 
components  and  materials. 
Gould's  building  block  strategy. 
To  best  serve  these  high-technology  electronics 
markets,  Gould  products  function  as  interrelated 
building  blocks  Our  minicomputers,  programmable 
controllers,  servo  drives,  transducers,  power 
supplies  and  controls  .can  all  work  together  in 
different  systems 

By  making  products  that  are  compatible 
and  multi-functional,  we're  building  technological 
leadership  and  aiming  for  market  growth  that 
provides  above-average  returns  To  find  out  more, 
write:  Gould  Inc.,  Department  H-4, 10  Gould 
Center,  Rolling  Meadows,  IL  60008. 


->  GOULD 


Electronics  &  Electrical  Products 


Comforting  realizations 


The  larger  a  bond  fund's  realized  losses — shown  below  ed  into  tax-loss  carryforwards  as  well.  If  anything,  the 

for  20  of  the  largest  funds — the  more  future  income  amounts  below  understate  the  total  tax-loss  carryfor- 

that  fund  can  shelter  when  interest  rates  turn  down,  wards  to  date  because  losses  for  some  of  them  have 

Naturally,  some  unrealized  losses  can  be  convert-  mounted  since  the  funds  last  reported. 

 Losses  

Assets  as  of  %  change 

6/30/81  1981  vs                realized  unrealized 


Fund  name  (millions)  1980  (millions)  (millions)  as  of 


American  General  Bond  Fund  $160.3  -15.9%  $11.0  $  34.0  8/31 

American  General  High  Yield  Investments  234.6                -6.6  29.5  42.1  8/31 

Bond  Fund  of  America  164.7                -8.7  23.6  .5  6/30 

Colonial  Income  Fund  160.1  -23.4  74.3  42.2  9/30 

First  Investors  Fund  for  Income  569.2                -2.3  4.1  98.1  6/30 


IDS  Bond  Fund  533.2  +11.1  13.4  107.2  2/28 

i     InterCapital  High  Yield  Securities  167.5  -16.4  1.3  12.6  2/28 

InterCapital  Income  Securities  137.7  -17.6  8.2  4.3  6/30 

Investors  Selective  Fund  517.8  -10.3  56.3  125.6  5/31 

John  Hancock  Bond  Fund  286.6  +9.2  5.7  88.1  6/30 


Keystone  Custodian  Funds  B-4  383.2  -8.3  5.6  56.8  7/31 

Lord  Abbett  Bond  Debenture  Fund  174.5  -9.2  22.2  6/30 

Massachusetts  Financial  Bond  Fund  172.3  -6.0  6.7  25.8  8/31 

Massachusetts  Financial  High  Income  Trust  120.8  +36.5  5.4  12.3  8/31 

Merrill  Lynch  Corp  Bond  Fund  High  Income  232.7  -13.6  13.0  25.0  9/30 


Oppenheimer  High  Yield  Fund  117.5  +2.9  13.7  28.3  9/30 

Putnam  High  Yield  Trust  275.0  +2.5  43.8  31.9  8/31 

T  Rowe  Price  New  Income  Fund  352.1  -10.3  46.1  26.8  6/30 

United  Bond  Fund  218.4  -17.1  59.2  59.5  6/30 

United  High  Income  Fund  160.8  +55.2  6.5  3/31 


stockholders  and  president.  And 
that's  not  all  they  share.  All  the  tax- 
able income  is  lumped  in  the  spinoff 
and  any  tax  losses  are  given  to  the 
taxable  parent  company.  Frequently, 
the  two  issues  of  stock — formerly  par- 
ent and  sub — are  actually  printed  back 
to  back;  thus  the  name  "Siamese 
shares"  or  "paired  shares." 

Companies  that  tried  the  technique 
grew  to  love  it,  but  the  IRS  grew  to 
hate  it.  So,  soon  after  the  paired-share 
gambit  became  popular,  the  IRS 
stopped  issuing  letter  rulings  for  the 
common  paired-share  REITs.  Next, 
Representative  Dan  Rostenkowski 
(D— 111.)  introduced  a  bill  that  would 
have  considered  both  parent  and  spin- 
off as  U.S.  companies  and  thus  totally 
taxable.  The  Rostenkowski  bill  died, 
but  now  the  boys  at  Treasury  are  get- 
ting set  for  what  they  hope  is  the  final 
assault — their  own  death-to-paired- 
shares  bill. 

The  company  that  originated  the 
use  of  the  technique,  Sea  Containers, 
is  already  sounding  retreat.  President 
James  Sherwood's  tough  talk  of  last 
year — "The  IRS  has  absolutely  no 
power" — is  gone,  and  the  company  is 
making  preparations  for  splitting  the 
Siamese-twin  shares — de-pairing — 
should  that  become  necessary.  That 
would  make  it  impossible  to  move 
profits  out  of  the  country  and  thereby 
avoid  taxes. 

Back  to  the  tax  shelter  drawing 
board. — Jeff  Blyskal 


Iaxing  N  latters 

capital  gain  and  no  tax-loss  carryfor- 
ward generally  paid  its  shareholders  a 
capital  gains  distribution.  But  now, 
with  such  enormous  carryforwards,  it 
[scarcely  makes  any  sense  to  pay 
shareholders  a  capital  gains  distribu- 
tion on  which  they  can  be  taxed.  Why 
pot  simply  keep  those  gains  in  the 
portfolio  where  they  are  sheltered 
from  tax?  If  that  happens,  you  get  a 
strange  thing:  a  growth-bond  fund. 
"Until  recently  people  invested  in 
bond  funds  for  the  income  stream," 
says  Steven  Norwitz,  a  vice  president 
with  T.  Rowe  Price.  "Now  they  may 
be  looking  at  them  for  potential  cap- 
ital appreciation." 

Not  everyone  is  going  to  be  happy 
about  that,  to  be  sure.  "A  lot  of  people 
like  to  get  the  extra  income  even 
though  they  pay  taxes  on  it, "  says  War- 
ren Greene,  president  of  American  In- 
vestors. That  is  particularly  true  now, 
with  the  capital  gains  tax  down  from 
128%  to  20% .  But  some  bond  fund  men 
tend  to  look  upon  it  as  their  sacred  duty 
to  protect  their  shareholders  from 
themselves.  Says  Charles  Morgan,  se- 
nior vice  president  of  Keystone  Custo- 
dian Funds,  "The  advantage  [of  the  car- 
ryforwards) is  that  the  investor  doesn't 
get  a  capital  gain  distribution,  pay  tax 
on  it  and  then  go  waste  it." 

Which  of  the  20  giant  bond  funds 
listed  here  look  most  attractive  as  tax 


shelters?  Although  both  unrealized 
losses  and  realized  losses  are  lumped 
together  in  calculating  daily  share 
prices,  those  funds  with  large  realized 
losses,  such  as  Colonial  Income,  In- 
vestors Selective  and  United  Bond, 
offer  the  better  bet.  Obviously,  as  in- 
terest rates  fall,  some  of  those  unreal- 
ized losses  are  going  to  erode.  That 
may  please  the  long-term  shareholder, 
but  it  will  certainly  not  please  you,  the 
tax-shelter  seeking  newcomer.  So  In- 
terCapital High  Yield  Securities  prob- 
ably will  not  be  your  first  choice. 

Of  course,  if  you  are  a  pessimist  and 
you  think  that  interest  rates  are  going 
to  remain  stuck  where  they  are  or 
climb  even  higher,  then  look  not  for 
opportunity  in  this  valley  of  the  fallen. 


Can  you  beat  a  pair? 

About  a  year  ago,  Forbes  reported  a 
.growing  interest  in  so-called  Si- 
amese shares,  a  device  that  could  cut  a 
corporation's  taxes  to  zero.  It  looked 
too  good  to  be  true.  Now  Treasury, 
protecting  its  hold  on  these  tax  dol- 
lars, is  getting  ready  to  torpedo  the 
device,  and  the  pioneer  in  paired 
shares — Sea  Containers  Group — is 
preparing  to  abandon  ship. 

Briefly,  the  scheme  works  like  this: 
A  parent  company  separates  out  a 
subsidiary  and  gives  it  to  its  share- 
holders. The  spinoff  is  based  in  a  tax- 
free,  non-U. S.  spot  such  as  Bermuda. 
The  two  companies  share  the  same 
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A  company's  decision  to  expand  or  relocate  is  based  on  careful  planning  and  thorough  research.  The  site 
selection  process  also  necessitates  the  same  amount  of  investigation  and  comparison  of  the  many  area 
development  programs  available.  It  is  a  major  decision  requiring  a  great  deal  of  information. 

To  help  meet  this  need,  the  advertisers  appearing  in  this  special  section  are  offering  decision-level 
executives  valuable  industrial  site  and  area  development  literature — free  and  without  obligation.  The 
advertisements  are  arranged  alphabetically  by  geographic  area  to  make  it  easy  to  locate  the  information  you 
need  from  the  areas  you  are  most  interested  in.  It's  a  convenient  method  for  gathering  the  area 
development  data  vital  to  your  company's  site  selection  planning. 

The  industrial  development  advertisers  represented  on  these  pages  are  eager  to  send  their  literature  to 
FORBES'  executive  readers.  To  obtain  any  of  the  offered  information,  refer  to  the  postage-paid  reply  card  a 
the  end  of  this  section.  Simply  fill  in  all  the  necessary  information,  circle  the  numbers  which  correspond  to 
the  advertisers  that  interest  you  and  forward  the  reply  card  to  FORBES.  Your  request  will  be  processed  by 
FORBES  and  forwarded  to  the  appropriate  advertisers.  They  will  mail  their  literature  to  you  directly.  Please 
allow  a  reasonable  amount  of  time  for  processing. 
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ARIZONA— Metro  Phoenix 

Choosing  a  new  corporate 
home?  Consider  Phoenix. 

Our  pluses  are  impressive:  a  wide  range  of  sites,  reliable 
water  and  power  supplies,  tax  exemptions  on  manufac- 
turers' inventories  and  a  state  Right-to- Work  law,  not 
to  mention  an  unsurpassed  climate  and  Sun  Belt  loca- 
tion that's  just  an  overnight  trip  from  30  million  West 
Coast  prospects.  These  are  just  a  few  of  the  reasons 
that  companies  like  Greyhound,  American  Express,  Best 
Western  and  Digital  Equipment  Corporation  are  proud 
to  call  Phoenix  home.  If  they're  not  enough  to  convince 
you,  send  for  our  free  brochure,  Economic  Assets  of 
Metropolitan  Phoenix  by  cir- 
cling our  number.  It's  filled 
with  hard  facts  that  can  help 
make  a  hard   decision  easy. 
And,  of  course,  your  request 
will  be  held  in  the  strictest 
confidence. 


Salt  River  Project 

WATER  ♦  POWER 
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CALIFORNIA— San  Diego 

SAN  DIEGO:  ZONED  FOR 
YOUR  SUCCESS. 

Thirty-six  major  corporations  made  the  move  to  San 
Diego  in  the  last  three  years.  Each  had  its  own  reasons  ies  I 
for  relocating  here.  But  there  were  valuable  competitive 
advantages  they  all  agreed  upon:  land/building  availabil 
lty,  labor  availability,  government  encouragement,  good 
transportation   facilities,   a   positive   tax   climate.  Sam 
Diego  is  one  of  the  few  major  cities  in  the  U.S.  which 
is  still  growing.  For  good  reasons,  your  kind  of  reasons 
...  a  clean,  vigorous  economic  environment  and  the; 
finest  quality  of  life  in  the  nation.  Get  all  the  factsi 
regarding  your  specific  in- 
dustry. Get  The  San  Diego 
Success  Kit  just  by  calling 
714/234-8484.     Or  write: 
San   Diego   Economic  De- 
velopment Corporation, 
1200  Third  Ave.,  Dept.  FB- 
10,  San  Diego,  CA  92101. 

SUCCESS 
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\NADA 


discover  Canada, 
ee  the  sites! 


anada  is  the  largest  country  in  the  free  world.  Highly 
dustrialized.  Rich  in  energy  and  resources.  A  land  of 
rtually  boundless  opportunities  for  industries  of  all 
nds.  CN  Rail's  industrial  location  professionals  have 
l  extensive  knowledge  of  Canada's  unique  industrial 
)portunities.  We  can  help  you  pinpoint  the  location 
at's  right  for  you — confidentially,  impartially,  and  free 

charge.  For  more  information  ask  for  the  CN  Rail 
>oklet:  CANADA— POTENTIAL  UNLIMITED.  It  can 
:lp  you  discover  the  advantages  of  locating  in  Canada, 

well  as  offering  site  location  assistance  from  CN 
ill's  Industrial  Development  team.  Write:  Ray  Birchall, 
dustrial  Development,  CN  Rail,  P.O.  Box  8100,  Mon- 
;al,  Quebec,  Canada.  H3C  3N4 
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INDIANA— Indianapolis 

A  Captivating  Collage  of 
Opportunity  .  .  . 
Indianapolis  Defined 

Indianapolis  is  a  City  that  is  located  at  the  "Crossroads 
of  America"  and  has  a  population  of  more  than  750,000 
people.  Indianapolis  is  a  City  that  employs  a  unique 
municipal  government  termed  "Unigov"  that  has  pro- 
pelled its  growth  while  maintaining  its  economic  stabil- 
ity. Indianapolis  is  a  barometer  of  progress.  Indianapolis 
is  the  physical  intersection  of  seven  major  interstates 
and  within  a  day's  driving  distance  of  over  100  million 
consumers  of  manufactured  goods  and  users  of  profes- 
sional and  skilled  services.  For  information  contact  Jer- 
ry Hazlewood,  Indianapolis  Chamber  of  Commerce,  320 
N.  Meridian  Street,  Indianapolis, 
Indiana  46204,  (317)  267-2902.  Let 
us  define  Indianapolis  for  you! 


INDIANAPOLIS 

CHAMBER 
OF  COMMERCE 


WA/MINNESOTA/NEBRASKA/NORTH  DAKOTA/ 
UTH  DAKOTA/WISCONSIN 


ow  available 


ORTHERN'S  FREE  1982  ECONOMIC  DATA  GUIDE 
)w  the  ninth  and  latest  edition  of  an  award-winning 
ries  of  publications.  Contains  an  unbiased  state-by- 
te comparison  seldom  shown  in  data  collections  of 
)or  forces  and  other  economic  data.  For  your  free 
py,  write  on  your  company  letterhead  or  call:  W.A. 
v;  htzenberger,  Director,  Economic  Development,  North- 
i  Natural  Gas  Company,  Dept.  F,  2223  Dodge  Street, 
a  nana,  NE  68102.  Phone:  (402)  633-4187 


RBES,  OCTOBER  26,  1981 


KENTUCKY 

Of  all  the  states 
in  the  running  for  your 
business,   there's   only  one 
that's  run  like  a  business. 

In  1981,  Kentucky  &  Co.  will  attract  more  than  a 
billion  dollars  of  new  industrial  development.  It's  hap- 
pening for  a  lot  of  profit-oriented  reasons  like  our  cen- 
tral location,  productive  labor  force,  abundant  energy 
and  navigable  commercial  waterways.  But  most  of  all 
it's  happening  because  the  idea  of  a  state  that's  run  like 
a  business  is  an  idea  whose  time  has  come.  And  it's  an 
idea  that  will,  we  hope,  have  you  coming  to  Kentucky. 
For  complete  information  about  how  the  state  that's 
run  like  a  business  could  benefit  your  business,  just 
order  this  number. 


KENTUCKY &CO. 

The  state  that's  run  like  a  business. 
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LOUISIANA 

Louisiana  is  the  best  place  to 
get  your  show  on  the  road 

If  your  profits  depend  upon  reliable  transportation,  Lou- 
isiana can  help  you  get  your  business  rolling  with  .  .  . 
two  east-west  routes  .  .  .  two  north-south  routes  .  .  . 
55,000  miles  of  public  roadways  .  .  .  dependable  out- 
bound common  carriers  at  competitive  rates  .  .  .  three 
world  ports  .  .  .  extensive  inland  waterways  .  .  .  excel- 
lent air  and  rail  services  .  .  .  and  all  of  this  is  in  the 
heart  of  the  fast-growing  Sunbelt  market.  As  a  bonus 
we  offer  a  temperate  climate,  vast  natural  resources,  a 
large  available  work  force  trained  at  state  expense  and 
abundant  prime  office  space. 
Make  your  move  to  Louisi- 
ana, and  we'll  get  your  show  f  pjt  k 
on  the  road.  Send  for  our  free  '  M 
brochure  detailing  why  "Lou- 
isiana  Works"   and   how  it 
can  work  for  you. 


NEBRASKA 

Wanted:  CEO's  who  ask 
tough  questions. 

Operating  efficiency?  Profitability?  Return  on  mves 
ment?  The  answers  to  these  questions  make  Nebrasl 
stand  out  as  the  choice  for  your  next  plant  locatioi 
Get  the  answers  to  your  tough  management  questioi 
m  our  Nebraska  "Black  Book."  Department  of  Eeonon 
ic  Development,  Box  94762,  Lincoln,  NE  68509.  (40 
471-31 1 1. 
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Nebraska... It  Works 


NEBRASKA — Omaha 

The  Case  for  Omaha 

Operating  costs  are  lower  here.  A  few  of  the  reasons: 
an  expanding  market,  excellent  multi-dimensional  trans- 
portation  network,  available  land  and  very  favorable 
utility  and  communications  costs.  In  addition,  Omaha 
offers  industrial  revenue  bond  financing  and  a  100% 
property  tax  exemption  on  business  inventories,  plus  a 
recently  enacted  sales  and  use  tax  exemption  on  manu- 
facturing equipment.  Omaha  is  also  one  of  the  few 
cities  named  a  "foreign  trade  zone."  At  the  same  time, 
Omaha  worker  productivity  is  high — growing  at  nearly 
three  tunes  the  national  rate.  Shouldn't  you  find  out 
more  about  us?  Send  for  the  booklet:  "The  Case  for 
Omaha."  Write  Rod  Moseman  at  Omaha  Economic 
Development  Council,  Suite  2100,  Dept.  A-117,  1620 
Dodge  St.,  Omaha,  Nebraska  68102,  or  call  toll  free  800- 
228-2606. 


NEBRASKA— Omaha/Southeastern  Nebraska 

Looking  for  growth?  [HP 
Look  where  there's  power.  (El 

The  Omaha/Southeastern  Nebraska  region  served  by  t  Hie 
Omaha  Public  Power  District  has  ample  electricity  Ik 
reasonable  rates.  Electricity  "made  in  U.S.A."  from 
oming  coal  and  nuclear  fuel.   OPPD  serves  a  5,0' 
square-mile  rural/urban  area.  Besides  ample  power 
electric  rates  among  the  lowest  in  the  U.S.,  this  are  J?  \\ 
offers  many  advantages:  A  central  location.  Excellei 
transportation — rail  center,  river  terminal  for  3  barj  tr  . 
lines,  9  major  airlines,  interstate  crossroads.  Highly  pr< 
ductive  labor — low  turnover  and  absenteeism.  Right-t( 
work  state.  An  experienced  OPPD  professional  develo 
ment  team  can  provide  you  detailed  information  ^ 
industrial  sites  (including  aerial  surveys)  and  existii 
buildings  and  is  ready  to  serve  you  in  strict  confident 
Write  or  phone  Tom-  Gage,  Manager  of  Area  Develo] 
ment,    Omaha    Public    Power    District,    1623  Harnc 
Street,  Omaha,  NE  68102.  Phone  402/536-4347. 
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jlEW  MEXICO— Albuquerque 

ALBUQUERQUE— 

E  COMMUNITY  PROFILE 

Discover  why  Albuquerque  is  rapidly  becoming  a  center 
Lf  growth  in  the  Southwest,  the  reasons  are  outlined  in 
ihis  report  on  the  city.  Join  the  growth  in  New  Mexico 
^here  electric  power  is  amply  available,  the  state  has 
lust  lowered  both  income  and  property  taxes,  and  the 
.!  uality  of  life  attracts  management  that  stays.  Get  the 

acts  on  opportunities  for  expansion  employing  Albu- 
!  uerque's  readily  available  work  force  and  learn  how  the 
blew  Mexico  In-Plant  Labor  Training  program  can  assist 
!  ou  by  paying  a  portion  of  the  cost  of  training  your 
new  workers.  Write — or  better  yet  call — (505)  842-0400, 
fcm  Covell,  Executive  Vice  President,  Albuquerque  In- 

ustrial    Development  Ser- 

ice,  Inc.,  401  Second  Street, 

J.W.,     Albuquerque,  New 

lexico,  87102. 


NEW  YORK 

It's  new 
in  New  York! 

Con  Edison  is  offering  a  10-year  program  of  special 
electric  rates  to  commercial  and  industrial  businesses  to 
locate  or  expand  their  activities  in  economically  de- 
pressed areas  of  New  York  City.  You  can  get  reductions 
of  up  to  25  percent  in  charges  for  electricity  usage  for 
the  first  five  years.  The  reduction  is  phased  out  over 
the  next  five  years.  The  special  rates  are  available  in 
the  South  Bronx  and  parts  of  these  sections  of  Brook- 
lyn: Bedford-Stuyvesant,  Bushwick,  Coney  Island,  East 
New  York,  Red  Hook  and  Williamsburg.  We  can  also 
help  with  site  location,  financing,  government  liaison, 
energy  conservation  and  more.  Call  Bob  Stevens  and  his 
Con  Edison  Area  Development  team  at  (212)  460-2744 
and  find  out  more  about  this  special  incentive.  Or  write 
to  Con  Edison  Area  Development,  Office  D,  4  Irving 
Place,  New  York,  N.Y.  10003  and  get  the  help  you  need. 


Con 

Edison  conserve 


energy 
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IEW  YORK 

AP  THE  ENERGY  OF 
MEW  YORK. 

Ifhe  energy  of  New  York  extends  beyond  New  York 
City.  It's  in  Buffalo,  too.  And  Rochester.  Syracuse.  And 
klbany.  In  Upstate  New  York.  And  throughout  the 
iouthern  Tier.  The  markets  that  converge  here  are 
pore  vital  than  ever.  Industry  is  expanding.  Diversify- 
pg.  And  the  labor  force  continues  to  grow  in  numbers, 
[kills,  and  experience.  The  region's  future  growth  will 
le  powered  by  an  abundance  of  natural  gas.  And  energy 
jesources  of  every  kind.  New  York  is  just  one  of  the 
jnergy-rich  Consolidated  States  of  America  waiting  to 
|e  tapped.  We  can  help.  Call  Gary  Irwin  at  716-394- 
p40.  Or  write  to:  Consolidated  Gas  Supply  Corpora- 
tion, 3220  Middle-Cheshire  Road,  Canandaigua,  N.Y. 
14424. 


NEW  YORK— Nassau  County 

We  can  do  anything  better 
than  they  can — 
"NASSAU  COUNTY" 

Finding  the  ideal  mix  to  re-locate  or  build  your  new 
plant  isn't  easy.  But  choosing  Nassau  County,  Long 
Island,  will  probably  be  the  right  blend  for  business 
success  than  anywhere  else  in  America.  If  your  business 
is  on  a  sound  financial  basis  and  is  a  successful  oper- 
ation— then  we  can  help  work  out  the  details  for  build- 
ing and  equipping  your  new  plant.  Since  profit  is  the 
bottom  line — we  can  provide  you  with  tax-free  industri- 
al revenue  bonds,  and  locations  just  right  for  your  new 
venture.  We  can  do  anything  better — right  here  in  Nas- 
sau County! 

Call  or  write: 
Nassau  County 
Industrial  Development  Agency 
1550  Franklin  Ave.,  Mineola,  N.Y.  11501 
(516)  535-2544 
Francis  T.  Purcell   Ute  Wolff  Lally  Roy  N.  Cacciatore 
County  Executive      Chairperson  Vice-Chairman 


W  CONSOLIDATED  NATURAL  GAS  COMPANY 
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NORTH  CAROLINA 

Pick  The  Town  That  Fits  Your 

Business. 

We  can  provide  detailed  community  profiles  on  hun- 
dreds of  towns  and  cities  in  North  Carolina  that  would 
love  to  have  your  company.  We  offer  10  cities  with 
50,000+  population.  But  more  than  480  have  20,000  or 
less.  Indicate  the  community  size  that  would  fit  your 
new  plant.  Our  professionals  will  help  you  pick  one  that 
feels  like  home. 

NORTH  CAROLINA 

North  Carolina  Department  of  Commerce 
Industrial  Development  Division,  Suite  1711, 
430  N.  Salisbury  Street,  Raleigh,  NC  27611. 
Or  call  (919)  733-4151. 
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OKLAHOMA 

OKLAHOMA!  Home  of 
Nation's  Lowest  State  & 
Local  Taxes 

The  share  of  average  annual  income  Oklahomans  pa 
for  state  and  local  taxes  is  the  lowest  in  the  natiorj 
This  is  but  one  of  many  reasons  why  Oklahoma  ha 
the  third  largest  increase  in  manufacturing  employmen 
of  all  50  states  during  the  past  ten  years.  A  few  compa| 
nies  now  finding  their  RIGHT  COMBINATION  i 
Oklahoma  are  Huffy  Bicycle,  Shaklee,  Goodyear,  Inte; 
national  Harvester,  Baker  International,  KOBE,  U.i 
Steel  and  Franklin  Electric.  There  are  many  other! 
larger  and  smaller.  Check  out  Profitable  Oklahoma 
special  advantages  for  your  industry.  You  may  discov« 
we  have  the  RIGHT  COMBINATION  you've  been  lool 
ing  for  to  be- 
come more  pro- 
ductive, com- 
petitive and 
profitable. 


)0L 


PENNSYLVANIA— Southeastern  Pennsylvania 

We've  got  good  connections. 

Southeastern  Pennsylvania  is  located  midway  between 
New  York  and  Washington  with  abundant  resources 
and  plenty  of  good  connections.  Our  area  offers  all  you 
need  to  make  a  growing  company  prosper.  Like  good 
transportation  and  communications,  favorable  income 
levels,  ample  labor  supply,  choice  plant  and  business 
sites.  Our  good  connections  could  be  the  right  connec- 
tions for  you.  Contact:  Mr.  James  O'Brien,  Philadelphia 
Electric  Company,  2301  Market  Street,  Philadelphia,  PA 
19101,  (215)  841-5657. 


RHODE  ISLAND— Quonset  Point/Davisville 

Come  to  the  Point 

From  seacoast  docks  to  a  cargo  jet  runway,  everything 
already  here  for  you  at  Quonset  Point/Davisville,  Rhocj 
Island:  A  state  airport  with  an  8000'  runway  that  ca 
handle  the  biggest  cargo  jets.  23  miles  of  RR  trad 
connected  to  Conrail's  Boston-NY  mainline.  3  pie 
with  30'  drafts.  50  miles  of  paved  road.  Utility  systen 
already  in  place.  Hundreds  of  prime  acres  for  plant  < 
office  construction,  commercial  or  recreational  develo] 
ment.  And  nearby  are  hundred-billion-dollar  market 
And  it's  all  within  3  hours  of  New  York  and  1  hour 
Boston  via  1-95.  For  a  personal  tour  of  The  Point  wit 
Governor  Garrahy — or  for  our  Quonset  Poin 
Davisville  Site  Seeing  Kit — write  or  phone  Scott  Ei 
banks,  Director,  Rhode  Island  Department  of  Econom 
Development,  7  Jackson  Walkway,  Providence,  1 
02903.  401-277-2601.  Quonset  PointlDavisville,  RhoC 
Island  The  biggest  little  state  in  the  union.® 
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South  Carolina 

South  Carolina 

300  years  of  commitment  to  profit  .  .  .  and  people" 
bviews  South  Carolina's  historical  commitment  to 
usiness,  as  well  as  the  exceptional  incentives  offered 
y  the  Palmetto  State  to  new  and  expanding  industries, 
[his  colorful  brochure  evaluates  South  Carolina's  trans- 
ortation  system,  tax  and  employee  training  programs, 
fidustnal  financing  laws,  construction  costs,  human  re- 
[Surces  and  living  advantages.  For  immediate  or  addi- 
^onal  information,  contact  Robert  Leak,  Director, 
puth  Carolina  State  Development  Board,  Post  Office 
ox  927,  Columbia,  South  Carolina  29202.  (803)  758- 
145,  TWX  (810)  666-2628. 
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TENNESSEE 

Companies  Coming. 

Companies  are  coming  to  Tennessee  for  some  very 
good  reasons.  Tennessee  is  within  a  day's  drive  of  75% 
of  this  country's  major  markets.  The  state  is  criss- 
crossed by  an  excellent  transportation  network  includ- 
ing major  interstate,  airline,  waterway  and  railway  traf- 
fic. Tennessee  enjoys  a  year-round  moderate  climate 
that  virtually  eliminates  slow-downs  due  to  weather, 
and  the  Tennessee  work  force  is  varied  and  ranges  from 
semi-skilled  workers  to  highly-technical  levels  of  capa- 
bility. Add  to  this  abundant  energy  supplies,  tax  advan- 
tages, a  state-supported  industrial  training  program  to 
complement  your  business  and  a  standard  of  living  that 
is  attracting  people  nationwide,  and  you've  got  a  site 
worth  serious  investigation  for  your  business.  Contact 
William  H.  Long,  Tennessee  Department  of  Economic 
and  Community  Development,  Andrew  fackson  Bldg., 
Box  135,  Nashville,  TN  37215,  1-800-251-8594. 


Tennessee 

The  right  state  at  the  right  time. 
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"iNNESSEE—  Memphis 

ilemphis,  the  sweet 
eart  of  America 

Ipu're  looking  at  little  chocolate  replicas  of  the  features 
Eat  make  Memphis  a  sweet  place  for  your  company. 
Pom  the  heart  of  America,  Memphis  offers  unparalleled 
jansportation  opportunities.  By  air.  By  rail.  By  truck. 
I'/  river.  The  combination  of  these  transportation  ad- 
Intages  has  a  special  name.  Uniport.  One  center  for 
|e  kind  of  logistic  leverage  you  won't  find  anywhere 
tee  on  earth.  And  a  mild  climate  in  the  sunbelt  means 

ese  transportation  facilities  keep  going  year  'round, 
|y  in  and  day  out.  If  you're  interested  in  moving  or 
Ipanding  your  business  to  Memphis,  contact  us  and 
fe'U  send  you  more  information  or  arrange  a  date. 
Jemphis  is  the  sweet  heart  you  can  live  with.  Happily 
Eer    after.    )ust    call  or 

rite:   M.S.   "Bud"  Wor 

am,    V.P.  Manager, 
Jonomic  Develop- 
ment, Memphis 
tea     Chamber  of 
jbmmerce,    P.O.  Box 
I4-B,    Memphis,  TN, 
1 101.  901/523-2322. 


TEXAS— Corpus  Christi 

Corporate  Choice: 
Corpus  Christi 

You  will  decide  it's  the  right  choice  for  your  company, 
too,  when  you  consider  Corpus  Chnsti's  highly  produc- 
tive workers  .  .  .  favorable  labor  laws  .  .  .  lower  operat- 
ing costs  .  .  .  excellent  transportation  facilities  ...  in- 
dustrial revenue  bonds  .  .  .  and  many  other  factors  that 
help  make  your  business  more  profitable.  Latest  incen- 
tive: our  well-planned  Industrial  Technology  Park.  And, 
of  course,  you'll  enjoy  the  great  lifestyle  in  our  year- 
round  vacation  city.  Write  or  call  Brodie  Allen,  Direc- 
tor, Corpus  Christi  Industrial  Commission,  P.O.  Box 
640,  Dept.  F- 101,  Corpus  Christi,  Texas  78403/(512) 
883-5571. 


Corpus  Christi 


upaign  is  in  t  ooperation  with  Memphis  Ughl  <  ■•*>  and  NX  .tier  Division,  <  n\  <>l  Memphis 
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UNITED  KINGDOM— Northern  Ireland 

Northern  Ireland 

Despite  its  image,  Northern  Ireland  has  continued  to 
prove  an  excellent  base  from  which  to  serve  markets  in 
Europe  and  further  afield.  During  the  last  three  years  or 
so,  eighteen  U.S.  companies  have  decided  to  locate  new 
manufacturing  facilities  in  the  region,  raising  the  total 
number  of  U.S.  companies  operating  there  to  thirty- 
eight.  U.S.  companies  established  in  Northern  Ireland 
many  years  ago  have  continued  to  demonstrate  their 
confidence  in  the  region  through  substantial  programs 
of  reinvestment  for  the  following  reasons:  1)  Excellent 
work  ethic,  2)  Good  industrial  relations  and  productiv- 
ity, 3)  Plentiful  supply  of  labor  with  range  of  skills,  4) 
Excellent  government  training  facilities  and  grants,  5) 
Excellent  industrial  infrastructure  and  telecommunica- 
tions, 6)  Flexible  incentives  which  have  been  judged  to 
be  the  best  available  in  the  European  community. 
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UNITED  KINGDOM— -Scotland 

Locate  in  Scotland 

Scotland,  with  centuries  of  industrial  tradition,  has  de 
veloped  into  one  of  Europe's  most  important  centres  fo 
electronics  and  high  technology  industries.  As  part  a 
the  United  Kingdom,  with  excellent  communication 
and  transport  links,  Scotland  offers  a  tariff-free  markej 
base  inside  the  European  Economic  Community.  Al 
most  200  U.S.  companies  already  operate  Scottisl 
plants,  using  a  skilled  labour  force  with  high  productiw 
lty.  Labour  relations  are  excellent,  particularly  anion 
American  and  high  technology  companies.  Abundari 
energy  resources  are  available  for  industrial  and  com 
mercial  expansion.  Businesses  locating  in  Scotland  wi 
find  financial  and  real  es- 
tate incentives,  tax  con- 
cessions, funded  training 
programmes,  government 
agency  support,  plus  a 
sophisticated  domestic 
and  international  finan- 
cial community.  If  you'd 
like  to  know  more  about 
Scotland,  write  to  or  call 
John  Woodman  at  the 
Scottish  Development 
Agency,  9  West  57th 
Street,  New  York,  N.Y. 
10019.  Telephone:  (212) 
867-1066/1911. 
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Profit  in  Scotland 
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UNITED  KINGDOM— Scotland—East  Kilbride 

East  Kilbride 

Your  First  Base  in  Europe 

That's  what  you  need  if  you're  looking  at  new  people, 
new  countries,  new  markets.  East  Kilbride,  located  at 
the  center  of  a  high  technology  concentration  in  Scot- 
land's central  belt,  is  home  for  many  American  compa- 
nies. Motorola  (who  recently  invested  over  $120  million 
in  expanding  their  operation),  Rockwell,  Keystone,  Gray 
Tool  and  many  more.  Our  location  gives  immediate- 
access  to  markets  worldwide.  We  can  draw  on  over 
60%  of  Scotland's  manpower,  and  we  operate  a  'one 
door'  system.  The  E.K.D.C.  offer  maximum  incentives 
with  minimum  bureaucracy  and  we're  profitable.  Profit 
we  re-invest  to  ensure  continuing 
growth  in  the  future.  We  offer  you 
a  part  of  that  future. 
Make  East  Kilbride 
your  first  choice  as 
your  base  in  Europe. 
Contact  us  now.  U.S. 
Agent  Lynn  Bannister, 
P.O.  Box  4004,  New 
Canaan,  CT  06840. 
Telephone  (203)  966- 
9708  or  Atholl  House, 
East  Kilbride,  Scotland, 
G74  1LU.  Telephone 
(011-44)  3552-41111. 
Telex  779141. 
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UNITED  KINGDOM— Scotland— Glenrothes 

Glenrothes — The  Hive  of 
I 

52  million  dollars'  worth  of  industrial  and  commerci 
development  is  underway  in  Glenrothes,  Scotland — 1 
million  dollars  by  General  Instrument  Microelectronic 
New  York  (with  substantial  British  Government  aid)  t 
create  one  of  the  world's  most  advanced  microchii  Kj 
fabrication  centres.  Coors,  Porcelain,  of  Golden,  Color, 
do,  began  production  this  month  (October)  in  Gle 
rothes,  their  gateway  to  the  vast  European  marke 
Beckman   Instruments,    Burroughs    Machines,  Hughe 
Microelectronics,  Cessna  and  a  host  of  others  are  all  i 
Glenrothes,  hub  of  Scotland's  "Silicon  Valley"  and  c 
the  edge  of  the  lucrative  North  Sea  oil  and  gas  indu 
tries.  The  reasons  for  their  success — and  the  key 
yours — is    in    our  concise 
and   colourful   leaflets.  For 
your  set  contact:  Commer- 
cial    Director,  Glenrothes 
Development  Corporation, 
Balbirnie      House,  Glen- 
rothes, Fife,  Scotland.  Telex 
727125.     Telephone  (592) 
754-4343. 
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NJITED  KINGDOM— Southwest 

ell  Western  Europe  From 
>evon  &  Cornwall 

you  are  looking  for  a  secure  business  beachhead  from 
pich  to  reach  and  sell  to  the  U.K.  and  Western  Eu- 
|pe,  here  is  your  opportunity — Devon  and  Cornwall, 
ere  amongst  some  of  England's  most  glorious  country- 
e  and  coastal  scenery,  the  ideal  expansion  area  for 
dustrial/manufacturing  development  awaits  you.  Excel- 
ht  joint  venture  sche1    s  are  also  available.  Unrivalled 

jnt.  Government  assistance/ 
.  Ease  of  recruitment.  Low 
;e.  Excellent  communications 
tiurope.  Send  for  a  free  colour 
^tailed  information  which  is 
lbhshed  by  the  Devoi  &  Cornwall  Development  Bu- 
au.  Peter  Davey,  Dept.  FM.,  County  Hall,  Truro, 
jrnwall  TR1  3BB  England.  Tel:  Truro  71324.  Telex: 
491. 

Invest  in  a  peace 
tf  Devon  &  Cornwall 


iuntry-seaside  envir< 
ants.  Common  Ian 
age  levels.  Loyal  wo 
ith  UK  and  to  West 
ochuxe  for  full  an& 
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UTAH 

THE  RIGHT  SITE  

That's  Utah!  A  state  quickly  emerging  as  the  west's 
leader  in  growth  and  development — from  the  lakes  and 
forests  of  the  north  to  the  sandstone  regions  of  the 
south.  But  Utah  is  more  than  just  a  beautiful  state. 
Utah  offers  one  of  the  most  attractive  business  climates 
in  the  nation.  Here's  why:  Utah  is  a  pivotal  point  for 
distribution.  All  the  major  population  centers  of  the 
west  are  equidistant  from  Utah,  making  it  a  natural 
center  for  western  trade.  Utah  has  no  inventory  tax.  Its 
energy  costs  are  competitive.  And,  as  new  arrivals  to 
Utah  will  attest,  people  like  to  live  here.  Discover  Utah 
and  our  productive,  stable  work  force  and  see  for  your- 
self why  Utah  is,  indeed, 
a  leader  in  the  west.  We 
take  pride  in  the  dis- 
tinct assets  Utah  has  to 
offer  industry.  UTAH 
SHINES!  Find  out  why. 
Call  us  toll  free:  800-453- 
UTAH.  Or  write:  UTAH 
ECONOMIC  AND  IN- 
DUSTRIAL DEVELOP- 
MENT DIVISION,  200 
So.  Main  Street,  Suite 
620,  Salt  Lake  City, 
Utah  84101. 


ivolved  in  Your  Company's 
tecision  to  Relocate  or 
ocpand? 

lyou  are  a  decision-level  executive  looking  into  the 
Ejssibility  of  relocating  or  expanding  your  company's 
Aeration,  you'll  be  interested  in  the  literature  adver- 
ted on  these  pages.  These  advertisers  are  offering 
p uable  data  concerning  the  many  advantages  and 
I'entives  available  in  their  area  development  pro- 
Ijims.  This  information  could  be  instrumental  to 
I  jr  site  selection  decision. 


VIRGINIA 

Virginia:  Only  the  Business 
Climate  Tops  the  Location 

When  you're  equidistant  from  Boston  and  Atlanta,  and 
the  Right-to- Work  State  closest  to  northeastern  mar- 
kets, location  is  a  prime  area  development  advantage. 
But  it's  not  #1  in  Virginia.  The  business  climate  here, 
influenced  by  our  political  stability,  low  and  even-hand- 
ed tax  policies,  and  conservative,  budget-balancing  fiscal 
tradition,  is  really  our  biggest  edge.  Let  Virginia  Facts 
et)  Figures  give  you  the  details.  And  remember,  "One  of 
the  original  functions  of  government  was  to  be  a  friend 
of  business.  Virginia's  government  still  is." 


Virginia  Facts  &  Figures 

- 

19     8  1 
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VIRGINIA— Fairfax  County 

For  Sale.  8,000  Acres 
in  Neighborhood  of 
White  House. 

When  you  choose  to  locate  a  facility  in  Fairfax  County, 
Virginia,  you  can  select  a  site  from  over  8,000  acres  just 
30  minutes  from  Capitol  Hill.  That  kind  of  access  is 
what  brought  over  1,600  major  corporations  and  associ- 
ations here,  including  Honeywell,  Mobil  Oil  and  TRW. 
And  not  only  will  your  move  to  Fairfax  County  put  you 
in  close  proximity  to  the  legislative  and  regulatory  bod- 
ies of  government,  it'll  also  give  you  the  advantage  of 
being  next  door  to  the  biggest  customer  in  the  world. 
Of  course,  the  social,  cul- 
tural, and  aesthetic  advan- 
tages of  life  in  Fairfax 
County  are  another  story. 
That's  not  for  sale,  it's 
free.  FAIRFAX  COUNTY, 
VIRGINIA.  THIS  MAY  BE 
THE  BEST  PLACE  IN 
AMERICA  FOR  BUSI- 
NESS TO  WORK. 


WEST  GERMANY— Berlin 

Ich  bin  ein  Berliner. 

If  you've  been  looking  to  expand  in  the  European  Coi 
mon  Market,  take  a  lead  from  the  Ford  Motor  Coi 
pany,  Gillette,  IBM,  ITT,  Philip  Morris,  United  T< 
nologies  and  Warner  Lambert:  become  a  business  Bi 
liner.  The  same  incentives  that  inspired  them  to  locj 
facilities  in  Berlin  apply  to  all.  Large  and  small.  M( 
significantly,  only  Berlin  offers  a  turnover  tax  reba 
which  can  effectively  add  up  to  10.2%  of  sales  to  prof 
Every  single  year.  In  addition,  here  American  businq 
finds  sizable  investment  grants,  low  interest  loans,  i 
duced  corporate  and  personal  income  taxes,  a  high 
favorable  infrastructure  and  more.  Call  or  write  i 
more  information  today:  Mr.  Wolfe  J.  Frankl,  Repi 
sentative  for  North  America,  Berlin  Economic  Develq 
ment  Corporation,  Suite  7800,  One  World  Trade  Ca 
ter,  New  York,  NY  10048.  212-432-8070. 


Economic  Development  Corp 


WEST  VIRGINIA 

TAP  THE  ENERGY  OF 
WEST  VIRGINIA. 

The  great  stores  of  coal,  oil,  and  gas  beneath  the  surface 
are  only  part  of  the  energy  story  in  West  Virginia. 
There's  energy  aboveground  to  match.  There  is  the 
convergence  of  the  markets  of  the  East,  Midwest,  and 
South.  The  productive,  diversified  labor  force.  And  the 
overnight  accessibility  of  major  markets  by  a  variety  of 
transportation  systems.  West  Virginia  is  just  one  of  the 
energy-rich  Consolidated  States  of  America  waiting  to 
be  tapped.  We  can  help.  Call  Burkey  Lilly  at  304-623- 
8611.  Or  write  to:  Hope  Natural  Gas  Company,  445 
West  Main  Street,  Clarksburg,  W.Va.  26301. 


WISCONSIN 


THE  STATE  OF  THE  UNION 


Wisconsin,  the  state  of  business  as  it  should  be:  nej 
|obs;  new  and  expanding  industries;  manufacture 
growth  twice  the  nation's;  the  number  one  labor  for* 
and  employment  growth  in  the  midwest;  terrific  q 
and  business  incentives;  premiere  recreational  and  c 
tural  opportunities  and  much,  much  more.  To  find 
all  the  details  why  Wisconsin  is  the  state  to  locatj 
send  for  your  Potential  for  Profit  Kit  today.  It  contaii 
all  the  facts  and  figures  on  the  State  of  the  Unioi 
Wisconsin.  Call  or  write  Paul  Bergmann,  Area  Develo 
ment  Manager,  Wisconsin 
Power  and  Light  Co.,  P.O. 
Box  192,  Madison,  Wis- 
consin. 608  252-3251  or 
252/3252. 


W  CONSOLIDATED  NATURAL  GAS  COMPANY 
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Numbers  Game 


Edited  By  Richard  ( Jreene 

'In  a  very  real  sense,  the  accounting  profession  has  contributed 
b  the  problems  of  the  S&Ls, "  says  one  Big  Eight  partner 


How  S&Ls  can  hide 
their  losses 


By  Jane  Carmichael 


How  can  an  S&L  get  rid  of  its 
low-yielding  mortgages  with- 
out marking  them  down  to 
iiarkct  value  and  thus  wiping  out  its 
nquity?  For  federally  insured  S&Ls, 
lie  government  has  provided  an  easy 
lut:  The  Federal  Home  Loan  Rank 
loard  now  permits  member  S&Ls  to 
fjmortize,  for  regulatory  purposes, 
msses  on  the  sale  of  mortgages  over 
lie  life  of  the  liquidated  portfolio. 
||  But  the  accountants  don't  like  the 
IHLBB's  idea  one  bit,  and  that's  a 
major  problem  for  any  S&L  that  is- 
fues  publicly  held  securities. 
L  Says  Curt  Welling,  an  investment 
hanker  with  First  Boston:  "It  flies  in 
lie  face  of  a  fundamental  accounting 
Urinciple:  The  sale  of  an  asset  gencr- 
tttes  income  or  loss  based  on  the  his- 
brical  cost  of  the  asset,  which  must 
me  recognized  in  the  current  period." 

he  FHLBB's  regulation,  which  went 
:  lto  effect  Oct.  1,  will  thus  create  a 
l:hism  between  those  S&Ls  that  is- 
jie  publicly  held  securities  and  thus 
bve  to  worry  about  the  accountants, 
lid  those  that  don't, 
k  The  probable  result:  Public  S&Ls, 
in  content  to  fall  behind  their  more 
•rtunate  brethren,  will  soon  be  beg- 
Ing  the  accountants  to  come  up  with 
Bew  schemes  that  will  permit  them  to 
use  capital  without  taking  losses — 
rid  without  running  afoul  of  GAAP 

Savs  Arthur  Wyatt,  a  partner  with 
l|rthur  Andersen,  "There  is  a  signifi- 
Ipnt  amount  of  pressure  on  the  ac- 
i  )unting  profession  to  find  acceptable 
ansae t ions  that  exchange  existing 
|[iortgages  for  something  else  without 
tie  recognition  of  a  loss." 
There   are    some    ideas  kicking 


around,  not  all  of  them  legal.  How 
about  this  one:  Say  two  S&Ls  get  to- 
gether to  form  a  joint  venture  and 
contribute  their  underwater  mort- 
gages to  it.  The  joint  venture  sells  the 
mortgages  tor  cash,  and  takes  a  loss.  It 
then  relends  the  cash  short  term  at 
high  rates,  and  upstreams  the  profit 
on  the  spread  back  to  the  participat- 
ing S&Ls.  Since  the  joint  venture  con- 
tinues on  the  books  of  the  S&Ls  only 
as  an  "investment"  at  historical  val- 
ue, they  avoid  having  to  mark  down 
their  equity.  Cute,  right? 

Wrong.  When  some  S&Ls  tried  this 
one,  their  accountants  stopped  them  at 
square  one.  Here's  why:  Under  the 
equity  method  of  accounting,  used  for 
joint  ventures,  a  participant  who  owns 
between  20%  and  50%  of  the  venture 
doesn't  show  any  share  of  the  venture's 


assets  and  liabilities  on  his  balance 
sheet.  But  prof  its  and  losses  are  a  differ- 
ent story — those  have  to  be  brought 
back  to  the  participant's  income  state- 
ment. So  when  the  joint  venture  sells 
the  mortgages,  they  stop  being  nice, 
unconsolidated  assets  and  turn  into 
heavy  income-statement  losses. 

However,  even  though  that  deal 
doesn't  work,  it  contains  the  germ  of 
an  idea  for  one  that  does.  Suppose  the 
joint  venture,  instead  of  selling  the 
mortgages,  uses  them  as  collateral  for 
new  borrowing.  Then  it  can  lend  out 
the  borrowed  cash  and  funnel  profits 
back  to  the  S&Ls.  That's  just  good 
old-fashioned  off-balance-sheet  debt, 
and  perfectly  legal.  Financial  Corp.  of 
America,  the  largest  residential  real 
estate  lender  in  California,  is  setting 
up  two  joint  ventures  along  those 
lines,  which,  instead  of  lending  out 
the  proceeds  of  the  borrowing,  will 
use  them  to  develop  real  estate  proj- 
ects. Says  Chairman  Charles  Knapp, 
"All  we're  doing  is  taking  an  asset 
that  yields  9%  and  generating  addi- 
tional income  against  it,  without  cre- 
ating any  new  debt  on  our  books." 

Knapp  has  a  reputation  for  being 
one  of  the  most  innovative  men  in 
the  business.  A  look  at  another 
scheme  he's  discussing  with  a  num- 
ber of  "distressed"  S&Ls  shows  why 
he  deserves  it.  It's  a  new  wrinkle  on 
the  private  placement  of  preferred 
stock:  The  S&L  issues,  say,  $50  mil- 
lion worth  of  preferred  with  a  9% 
dividend  to  FCA.  As  a  kicker,  FCA 
requires  that  the  preferred  either  be 
convertible  to  common  or  carry  a  par- 
ticipation in  the  S&L's  (future]  earn- 
ings. But  instead  of  paying  cash  for 
that  stock,  FCA  gives  the  S&L  $50 
million  worth  of  9%  mortgages  at  par 
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NAME  HE  ONLY 
MAGAZIC  TO  STOCK 

MORE  BEER,  WiE  AND 

LIQUOR  ADS 
THAN  NEWSWEEK. 

People? 
Sports  Illustrated? 
Playboy? 
Time? 
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No!  The  New\brker  was  the  only 
general-audience  magazine  to  carry  more 
ads  for  beer,  wine  and  liquor 
than  any  magazine  you  can  name. 

SOURCE  VrB/LNA.  1980       C  ?  J 
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Numbers  Game 

lalue.  FCA  is  happy  because  the  divi- 
dends are  taxed  at  15%  while  the  in- 
come from  the  mortgages  was  being 
fcxed  at  40% — in  effect,  it  has  in- 
creased its  yield.  The  S&L  is  happy 
pcause  it  has  $50  million  of  new  cap- 
!;  al.  The  mortgages  will  be  trans- 
|)rmed  into  cash  as  they  are  paid 
gown,  but  m  the  meantime  the  S&X 
Ian  borrow  against  them.  "We  have 
[elped  the  industry  and  at  the  same 
I  me  we  have  increased  our  cash 
Jield,"  says  Knapp. 

I  Of  course,  there's  a  strong  element 
|f  charade  here.  As  Wyatt  puts  it,  "It's 
I  very  inefficient  way  of  doing  some- 
Sling  that  could  be  done  directly.  The 

nly  people  who  are  going  to  make 
liy  money  on  all  of  this  are  accoun- 
lints,  investment  bankers  and  law- 

~rs."  All  these  elaborate  shufflings  of 
pbt  and  mortgages  are  really  nothing 
lut  ways  of  getting  around  the 
BHLBB's  minimum  capital  require- 
ments, which  limit  the  amount  of 
Bbbt  an  S&L  can  have  in  relation  to 
Is  assets.  So,  why  not  simply  lower 
le  requirements? 

|  One  reason  is  that  in  an  industry 
■  here  public  confidence  plays  such  an 
iinportant  role,  lowering  capital  re- 
lairements  could  be  a  dangerous 
love.  An  even  more  basic  problem  is 
}AAP  itself.  In  effect,  the  FHLBB's 
■jsition  is  that  the  SikLs  don't  really 
!  lye  liquidity  problems,  they  have  ac- 
S punting  problems  that  arise  from  the 
Historical  cost  method.  Why  not  bend 
lie  accounting  rules  that  require 
b.arking  down  to  market  on  the  sale 
I  assets  to  get  S&Ls  over  the  hump 

itil  interest  rates  come  down? 

Rather  specious,  at  best.  Had  the 
JkLs  been  on  market  value  account- 
y.g  all  along,  they  might  never  have 
jntten  into  the  fix  they  are  in  now. 
Riey  and  the  regulators  would  have 
■en  forced  to  face  the  music  long  ago 
j  stead  of  letting  things  slide  until  the 
(jtuation  was  truly  desperate.  Says 
nyatt,  "In  a  very  real  sense,  the  ac- 
Itaunting  profession  has  contributed 
'j  the  problems  of  the  SikLs."  ■ 

lllll  ■■■>  IIBIIIIMIWIUHMWI  WW   Willi 

The  unexpected  benefit 
of  forecasting 

«ention  the  idea  of  including 
earnings  forecasts  in  a  com- 
kliny's  annual  report,  and  most  execu- 
tives will  hit  the  ceiling.  What  if  We're 
:|rong?  they  ask.  The  stockholders 
:  till  sue!  Lenders  will  balk!  The  rating 
■encies  will  downgrade  our  bonds! 
'■■  Not  necessarily.  Take  a  look  at 
ays  Inns  of  America,  the  $124  mil- 


lion (1981  estimated  revenues)  Atlan- 
ta-based motel  chain,  for  example. 
Days  Inns  has  been  including  five- 
year  forecasts  in  its  annuals  since 
1977,  as  well  as  side-by-side  historical 
cost  and  current  value  balance  sheets. 
And  the  sky  hasn't  fallen.  Far  from  it. 
In  fact,  you  could  argue  that  forecast- 
ing has  kept  Days  Inns  growing  at  a 
good  clip. 

As  a  private  company,  Days  Inns 
issues  annual  reports  mainly  for  the 
edification  of  its  lenders.  Every  year  so 
far  the  company's  actual  net  income 
has  come  in  ahead  of  forecasts. 

Of  course,  you  could  do  that  just  by 
being  hyper-conservative  about  your 
assumptions,  and  that  isn't  necessar- 
ily a  good  policy  for  forecasting — es- 
pecially if  you  are  trying  to  impress 
lenders  with  your  profitability.  So 
Days  Inns'  forecasts  have  been  getting 
more  accurate  every  year  since  they 
started — the  difference  between  actu- 
al and  forecasted  net  income  in  1978 
was  31%,  down  to  16%  in  1980. 

Why  go  to  all  the  bother,  you  ask? 
Days  Inns  began  thinking  about  fore- 
casting during  the  1975-76  real  estate 
recession,  when  it  was  having  trouble 
convincing  banks  to  lend  it  money.  In 
the  motel-building  business  that's  a 
serious  problem — $65  million  of  Days 
Inns'  $75  million  construction  budget 
this  year  will  be  borrowed.  "We're 
leveraged  6-to-l,"  says  Days  Inns' 
chief  financial  officer,  Kenneth  Nie- 
mann. "That  is  going  to  raise  eye- 
brows whether  you  are  Days  Inns  or 
General  Motors.  We  wanted  to  be  able 
to  show  that,  given  our  assumptions, 
we  are  a  viable  business." 

It  appears  to  have  worked.  Days 
Inns'  lenders  love  the  forecasts — in 
fact,  according  to  Niemann,  they  say 
they  wish  everyone  did  it. 

But  that  hasn't  been  the  only  bene- 
fit. Days  Inns,  founded  in  1970,  did 
almost  no  business  planning  before 
the  forecasts  started.  Now  ithas  to.  "If 
we  know  our  forecasts  are  out  there  in 
print,  we  are  extra  committed  to  fol- 
lowing them  through,"  says  Nie- 
mann. "We  hold  a  lot  of  feet  to  the  fire 
because  of  them." 

In  fact,  the  only  drawback  has 
been  the  qualified  opinions  that 
Days  Inns'  auditor,  Price  Water- 
house,  must  give  on  the  forecasts 
under  accounting  rules.  Because 
there  is  no  way  of  attesting  to  the 
accuracy  of  the  forecasts,  auditors 
are  required  to  flag  them.  That 
hasn't  been  much  of  a  problem  either, 
because  lenders  understand  the  ac- 
counting rules.  Still,  says  Niemann,  "I 
might  feel  differently  about  forecast- 
ing if  this  were  a  public  company." 
More's  the  pity. — Jane  Carmichael 


Our  third  quarter 
ended  August  2, 
1981  was  the  89th 
CONSECUTIVE 
quarter  of  record 
sales  and  earnings, 
a  record  unequaled 
in  the  food  service 
industry. 

THIRD  QUARTER 
HIGHLIGHTS 

•  Revenues  $66,363,699,  up  26% 

•  Earnings  per  share  $.36,  up  24% 

•  4-for-3  stock  split  effective 
September  29,  1981 


68    70    72    74    76    78  80 


"Fiscal  year  ends  October 

WANT  TO  KNOW  MORE? 

Write  or  Call: 

Taylor  Henry,  Jr. 

Vice  President-Finance 

Shoney's,  Inc. 

1727  Elm  Hill  Pike 

Nashville, Tennessee  37210 

(615)  361-5201 

SH0NEY& 
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UND-A-HAND 

ANSWERING  THE  CALL  FOR 

H 

E 

1 

P 

SAN  BERNARDINO,  Calif.  - 
A  brush  fire  swept  through  the 
mountains  killing  four  people  and 
injuring  scores  of  others.  Many 
escaped  with  only  the  clothes  on 
their  backs,  losing  their  homes 
and  other  possessions. 

Family  and  friends  came  to  the 
aid  of  some  of  the  victims. 

Others  were  helped  by  The 
Sun,  a  Gannett  newspaper  in  San 
Bernardino.  More  than  $115,000 
was  raised  in  Lend-A-Hand  emer- 
gency relief. 


who  have  exhausted  all  other 
community  sources  for  aid,  turn  to 
Lend-A-Hand  programs  spon- 
sored by  Gannett  newspapers  in 
21  communities.  Each  community 
fund  is  boosted  by  local  citizens' 
contributions  and  money-raising 
activities. 

More  than  100  donors  in  the 
San  Bernardino  area  helped  Lend- 
A-Hand  give  on-the-spot  assistance 
to  nearly  300  families. 

Lend-A-Hand  helps  out 
whether  the  problem  affects  hun- 
dreds of  people  or  one  person. 

In  Elmira,  New  York,  a  sight- 
impaired  factory  worker  was  able 
to  keep  his  job  when  the  Star- 
Gazette's  Lend-A-Hand  fund  con- 
tributed $300  towards  the  cost  of 
a  portable  reading  machine. 

A  floundering  summer  swim- 
ming program  for  the  black  and 
Hispanic  community  of  Harlem 
Heights  in  Fort  Myers,  Florida, 
received  $250  to  stay  afloat.  It  was 
one  of  130  Lend-A-Hand  grants 


made  by  the  News-Press  for  Sou 
west  Florida  in  1980. 

Thousands  of  times  each  yes 
Lend-A-Hand  grants  help  Ganne 
newspapers  show  they  care  abou 
the  people  in  their  communities. 

Seed  money  for  the  local  pro< 
grams  often  comes  from  the 
Gannett  Foundation,  which  deriv 
its  income  from  its  investments  i 
Gannett  stock,  and  makes  its 
grants  to  serve  those  communiti 
from  which  earnings  come. 

At  Gannett  we  believe  it  is 
our  responsibility  to  be  good 
neighbors  as  well  as  good  provid 
ers  of  news  and  information, 
through  newspapers,  broadcastii 
services  and  outdoor  advertising 

GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 
WHERE  FREEDOM  SPEAKS 


People  in  distress  and  those 
For  more  information,  write:  Gannett;  Corporate  Communications;  Lincoln  Tower;  Rochester,  N.Y.  14604.  Or  call  (716)  546-8600. 
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Edited  by  Jefferson  Grigsby 

Charity  begins  at  home 

Vhen  John  Casey,  chairman  of  trou- 
)led  Braniff  International,  asked 
iouthwest  Airlines  President  Howard 
'utnam  to  meet  him  for  breakfast  one 
lay  in  mid-September,  Putnam  as- 
umed  Casey  wanted  to  talk  about 
ioth  men's  favorite  charity,  the  Boy 
.couts.  Casey  had  charity  on  his 
nind,  all  right,  but  of  a  different  sort: 
lie  asked  Putnam  to  assume  the  Bran- 
iff presidency — at  somewhat  less  than 
ids  $180,000  Southwest  salary.  Re- 
i  alls  Putnam:  "I  was  so  shocked  I 
ilmost  threw  up." 

I  Once  his  stomach  quieted  down, 
j  hough,  Putnam  packed  his  things 
■  nd  moved  across  metropolitan  Dal- 
is  to  the  Braniff  building  at  Dallas- 
bort  Worth  Regional  Airport — mov- 
Iig  as  well  from  the  presidency  of  the 
jation's  most  profitable  airline  to 
bat  of  the  nation's  most  un  profitable 
lirline. 

C  Why?  "Quite  simply,  I  was  se- 
iuced,"  he  says — by  the  challenge  of  a 
turnaround;  by  the  promise,  if  he  can 
lull  off  that  turnaround,  of  a  lucrative 
Jbmpensation  package,  and  by  the 


muff's  Putnam 

all  Street  got  the  signal. 


flattering  pleas  of  Bramff's  financial 
people.  "They  kept  telling  me  they 
needed  to  send  a  sign  to  the  banking 
and  financial  community,"  explains 
Putnam,  44.  "I  guess  I  was  it." 

Wall  Street  apparently  got  the  sig- 
nal— Braniff  stock  ran  up  3  points  the 
day  Putnam's  appointment  was  an- 
nounced. But  the  bankers  will  be  a 
tougher  audience.  The  airline  is  into 
39  separate  lenders  for  $653  million — 
or  86%  of  total  capitalization,  the 
highest  ratio  of  any  major  carrier. 

Whether  Putnam  can  do  at  a  big 
airline  what  he  did  at  a  small  one  (he 
has  more  than  doubled  Southwest's 
sales  and  operating  earnings  in  three 
years)  remains  to  be  seen,  but  he 
clearly  intends  to  install  some  of 
Southwest's  legendary  efficiency.  He 
insisted  on  bringing  his  own  financial 
officer  with  him,  even  though  it 
meant  displacing  Braniff  CFO  How- 
ard Swanson  after  only  six  months  on 
the  job.  — Anne  Bagamery 

Who's  in 
charge  here? 

Will  the  real  boss  please  stand  up?  In 
September  Allen  Portnoy,  CEO  for 
seven  days  of  Pittsburgh's  FSC  Corp., 
walked  out  with  his  new  board  of 
directors  (after  firing  nearly  half  of 
FSC's  corporate  staff).  Portnoy  claims 
his  rescue  team's  deal  to  buy  30% 
ownership  from  FSC's  former  chair- 
man and  CEO  Gray  Garland  is  off, 
and  that  the  shares  still  belong  to  the 
old  officers.  Garland  says  he  can't  re- 


Former  FSC  CEO  Allen  Portnoy 


Let's  call  the  whole  thing  off. 


turn  to  his  post  without  a  vote  from 
the  shareholders. 

Why  did  Portnoy  change  his  mind? 
"Once  we  got  in,"  he  says,  "we  found 
tremendous  discrepancies.  So  we  re- 
scinded the  deal  entirely."  Discrepan- 
cies? Financial  and  legal  problems, 
says  Portnoy,  president  of  St.  Louis' 
Spartan  Manufacturing — including 
lawsuits  he  knew  nothing  about. 

While  the  diversified  leasing  and 
manufacturing  company  flounders,  its 
biggest  creditor,  Equimark  Corp.,  will 
not  wait.  On  Sept.  28  Equimark,  with 
$25.3  million  in  loans  to  FSC,  peti- 
tioned the  U.S.  District  Court  in 
Pittsburgh  to  begin  involuntary  bank- 
ruptcy proceedings.  And  Garland?  De- 
spite FSC's  $12.8  million  loss  for  the 
first  half  of  this  year  on  revenues  of 
$76  million,  Garland  is  not  dismayed 
by  the  company's  prospects.  In  fact, 
he  says,  "I  would  go  back  in  there  for  a 
dollar  a  year  if  we  could  get  back  in 
legally."  What,  then,  could  be  Port- 
noy's  complaint?  "I  think,"  Garland 
says,  "they  had  trouble  getting  the 
money."  Stay  tuned. — Ellyn  Spragins 


What?  Me  worry? 

His  brokerage  business  is  in  bankrupt- 
cy court  and  is  facing  15  lawsuits,  5 
SEC  investigations  and  state  actions 
in  Texas,  Arizona  and  Virginia.  But 
Raymond  Dirks  says  he  isn't  worried. 

"I  don't  anticipate  any  adverse  fall- 
out," says  Dirks,  the  managing  part- 
ner of  John  Muir  &  Co.,  which  went 
belly-up  in  August.  Dirks,  previously 
best  known  as  the  insurance  analyst 
who  broke  the  Equity  Funding  swin- 
dle in  1973  and  then  ran  afoul  of  the 
SEC  for  tipping  off  his  clients  instead 
of  making  it  public,  says  he  was 
$500,000  in  debt  for  several  years 
after  that,  but  paid  it  off.  He  will  do  so 
again,  he  says.  After  all,  there  is  the 
long-term  value  of  the  45  new  issues 
Muir  has  brought  to  market  since  Jan- 
uary 1980.  He  says  the  firm  holds 
warrants  equal  to  10%  of  its  total  $250 
million  in  underwritings  at  a  20%  pre- 
mium over  the  offering  price — an 
eventual  windfall  Dirks  computes  at 
about  $30  million.  This  assumes,  of 
course,  that  the  stocks  hold  up,  a  big 
assumption  since  many  of  them  were 
speculative,  startup  ventures. 

Meanwhile,  Dirks  is  operating  out 
of  his  cluttered  Greenwich  Village 
apartment  as  a  consultant  in  corpo- 
rate finance,  insurance  and  financial 
services.  He  rises  at  6,  fetches  the 
newspapers  and  reads  them  over  fruit 
juice  (no  coffee).  Other  reading:  Texas 
Rich,  a  biography  of  the  H.L.  Hunt 
family.  "Hunt  and  I  don't  have  the 
same  philosophy,  but  he  was  a  guy 
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At  wur  service 


PIPING 


The  night  butlers  tale 
of  feather  pillows 
and  broken  shoelaces. 


Chicago's  Tremont  brings 
back  tne  kind  of  service 
your  grandfather  might 

remember. 

+       +  + 

A  fresh  cup  of  coffee,  The 
Washington  Post,  served  by 
a  man  in  a  dinner  jacket. 
At  5:30  am. 

It's  5:30  in  the  morning  in  Chicago's 
Loop.  Grey  wet  and  windy  Hurrying 
from  a  newsstand  is  a  man  in  spotless 
formal  evening  clothes— black  tie,  white 
carnation,  patent  leather  pumps.  Who 
is  he?  Robert  Dosie,  night  butler  of  the 
Tremont  Hotel.  His  mission:  supplying 
the  guest  in  1002 
with  the  latest 
edition  of  The 
Washington  Post. 

Mr.  Dosie  is 
on  duty  from 
11:00  pm  until 
7:00  am.  His  job 
is  to  welcome 
you  if  you  get  in  late,  get  you  a  train 
schedule,  a  plane  reservation  or  a  cab  if 
you  set  out  early.  He  can  bring  you  a 
chocolate  bar  if  you  get  a  craving.  Or  a 
cup  of  hot  chocolate  at  2:00  am. 

What  Mr.  Dosie  does  is  what  a  very 
good  friend  does  when  you  stay  with 
him  for  a  weekend. 

If  you  hate 
fiberfill  pillows, 
he'll  get  you  a 
feather  one.  Did 
you  forget  your 
razor?  He  has  a 
supply.  If  you 
need  vour  shoes 
RISE  AND  SHINED    shined  or  your 
laundry  done  before  morning,  Mr. 
Dosie  will  do  them  for  you. 

Every  guest  at  the  Tremont  finds  the 
Chicago  Tribune  delivered  to  his  door. 
But  if  you  also  need  The  Washington 
Post,  Mr.  Dosie  will  happily  get  you  one 
hot  off  the  plane. 

You  may  get  coffee  at  5:30  am  at 
most  good  hotels.  At  the  Tremont,  you 
get  it  served  up  by  Robert  Dosie  in  his 
dinner  jacket. 

The  Tremont 

Home  of  Cricket's 
100  East  Chestnut,  Chicago 
(800)  621-8133  or  (312)  751-1900 

The  Whitehall,  Chicago 
The  Fairfax,  Washington,  D.C 


Raymond  Dirks  (r.)  with  lawyer  at  court 
Next  stop  Greenwich  Village. 

who  went  up  and  down  and  made  all 
his  money  in  his  40s,"  says  Dirks, 
who  is  47.  "I  have  yet  to  make  a 
billion  dollars." — Barbara  Ettorre 

Call  and  raise 

Does  New  Jersey  need  Caesars  World 
more  than  Caesars  needs  New  Jersey? 
J.  Terrence  Lanni,  Caesars'  38-year- 
old  president  and  acting  CEO,  may 
find  out  in  due  course.  Lanni  says  the 
country's  largest  casino  operator  (fis- 
cal 1981  revenues:  $625  million)  will 
probably  pull  out  of  Atlantic  City  if 
the  New  Jersey  Supreme  Court  up- 
holds the  state's  conditions  for  a  per- 
manent license  for  Caesars'  $100  mil- 
lion Boardwalk  Regency  casino-hotel. 

The  conditions:  Caesars'  founders, 
Clifford  S.  and  Stuart  Z.  Perlman, 
must  resign  and  sell  their  holdings 
because  of  business  dealings  with  re- 
puted associates  of  underworld  figure 
Meyer  Lansky.  Says  Lanni:  "If  this 
decision  had  to  be  made  today,  I 
think  a  majority  of  directors  would 
opt  to  maintain  relations  with  the 
Perlmans." 

To  get  ready,  Caesars  World  plans 
to  offer  its  shareholders  debentures  in 
return  for  shares  of  its  common,  ulti- 
mately convertible  to  shares  of  Cae- 
sars New  Jersey,  Inc. — thus  shrinking 
the  parent's  New  Jersey  position  to  as 
little  as  6%,  and  also  reducing  CW's 
common  outstanding  in  order  to 
boost  earnings  per  share. 

Lanni,  a  University  of  Southern 
California  M.B.A.,  headed  Caesars 
New  Jersey  for  two  years  before  being 
named  president  of  CW  last  April. 
The  experience  did  not  turn  him  into 


Lanni  of  Caesars  World 
Opting  out? 


a  New  Jersey  booster.  "This  is  a  state 
where  it  costs  $30  million  to  regulate 
an  industry  that  earned  $16.6  million 
last  year,"  he  says.  "If  they  want  the 
casino  business  to  grow  in  New  Jer- 
sey, they  have  to  make  it  a  place 
where  a  business  can  operate." 


- 


The  other  side 
of  the  street 

Douglas  Costle's  career  in  public  andl 
private  life  is  a  good  example  of  the! 
workings  of  supply  and  demand:  First, 
help  create  the  demand.  Then,  help 
supply  the  supply. 

As  a  bureaucrat  with  the  Environ- 
mental Protection  Agency  (and  as| 
its  administrator  for  four  years),  the 
42-year-old  Costle  lobbied  for  aj 
flock  of  new  environmental  regula- 
tions. Now,  as  one  of  the  foundersi 
of  Environmental  Testing  &  Certifi- 
cation, an  Edison,  N.J. -based  pollu- 
tion-emission testing  company,  he! 
checks  on  firms  to  make  sure  they 
are  meeting  those  standards  he  him- 
self helped  set  up. 

Costle  and  three  former  EPA  offi- 
cials started  last  March  to  offer  emis- 
sion testing.  "One  of  the  frustrations 
when  we  were  in  office  was  the  lack 
of  independent  laboratory  capacity," 
says  Costle.  At  $135,000  apiece,  he 
says,  pollution-testing  spectrometers 
were  far  too  expensive  for  the  govern- 
ment to  buy  in  quantity.  Now  ETC 
will  do  it.  Financed  in  part  by  Dan 
Lufkin  of  Donaldson,  Lufkin  &.  Jen 
rette,  the  company  will  be  able  to  do 
100  tests  per  day  on  its  20  Hewlett- 
Packard  spectrometers. 
Of  course,  the  whole  thing  is  per- 
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wreaucrat-turned-entrepreneur  c  'ostle 
l  didn't  create  the  need." 


Warren  Buffett 

Keep  your  eye  on  bonds. 


'ectly  legitimate.  According  to  gov- 
ernment postemployment  policy, 
tostle  can't  appear  before  the  EPA  for 
me  year;  but  after  that,  he  must  dis- 
|uahfy  himself  only  from  matters  he 
jvas  personally  involved  in. 

"Coming  out  of  government  ser- 
vice, one  of  the  things  you  always  ask 
Kmrself  is,  what  can  I  do  that  is  con- 
.istent?"  says  Costle.  "The  ideal  situ- 
ition  is  that  you  identify  a  service 
hat  you  know  is  needed  and  is  not 
king  adequately  provided."  But 
lidn't  Costle  help  create  that  demand 
b  the  first  place?  "I  didn't  create  the 
feed,"  he  snaps.  "Congress  wrote  the 
'aws,  not  me." — Laura  Rohmann 


Not  yet,  not  yet 

Starting  with  almost  nothing,  Warren 
I.  Buffett  of  Omaha  built  a  fortune 
Ivith  an  updated  Ben  Graham  funda- 
mentalist approach  to  the  market.  But 
in  1 969,  with  DJI  stocks  selling  at  a  P/E 
)f  15,  Buffett  decided  there  weren't 
mough  bargains  and  dissolved  his 
noney  management  business.  In 
974,  with  the  DJI  below  600,  he  told 
:orbes  he  felt  like  "an  oversexed  man 
in  a  harem"  and  plunged  back  in. 

How  does  he  feel  now?  The  DJI, 
ldjusted  for  inflation,  is  not  much 
pove  its  1974  level.  Are  stocks  a 
^reat  buy  again?  Alas.  If  you  expected 
i  happy  answer  from  Buffett,  you 
ivon't  get  it.  "There  won't  be  a  great 
mying  juncture  for  stocks  until 
here's  one  for  bonds,"  he  says.  How 
pan  stocks  compete  with  bonds  at 
:urrent  yields?  he  asks.  Buffett  is  not 
/et  convinced  the  Administration  has 
nflation  licked,  and  until  it  eases, 


bonds  will  remain  under  pressure. 

But  don't  sell  all  your  stocks.  Buf- 
fett says  he's  fully  invested  in  them. 
Why?  "You  lose  less  to  inflation 
than  with  most  other  investments," 
he  says.  But  he  doesn't  expect  a  bull 
market  soon.  He  doesn't  feel  the  old 
sap  rising. — Jean  A.  Briggs 

Make  me  an  offer 

Alan  Greenberg,  known  as  Ace  on 
Wall  Street,  is  a  premier  bridge  player 
as  well  as  a  senior  partner  at  Bear, 
Stearns  &  Co.  In  fact,  he  and  his 
bridge  partner  James  Cayne  won  the 
1977  U.S.  National  championship. 
Now  Ace  has  a  new  game  for  you. 
Here's  how  it  worked  on  its  first 


Faces 

Behind  The  Figures 


try.  In  September,  with  Bear,  Stearns 
as  manager,  Todd  Shipyards  offered  to 
buy  in  10%,  or  550,000  shares,  of  its 
common  at  up  to  $28  a  share  (recent 
market  prices:  $24.25  prior  to  the  of- 
fer, $26.75  since).  That  $28,  though, 
was  not  what  Todd  eventually  paid. 
Shareholders  could  tender  at  whatever 
they  thought  was  reasonable.  Then 
Todd  decided  what/7  thought  was  rea- 
sonable. On  Oct.  6  it  announced  it 
would  pay  $26.50.  (Shareholders  who 
tendered  below  that  got  the  $26.50 
anyway.) 

A  sweet  deal  for  Todd,  it  seems. 
Greenberg  doesn't  deny  it.  "This  is 
one  of  the  few  cases  when,  from  a 
company's  point  of  view,  there  are  no 
minuses,"  he  says.  The  stockholders' 
point  of  view?  "Those  who  are  leav- 
ing might  get  a  lesser  price,"  he  says. 
"But  who  cares?" 

This  procedure,  called  a  "Dutch 
auction,"  is  sometimes  used  by  the 
government  in  selling  federal  debt. 
Greenberg,  54,  says  the  idea  of  using 
it  in  a  stock  tender  offer  sprang  full- 
blown from  his  brow  three  years  ago. 
"I  thought  there  was  a  better  way  to 
retire  stock  than  to  sit  like  a  bump  on 
a  log,  waiting  for  people  to  take  pot 
shots  at  you,"  he  says.  Why  hasn't  he 
tried  it  before?  Says  Greenberg:  "It 
took  three  years  because  we  couldn't 
find  a  client  in  a  position  to  buy  back 
its  own  stock." 


Bear,  Steams'  Alan  Greenberg 
Ace's  ace  in  the  hole. 
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Faces 

Behind  The  Figures 


What  advantage  could  possibly  be 
in  this  for  the  shareholders?  Says 
Greenberg:  "They  are  going  to  get  a 
better  price  than  they  would  have  pri- 
or to  the  tender."  Not  surprisingly, 
though,  there  is  something  in  it  for 
Ace — Bear,  Stearns'  fee  will  be  30%  of 
whatever  Todd  saves  from  the  $28 
maximum. — Barbara  Ettorre 

Herb  and  Marvin 

When  Herbert  J.  Siegel,  the  wily  CEO 
of  Chris-Craft  Industries,  sold  out  his 
22%  interest  in  Twentieth  Century- 
Fox  to  Denver  oilman  Marvin  Davis 
in  June,  he  collected  $140.8  million,  or 
a  net  profit  of  $48  million,  on  Fox 
stock  he  had  been  carefully  accumu- 
lating for  three  years.  What  you  may 
not  have  known  is  that  Chris-Craft 
also  wound  up  in  the  oil  business. 

In  fact,  the  new  Chris-Craft  Oil  Co., 
headed  by  Siegel's  26-year-old  son, 
William,  just  happens  to  be  headquar- 
tered at  410  17th  St.  in  Denver,  the 
home  of  Davis  Oil  Co.  And,  as  Siegel 
says,  "There  will  be  some  little  deals 
with  Marvin.  We've  got  7,000  feet 
drilled,  so  far  in  one  well  in  Wyoming. " 

Will  that  use  up  the  $100  million 


Venture  capitalists  Sevin  and  Rosen 
Dont  manufacture,  exploit. 


Chris-Craft's  Herb  Siegel 
Now  what? 


cash  hoard  Siegel  is  sitting  on?  May- 
be not,  but  clearly,  Siegel  may  be 
ready  to  do  something  with  it:  He 
has  just  agreed  to  unload  CC's  long- 
ailing  boat  business  to  a  group  of  pri- 
vate investors  for  some  $5  million. 
That  maneuver  turns  Chris-Craft 
into  a  boat  company  that  isn't  a  boat 
company — Siegel's  idea  all  along. 

When  Siegel  starts  looking  around, 
Siegel-watchers  tend  to  get  intensely 
interested.  So  what's  Siegel  looking 
at?  "You  know  [opportunities)  when 
you  find  them,  but  you  have  to  have 
patience,"  he  says.  He  is  high  on  tele- 
vision, touting  Chris-Craft's  32% 
stake  in  United  Television,  the  for- 
mer broadcasting  arm  of  Fox  that 
went  public  in  June.  Or  another  run 
at  a  movie  company,  maybe?  After 
all,  everybody  knows  Siegel  has 
wanted  to  own  a  studio  ever  since  he 
tried  to  take  over  Paramount  in  the 
Sixties,  right?  That's  a  myth,  says 
Herb  Siegel,  "but  maybe  I  shouldn't 
dispel  it.  It's  made  me  a  lot  of  money 
over  the  years." — Barbara  Ettorre 

Back  in  the  God  business 

In  1969,  at  age  39,  L.J.  Sevin  cofound- 
ed  Mostek  Corp.  with  $250,000  in 
seed  money.  By  the  time  the  semi- 
conductor maker  was  acquired  by 
United  Technologies  for  $350  million 
a  decade  later,  annual  sales  had 
reached  $250  million. 

A  tough  act  to  follow — so  Sevin  has 
decided  not  to  try.  Instead,  he  will  help 
other  entrepreneurs  try  to  top  him. 
With  leading  Wall  Street  electronics 
analyst  Benjamin  M.  Rosen,  Sevin  has 
formed  Sevin  Rosen  Management  Co., 


a  venture  capital  firm  with  starting 
capital  of  $25  million  raised  from  ai 
variety  of  institutions  and  individuals 
in  both  the  U.S.  and  Europe. 

Sevin  and  Rosen  hope  to  spend 
the  next  few  years  distributing  the 
$25  million  to  about  20  new  compa 
nies.  But  the  two  partners  are  not! 
looking  for  another  Mostek.  What 
they  want  are  high-tech  but  not! 
capital-intensive  companies,  som 
ware  and  service-related  rather  than 
hardware  manufacturers — companie 
in  robotics,  telecommunications  oi 
other  fields  that  benefit  from  semi 
conductor  technology.  Firms  like 
that  will  do  better  in  the  future 
than  the  semiconductor  manufactur- 
ers, Sevin  says.  The  idea  is  to  "al 
ways  invest  in  the  highest  rate  ol 
return  with  the  lowest  risk.  Because 
of  the  Japanese  competition  and  the 
long  lead  time  before  profitability 
you  don't  manufacture  semiconduc- 
tors, you  exploit  them." 

What's  the  single  most  important 
factor  in  a  successful  new  company 
The  individual,  says  Rosen.  "We're  in 
the  people  business  when  you  gel 
down  to  it.  You  recognize  entrepre 
neurial  quality  when  you  see  it:  the 
kind  of  person  with  a  burning  desire 
to  succeed,  who  believes  he  can  do  the 
job  better  than  his  CEO." 

It  was  Rosen's  idea  to  form  the 
partnership,  recruiting  Sevin  frorr 
his  14  months  as  head  of  the  Mos 
tek  subsidiary  of  United  Technol 
ogies,  where  he  was  chafing  at  the 
bit.  "Once  you've  been  God,"  says 
Sevin,  "being  a  prophet  is  not  ver) 
interesting. " — Jonathan  Greenberg 
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Edited  By  William  G.  Flanagan 

Close  to  the  bone 

WW  emingway  would  have  loved  it.  It 
Ll  combines  the  skill  and  cleverness 
[f  trout  fishing  with  the  stealth  and 
[atience  of  big-game  hunting.  You 
kave  to  see  your  quarry  before  you 
ast  for  it — and  the  casting  is  done 
rith  a  fly  rod,  not  spinning  gear, 
hank  you.  The  prize  is  a  ferocious 
iattler  that  will  kill  itself  through  ex- 
saustion  if  not  brought  to  the  boat 
nd  released  in  time. 
Possibly  the  only  thing  Papa  would 
iave  frowned  on  is  the  release.  For 
>nce  you  have  landed  the  spirited 
>onefish,  which  is  unworthy  of  the 
datter,  custom  dictates  you  set  it  free, 
terhaps  to  fight  another  day.  (It  is 
>ermissible  to  have  your  very  first 
;atch  mounted,  however.) 

Bonefishing  with  a  fly  rod  is  a  rela- 
ively  new  sport,  born  in  the  Florida 
^.eys  less  than  a  generation  ago.  In 
975  the  Islamorada  International 
ionefish  Fly  Tournament  inaugurated 
in  annual  competition  limited  to  25 
inglers,  and  invitations  to  the  event, 
leld  in  late  September,  are  avidly 


sought  after.  For  five  days,  single 
anglers  and  their  guides  take  to  the 
flats  of  Florida  Bay  in  small  skiffs  to 
stalk  the  bonefish.  Sometimes  the 
fish  can  be  seen  feeding  in  small 
schools,  their  tails  sticking  out  of  the 
shallow  water.  Other  times  a  single 
fish  will  betray  its  presence  by  a  tell- 
tale wake  as  it  cruises  the  shallows  on 
the  incoming  tide  looking  for  crusta- 
ceans. Once  it's  spotted,  the  cast 
must  be  close  and  delicate — but  not 
too  close,  or  the  fish  will  spook.  Be- 
cause they  are  not  surface  feeders  by 
habit,  it  takes  a  special  type  of  fly  to 
induce  a  bone  to  inhale  the  hook; 
anglers  have  been  known  to  guard 
their  fly  boxes  more  carefully  than 
their  wives  do  their  jewelry. 

There  is  no  toying  with  the  fish 
then,  no  more  need  for  delicacy.  It  is 
off  in  a  silver  flash  across  the  flats, 
having  practically  set  the  hook  itself. 
The  angler  can  only  brace  himself  and 
watch  his  rod  bend  into  a  U-shape  as 
100  yards  of  line  screams  out  of  his 
reel.  If  he  is  lucky,  there  will  be  no 
broken  stumps  or  roots  or  rocks  to 
snag  the  line.  Slowly,  the  fisherman 
regains  some  line  on  the  frail  reel, 
only  to  have  the  fish  start  on  its  big 
run — and  another  100  yards  of  line  is 
gone,  ripped  away  in  a  trice.  Then 
begins  the  tedious  task  of  bringing  it 
to  the  boat,  gaining  two  feet  of  line  at 
a  time,  only  to  lose  another  back.  The 
fish  swims  parallel  to  the  skiff  all  the 
way,  yielding  nothing.  As  it  gets  clos- 
er it  circles  the  boat,  and  finally,  near- 


ly spent  from  the  struggle,  is  netted. 

The  guide  holds  the  bonefish  in  ex- 
perienced hands,  weighing  it.  If  it  is 
under  eight  pounds,  it  is  immediately 
slipped  back  into  the  foot-deep  water, 
where  it  should  quickly  revive.  If  it  is 
over  that  weight,  the  fish  is  slipped 
into  a  cooler  full  of  saltwater  and  the 
boat,  its  outboard  opened  up,  races 
back  to  the  weighing  station  at  the 
dock.  There,  like  a  newborn  babe  in  a 
doctor's  hands,  the  fish  is  cradled  into 
a  scale,  its  weight  is  recorded  and  it  is 
quickly  returned  to  the  bay.  Some- 
times the  angler  will  leap  into  the 
water  and  "walk"  water  through  the 
gills  of  the  bonefish  to  help  it  revive. 
A  bonus  of  100  points  is  awarded, 
under  Islamorada's  tournament  rules, 
if  the  fish  survives.  All  fish  caught  and 
released  [i.e.,  those  weighing  under 
eight  pounds)  count  200  points  each. 
Above  that  weight,  the  scoring  is  3  or 
more  points  per  ounce,  depending 
upon  total  weight  of  the  fish. 

At  the  end  of  each  day's  fishing, 
perhaps  an  average  of  20  fish  in  all  will 
have  been  caught,  yet  not  one  will  be 
on  view  at  the  dock.  No  carcasses  will 
hang  to  lure  tourists  from  the  high- 
ways. At  the  end  of  five  days,  trophies 
will  be  awarded  to  the  anglers  for  the 
biggest  fish  caught,  and  for  the  most 
fish  released,  and  to  a  grand  champi- 
on. Money  will  also  change  hands — 
sometimes  lots  of  money — between 
competing  fishermen  and  guides. 

Few  sportfishing  endeavors  tilt  so 
heavily  in  favor  of  the  quarry.  The 


Zbeeca  Lodge  owner  Carl  Navarre fly-casting  for  bonefish 

too  close,  and  the  fish  will  spook:  too  far  away,  it  will  ignore  it. 
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out;  he  can  only  pole  the  boat  franti- 
cally. All  fish  hooked  have  to  be  seen 
first — not  easy  in  the  bay's  dappled 
shallows.  And,  most  fish  seen  are  not 
hooked.  The  cast  is  too  far  away.  Or 
too  near.  Or  the  fly  doesn't  interest. 
Even  fish  that  are  hooked  sometimes 
get  off,  or  break  the  line,  or  snag  it,  or 
snap  the  rod.  And  when  caught,  al- 
most all  the  fish  will  be  returned  to 
the  water  alive.  The  fish  is  not  sup- 
posed to  lose  the  bout — only,  perhaps, 
surrender  a  round  on  points. 

To  a  certain  type  of  angler,  bone- 
fishing  with  a  fly  rod  has  no  equal,  not 
even  tly-tishing  for  tarpon.  It  is  more 
artful  than  the  brawny,  heavyweight 
matches  with  offshore  marlin  and 
sailfish  and  tuna;  yet  it  is  a  lot  scrap- 
pier than  pulling  in  trout  or  bass  in 
fresh  water. 

Though  the  bonefish  is  relatively 
common  in  warm  waters — Florida, 
Mexico,  the  Bahamas  and  Honduras 
are  where  it  is  fished  best — using  light 
tackle  on  the  species  is  relatively  new. 
About  40  years  ago  the  first  bonefish 
was  taken  in  the  Keys  on  spinning 
gear,  and  a  sport  was  bom.  In  fact, 
that  is  how  most  bones  are  caught 
today  and  how  most  beginners  pursue 
the  fish,  using  jigs  or  shrimp  as  bait. 

You  can  stay  at  a  luxury  hotel  in  the 
Bahamas  (or  even  Bermuda!  and  go  for 
bonefish  from  local  marinas,  or  stay  at 
a  rustic  fishing  camp  like  Pez  Maya, 
in  the  Yucatan,  or  drive  down  to  Isla- 
morada  or  other  neighboring  Keys. 
Using  spinning  gear  and  shrimp,  the 
average  angler  should  be  able  to  land  a 
fish  tbe  first  or  second  time  out — if  he 
has  a  good  guide.  And  that  is  a  big 
"if."  For  remember,  vou  cannot  catch 


Angier  helps  revive  catch  after  weighing 
If  the  fish,  survives,  there's  a  bonus. 
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lightest  of  tackle  is  used — ten-pound 
test  is  typical,  lighter  than  the  weight 
of  many  of  the  fish  caught.  The  fly- 
casting  rods  are  whip-thin  and 
equipped  with  the  old-fashioned,  sin- 
gle-action reels.  The  fly,  foreign  to  the 
fish,  is  often  ignored,  even  when  per- 
fectly cast.  The  shallow  water  pre- 
cludes the  skipper's  using  the  engine 
to  gain  line  if  the  reel  is  close  to  giving 


Dr  Milt  W  einberg  with  a  day  's  catch 
Most  fish  caught  will  be  released. 


what  you  don't  see,  and  guides  will 
pick  up  the  tiny,  gunmetal  gray  tnaril 
gles  of  tailing  fish  200  yards  off,  or  will 
see  the  narrow-V  wake  of  an  arl 
proaching  bone  a  football  field  awaB 
while  you  stare  blindly  at  the  water]! 
surface.  "Two  o'clock,  20  yards  offJl 
shouts  your  guide;  without  seeinB 
anything,  you  cast  and,  if  you  arl 
good,  or  lucky,  feel  the  strike.  I 

At  Islamorada  and  Marathon,  then 
are  a  score  or  so  of  expert  guide} 
Many  bone  fishermen  hole  up  in  thl 
luxury-class  Cheeca  Lodge,  whos 
owner  Carl  Navarre  is  regularl 
among  the  winners  in  the  fly  rod  cum 
petitions.  The  lodge  has  several  tenni 
courts,  a  big  pool,  even  a  nine-hol) 
golf  course  designed  by  Jack  Nicklau 
(who  goes  there  to  fish,  not  golf)  an| 
an  ocean  beachfront.  But  fishing  t 
the  big  lure,  and  only  ran.lv  dues  th 
topic  in  the  Light  Tackle  Lounuc  it 
walls  decorated  with  bonefish,  tarpon 
permit,  sailfish  and  marlin  (also  fishel 
in  local  waters)  stray  from  angling 
Recent  visitors  include  Vice  Presidefl 
George  Bush,  who  managed  to  catch 
bonefish  first  time  out  despite  th 
presence  of  Secret  Service  and  Coasl 
Guard  boats  hovering  over  him  anj 
guide  George  Hommell.  It's  also  a  fa 
vonte  haunt  of  many  executives,  in 
eluding  Roy  Chapin  Jr.  of  Amencal 
Motors,  Donald  Keough  of  Coca-Cols 
and  Richard  lacob  of  Dayco.  (Navanl 
is  chairman  of  the  Coca-Cola  Bottlin 
Co.  of  Miami.)  Even  Soviet  Ambasssj 
dor  Anatoly  Dobrynin  caught  a  bona 
fish  during  his  stay. 

It's  not  necessary  to  compete  in  an 
tournaments  to  fish  from  Cheec 
Lodge,  of  course,  and  the  start  wij 
help  arrange  for  equipment  am 
guides.  A  day's  outing  will  typicalM 
run  SI 65  in  the  flats,  up  to  triple  thai 
it  vou  want  to  charter  a  sports  fishel 
man  to  go  ortshorc  tor  billtish.  Part- 
boats  are  also  available  throughout  th 
region  it  vou  have  first-time  youna 
sters  in  tow  or  want  to  break  in  th 
spouse  gently. 

But  mainly  Islamorada  mean 
bonetish  which  run  best  during  th 
warmer  months).  And  in  no  othe 
place,  and  in  no  other  pursuit,  doe 
the  old  angler's  expression  seem  mor 
apt:  "God  does  not  hold  against  a  mai 
time  spent  fishing." 


Rating  the  upstarts 

J'udging  strictly  from  newspaper  ads 
flying  the  new  "upstart"  airline 
will  probably  save  you  money,  time 
aggravation — or  all  three.  The  oldei 
more  established  earners,  the  thinking 
goes,  have  to  charge  more  because  0 
higher  labor  costs  and  they  simply  an 
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not  as  hungry  for  your  business. 

Forbes  staffers  recently  booked  and 
flew  on  several  of  the  splashier  "up- 
start" airlines.  Bear  in  mind  that  this 
survey  was  informal,  and  that  condi- 
tions and  price  changes  are  practically 
diurnal.  But  if  you  are  a  frequent  flyer 
you  might  find  the  experiences  of  our 
staffers  useful. 

New  York  Air,  People  Express.  The 

New  York  to  Boston  and  Washington 
routeshave  been  virtualmonopolies  for 
the  Eastern  shuttle  for  the  past  several 
years,  ever  since  American  cut  back  on 
its  service  between  those  cities.  Shut- 
tle service  was  frequent,  convenient, 
dependable,  but  expensive  for  the  dis- 
tance. And  no  coffee  in  the  morning,  no 
cocktail  at  night.  Lots  of  frequent  pas- 
sengers longed  for  an  alternative.  Now 
they  have  not  one,  but  two. 

Early  this  year  New  York  Air — an 
offshoot  of  Texas  International — and 
People  Express  started  flying  into  these 
and  other  Eastern  markets,  and  the  war 
was  on. 

Traffic  in  these  markets  is  up, 
prices  are  down,  and  two  of  the 
carriers  are  losing  money  on  these 
routes.  Which  one  to  fly?  For  the 
cheapest  fare,  People  Express.  If  you 
really  want  that  coffee  and  a  drink  on 
the  way  home,  and  still  want  to  save  a 
jfew  dollars,  it's  New  York  Air.  But  if 
you  have  to  get  there  and  back  in  a 
hurry,  and  can't  mess  with  reserva- 
tions, you  simply  cannot  beat  East- 
ern— and  now  it,  too,  has  cut  fares. 

People  Express  flies  out  of  Newark 
Airport  to  and  from  Washington  and 
Boston.  The  north  terminal  of  New- 
ark. Unless  you  live  in  or  are  visiting 
New  Jersey,  and  are  arriving  or  are 
being  met  by  a  private  car,  this  loca- 
tion is  absurd.  There  is  only  limited 
bus  and  taxi  service,  and  rental  cars 
and  limousines  originate  from  the 
main  terminal,  which  is  a  mile  and  a 
half  away.  From  there,  it's  another  20 
to  30  minutes  to  Manhattan.  And  the 
cab  fare  ($35)  could  exceed  the  price  of 
your  airline  ticket. 

Similarly,  on  the  Washington  end, 
People  flies  into  the  Baltimore-Wash- 
ington airport — great  if  you  are  doing 
business  in  Baltimore  or  outside 
Washington,  but  a  40-minute  cab  or 
car  ride  from  the  nation's  capital.  (By 
contrast,  National  Airport  is  10  min- 
utes away.)  On  the  Boston  end,  how- 
ever, People  Express,  like  the  other 
carriers,  flies  into  and  out  of  conve- 
nient Logan  Airport. 

People  flies  less  frequently  than 
Eastern  or  New  York  Air,  and  requires 
reservations — but  there  are  no  specif- 
ic seat  assignments.  It's  every  man  for 
himself  for  seating — which  makes  for 


anxious  queues  at  the  gate.  Once 
aboard,  you  can  buy  a  coffee  and  Dan- 
ish for  50  cents  each,  or  a  cocktail  for 
$2.  Also,  if  you  have  not  been  ticketed 
by  your  travel  agent,  but  have  your 
reservation,  you  can  purchase  your 
ticket  aboard,  as  is  commonly  done 
on  the  Eastern  shuttle. 

Cabin  service?  The  staff  is  green, 
but  pleasant.  But  note:  There  is  a  $3 
charge  for  any  luggage  that  you  check 
and  $9  for  oversize  bags. 

But  the  fare  is  the  cheapest  in 
town.  To  Washington  or  Boston  from 
Newark  is  $35  on  weekdays,  just  $23 
on  weekends  or  before  7  a.m.  and 
after  7  p.m.  This  compares  with  Eas- 
tern's $49  shuttle  fare  to  Logan  or 
$59  to  National  airport  from  La  Guar- 
dia  ($29  on  weekends  or  on  midday 


Kansas  City;  Omaha;  and  of  course, 
Chicago.  Revenues  hit  $32  million  for 
the  first  six  months  of  fiscal  1981. 

Midway's  fares  are  substantially 
cheaper  than  those  of  its  competi- 
tors. To  New  York,  for  example, 
they  are  between  30%  and  50%  be- 
low United,  Trans  World  or  Ameri- 
can ($390  round  trip),  depending 
upon  departure  time. 

But  price  is  only  part  of  Midway's 
story.  Two-thirds  of  its  462,000  pas- 
sengers last  year  were  business  travel- 
ers, not  bargain  hunters.  The  reason: 
Midway  Airport,  whence  the  airline 
gets  its  name.  It  is  less  than  10  miles 
from  downtown  Chicago,  vs.  more 
than  20  to  O'Hare.  Cab  fare  to  Mid- 
way is  about  $13,  vs.  $20  or  more  to 
O'Hare. 


Eastern  's  new  terminal  at  La  Guardia 
Traffic  is  up  and  prices  are  down. 


flights).  People  Express  now  also  flies 
to  Buffalo,  Syracuse,  Norfolk,  Colum- 
bus, Jacksonville  and  Indianapolis,  all 
from  Newark. 

New  York  Air  is  priced  between 
People  Express  and  Eastern — $39  to 
Boston  or  $49  to  Washington — but 
you  get  free  coffee  in  the  morning  and 
a  cocktail  or  beverage  in  the  afternoon 
or  evening.  Flights  are  into  and  out  of 
La  Guardia,  National  and  Logan,  and 
most  flights  are  hourly.  But  you  must 
book  your  reservation  in  advance,  and 
show  up  in  enough  time  to  get  a  seat 
assignment.  Overbooking  is  a  prob- 
lem. It  appears  that  many  passengers 
who  reserve  on  New  York  Air  or  Peo- 
ple Express  return  on  the  Eastern 
shuttle  because  of  last-minute  sched- 
ule changes  or  the  sheer  convenience 
Eastern  provides. 

New  York  Air  flies  old  DC-9-30  air- 
craft, but  the  seating  is  spacious  by 
comparison  with  most  other  carriers. 
New  York  Air  also  flies  to  Cleveland, 
Louisville,  Buffalo  and  Detroit,  out  of 
LaGuardia  and  the  main  terminal  at 
Newark. — Gerald  Odcning 

Chicago's  Midway  Airlines  is  an  up- 
start that  is  growing  up  fast.  Oper- 
ations started  in  November  of  1979, 
and  it  now  serves  ten  cities:  Boston; 
New  York;  Philadelphia;  Washington, 
D.C.;  Cleveland;  Detroit;  St.  Louis; 


But  the  money  and  the  time  that 
Midway  can  save  come  at  a  price. 
According  to  a  recent  survey,  only 
39%  of  Midway  passengers  rated  its 
service  as  excellent.  "Why  can't  the 
ticket  agents  tell  you  that  there's  no 
food  and  limited  luggage  space?"  asks 
Sally  O'Mallcy,  who  uses  the  airline 
several  times  a  month.  A  partial  off- 
set: $1  drinks,  vs.  the  usual  $2. 

Like  New  York  Air,  Midway's  fleet 
consists  of  second-hand  DC-9s, 
which  seem  to  have  more  than  their 
share  of  "mechanicals."  "Last  Mon- 
day I  was  an  hour  and  20  minutes  late 
to  New  York  and  missed  two  meet- 
ings," says  O'Mallcy. 

Another  sometime  problem  with 
Midway,  as  with  most  of  the  upstart 
airlines:  clogged  telephone  lines. 
More  than  one  would-be  Midway  pas- 
senger has  given  up  after  a  morning's 
worth  of  busy  signals.  As  a  result, 
Midway  added  a  toll-free  reservation 
number  and  has  boosted  the  travel 
agents'  commissions  for  bookings  on 
the  airline. — Larry  Marion 

Texans  probably  log  more  miles  by 
air  in  their  home  state  than  business 
travelers  anywhere,  and  no  one  is 
more  sensitive  to  their  needs  than  M. 
Lamar  Muse,  who  helped  found 
Southwest  Airlines  in  1971.  The  Tex- 
as-style carrier  with  its  ten-minute 
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INTRODUCING  THE  TRIMMEST 
CONTINENTAL  EVER  FASHIONED, 
YET  ONE  OF  THE  FINEST  RIDING 
CONTINENTALS  EVER  BUILT. 


1982  CONTINENTAL 


LINCOLN-MERCURY  DIVISION  (C/fod 


Personal 
Affairs 


gate  turnarounds,  titillating  ad  cam- 
paigns, stewardesses  clad  in  hot 
pants,  and  a  genuinely  friendly  atmo- 
sphere, is  now  the  nation's  most  prof- 
i tabic  for  its  size. 

But  Muse  broke  bitterly  with  the 
Southwest  board  in  1978,  and  Muse 
Air,  which  began  service  July  15,  is 
his  way  of  getting  even.  For  the  busi- 
ness traveler  at  least — Muse's 
revenge  is  sweet:  Flying  Muse 
Air  is  such  a  comfortable, 
pleasant  proposition  that  it's 
easy  to  forget  you  are  riding 
what  is  essentially  an  airborne 
bus  service  line. 

Muse  Air  flies  every  70 
minutes  (except  at  noon)  from 
6:10  a.m.  to  9:20  p.m.  be- 
tween Dallas'  Love  Field  and 
Houston's  Hobby  Airport — 
the  two  cities'  close-in  air- 
ports. Southwest  also  serves 
these  airports,  but  most  major 
carriers — American,  Bramff 
and  Texas  International 
among  them — fly  into  Dal- 
las Ft.  Worth  Regional  Airport 
and  Houston  Intercontinental 
Airport,  each  a  good  15  miles 

from  downtown.  Flight  time   

is  50  minutes — same  as  South- 
west's — but  gate  time  from  down- 
town is  a  more  leisurely  20  minutes. 
And  whereas  Southwest  will  cancel 
your  open  seat  if  you  don't  check  in 
10  minutes  before  departure,  Muse 
Air  will  hold  your  reserved  seat  right 
up  until  the  plane  is  ready  to  pull 
away  from  the  gate — a  plus  for  busi- 
ness travelers  with  tight  schedules  or 
for  chronic  latecomers.  Muse's  cabin 
service  is  pleasant  without  being 
cloying.  Like  Southwest,  Muse  Air 
serves  complimentary  coffee,  orange 
juice,  and  donuts  in  its  waiting  area 
before  early-morning  flights  and  com- 
plimentary drinks  on  afternoon 
flights.  But  Muse  throws  in  free 
copies  of  the  Wall  Street  Journal  and  it 
adds  a  final — and  welcome — touch: 
free,  mints  at  the  end  of  each  flight. 
All  this  for  the  same  $40  (6:30  a.m. 
to  7  p.m.)  or  $25  (7  p.m.  to  6:30  a.m. 
and  weekends]  you  would  pay  on  an- 
other airline. 

Some  warnings  are  in  order, 
though.  If  you  are  a  heavy  smoker, 
forget  about  Muse.  It  has  a  new 
wrinkle  for  the  airlines  industry:  no 


smoking  allowed.  Muse  Air's  ground 
services  could  use  some  smoothing 
out:  Reservations  agents  and  gate 
personnel  don't  always  agree  on 
which  flights  are  leaving  when,  and 
lost  luggage  is  an  all-too-frequent 
complaint.  And  since  Muse  Air  has 
only  two  planes,  any  delay  on  one 
flight  throws  the  whole  schedule  out 
of  whack. — Anne  Bagamery 

A  sharp  contrast  to  short-haul  Must- 
is  long-haul  Capitol,  which  recently 
changed  from  being  a  charter  operator 
to  a  passenger  carrier,  and  did  it  in  a 
big  way.  Publicly  traded  Capitol  flies 
scheduled  service  from  New  York  to 
Boston,  Chicago,  Los  Angeles,  Brus- 


Big  Daddy  keeps 
you  sitting 
pretty 


Poster  touting  new  Muse  Air 
Lamar  Muse  knows  what  Texans  like. 


sels,  Frankfurt,  San  Juan  and  Puerto 
Plata  (Dominican  Republic).  San  Fran- 
cisco and  Zurich  will  be  added  later 
this  year  as  well  as  Chicago-Miami- 
San  Juan  and  Boston-Newark-San 
Juan  routes. 

Its  fares  are  often  the  lowest  avail- 
able anywhere.  A  round-trip  ticket 
from  New  York  to  Los  Angeles,  for 
example,  costs  either  S278  or  $298, 
depending  on  the  departure  day. 
That's  about  $60  cheaper  than  the 
best  transcontinental  deal  currently 
offered  by  any  other  airline.  And 
there  are  no  restrictions — no  need  to 
buy  a  ticket  two  weeks  in  advance,- 
fly  at  night  or  stay  over  one  Saturday. 
Capitol's  planes  arrive  and  depart 
from  major  terminals — Delta-North- 
west gates  at  Kennedy  in  New  York 
and  the  International  Terminal  at 
Los  Angeles. 

If  all  this  sounds  too  good  to  be 
true,  there  are  some  hitches.  Capitol 
is  not  big  on  creature  comforts,  ei- 
ther in  the  terminal  or  in  the  air. 
While  the  airline  does  own  two  DC- 
10s,  it  typically  flies  DC-8s,  those 
long,  low,  pre-widebodies.  Into  these 


already  claustrophobic  container^ 
Capitol  has  crammed  252  seati 
Compare  that  with  United,  whosi 
DC-8s  contain  only  182  seats.  Tj 
keep  your  knees  away  from  yoU 
chin,  forget  carry-on  baggage.  Thi 
overhead  racks  are  strictly  for  hat) 
and  coats. 

And,  once  aloft,  remember  to  orde 
all  your  drinks  the  first  time  the  liqud 
trolley  comes  around.  You  may  not  sei 
it  again.  So  if  you  like  wine  with  you 
chicken  or  beef,  order  then. 

But  the  real  hassle  of  Capitol  is  o| 
the  ground.  It  led  all  U.S.  airlines  11 
bumping  for  July,  and  the  airline  I 
acutely  short  of  personnel.  On  a  recenl 
trip  from  New  York  to  Los  Angeleg 
hundreds  of  people  waited  lrm 
patiently  as  three  Capito 
clerks  checked  in  their  luggage 
Just  getting  everyone  on  thi 
plane  delayed  the  flight  for  ai 
hour.  The  scene  in  Los  Angelei 
for  the  return  flight  was  equalll 
maddening. 

A  company  spokesman  sayl 
the  airline  is  now  hiring  I 
ease  some  of  that  congestion! 
Let's  hope  so.  But  clearly,  onl 
way  that  Capitol  offers  id 
cheap  fares  is  by  keeping  iti 
overhead  low.  The  name  of  thi 
game  is  the  low  fares,  and  thej 
are  eye-popping.  N.Y.  to  Chi 
cago,  one  flight  dailv:  S 1 5S 
round  tnp;  $89  one-way.  N.n 
to  Los  Angeles,  two  flights  dai 
ly:  $278  round  trip  departing 

  NYC  on  a  Tuesday  or  Wednesi 

day;  $298  round  trip  any  other  day 
S129  standby,  cash  only  (don't  bothe: 
trying).  New  York  to  Brussels  fivq 
flights  a  week:  $459  round  trip.  New) 
York  to  Frankfurt,  three  flights  i 
week:  $479  round  trip;  S189  standby 
one-way.  New  York  to  San  Juan,  two 
flights  daily:  $168  round  trip  (restrict- 
ed number  of  seats).  New  York  to 
Puerto  Plata,  two  flights  a  week:  $298 
round  trip.  Chicago  to  Los  Angeles: 
one  flight  daily:  $268  round  trip.  And 
starting  Nov.  7,  New  York  to  San 
Francisco,  five  flights  a  week:  $298 
round  trip  (fare  will  go  up  after  Dec. 
10).  As  of  Nov.  21,  New  York  to  Zur-i 
ich*  departing  Tuesdays  and  Satur- 
days: $502  round  trip  on  Tuesday; 
S559  round  trip  on  Saturday.  Note: 
This  is  Capitol's  only  route  with  re- 
strictions, so  check  with  your  travel 
agent.  Boston  to  San  Juan  (via  New- 
ark) starting  Nov.  13,  five  flights  a 
week:  $199  round  trip.  And  starting 
Nov.  14,  Chicago  to  San  Juan  (via  Mi- 
ami), five  flights  a  week:  $298  round 
trip,  weekdays;  $329  round  trip  on  the 
weekends. — William  Harris. 
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No  other  gold  coin 
ou  con  buy  can  measure  up 
to  these  Kroger  rands. 


In  the  past  six  years,  millions  of  gold  bullion  coins 
lave  been  bought  by  Americans.  And  through  all  these 
ears,  the  most  desired  coins  by  far  have  been 
krugerrands. 

Krugerrands,  in  fact,  currently  outsell  all  other  coins 
>y  a  margin  of  two  to  one.  That's  all  other  gold  coins 
Combined. 

What's  more,  Krugerrands  not  only  outsell  all  other 
jold  bullion  coins  in  America,  but  every  gold  coin  in  the 
est  of  the  world  as  well. 

No  other  coin  or  medallion  can  measure  up  to  the 
krugerrand.  No  other  gold  coin  combines  so  many  of 
ne  good  investment  attributes  of  the  Krugerrand.  In- 
■tead  of  fractional  percentages  of  gold,  the 
Crugerrand's  four  sizes  offer  exactly  1  ounce, 
/2  ounce,  1/4  ounce,  and  1/10 
)ure  gold.  So  you  can  easily  ca 
ate  how  much  your  gold  hold- 
ngs  are  worth  simply  by 
:hecking  the  world  gold- 
>unce  price  quoted  in  your 
:laily  newspaper. 

And  unlike  many  other  coin 


and  medallion  offerings,  some  of  which  are  also  ounce- 
related,  South  African  Krugerrands  are  not  designed 
for  a  limited  minting.  You  will  be  able  to  buy— and,  of 
course,  sell— them  on  acontinuing  basis  year  after  year 
after  year.  You'll  find  Krugerrands  traded  daily  without 
assay  at  countless  local  coin  dealers,  at  precious- 
metals  companies  and  at  some  selected  banks. 

The  recent  addition  of  three  smaller  Krugerrand 
sizes  also  puts  gold  at  a  more  reachable  price  for  many 
more  Americans.  The  larger  investor,  meanwhile,  con- 
tinues to  buy  his  one-ounce  version  of  this,  the  most 
preferred  gold  coin  in  the  world. 

For  information  and  dealers  near  you  call  800-526- 
7843  Ext.  2229  (in  New  Jersey,  800-  522-4503)  or  send 
coupon. 

KRUGERRAND  INFORMATION  SERVICE  2229 
PO  Box  AA.  Norwood,  N  J  07648 

Please  send  free  brochure  and  a  list  ol  Krugerrand  dealers 

Name  


City  

Home  telephone-L 


_Siate_ 


_Zip_ 


Business  telephone 


KRUGERRAND  GOLD  COINS 

The  world's  best  way  to  own  gold. 


)  1981  International  Gold  Corporation  Ltd 


Exploration  revenues  of 
$1  billion  a  year  by  the  1990'. 


And  in  that  time  frame  we  expect  to 
reach  $4  billion  in  exploration  and 
production  assets — more  than  pres- 
ent total  assets  of  all  the  InterNorth 
companies  combined. 

In  the  early  1970's  InterNorth  made 
the  decision  to  undertake  exploration 
and  production  operations  on  its 
own,  to  help  assure  the  reliability  of 
natural  gas  supplies  for  our  pipe- 
line system,  natural  gas  liquids  and 
petrochemical  operations,  and  to 


further  diversify  our  mix  of  energy- 
related  businesses. 

In  1977  InterNorth  formed  a  new 
operating  company  to  quicken  the 
pace  of  our  exploration  and  pro- 
duction operations.  This  strategic 
commitment  has  resulted  in  acquisi- 
tion of  1.7  million  acres  of  leaseholds 
and  addition  of  223  billion  cubic 
feet  of  proved  reserves  of  natural  gas 
and  its  equivalent. 

InterNorth,  a  natural  gas  pipeline 
pioneer,  today  is  an  international 


complex  of  natural  resource  comp 
nies  in  natural  gas,  natural  gas  liqu 
petrochemicals,  exploration  and 
production  and  coal.  Natural  gas  pr 
vides  a  solid  foundation  of  income 
for  our  shareholders  while  our  oth 
businesses  offer  opportunity  for 
capital  growth. 

For  further  information  on  InterNorl 
call  Roy  A.  Meierhenry,  Vice  Presi 
dent  and  Treasurer,  402-633-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains'Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  ■ 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  Oil  Company  ■  Northern  Coal  Company 

The  right  mix  at  the  right  time 


INTERNORTH 


International  Headquarters.  Omaha.  Nebraska  68102 


The  Forbes/ Wilshire  5000  Review 
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Market  value  of  Wilshire  5000: 
$1,216.2  billion  as  of  10/2/81 


Wilshire  5000  Equity  Index 
All  stacks  with  daily  price  quotations,  ' 
weighted  by  market  value 


Percent  change  in  last  two  weeks  - 
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s  it  for  real?  The  battered  market  had  a  reprieve  in  late 
eptember  and  early  October,  with  a  2.1%  two-week  rally 
rasing  some  of  the  losses  the  Wilshire  Index  has  suffered 
ince  June.  The  rally  so  far  is  unconvincing.  It  has  erased 
nly  a  small  fraction  of  the  $183  billion  that  has  melted  off 
be  all-encompassing  index  this  summer;  NASDAQ 
tocks  have  sat  out  the  rally;  and  the  recovery  in  the  ASE 
idex  was  unpersuasive.  In  a  major  sense,  the  upward 
lovement  was  a  blue-chip,  DJI-type  rally. 
But,  of  course,  all  rallies  are  incomplete  and  unpersua- 
ive  in  the  early  stages.  Time  alone  will  tell.  Favoring  the 
ulls  are  the  market's  extremely  low  price/earnings  ra- 
ios — 7.7  for  the  S&P's  500.  This  is  close  to  the  ratio  that 


prevailed  at  the  bottom  in  1974.  But  favoring  the  bears  is 
the  fact  that  most  corporate  earnings  are  turning  soft  and 
that  competition  from  bond  yields  remains  severe.  Could 
we  have  a  rising  market  in  spite  of  declining  earnings? 
Could  P/E  ratios  rise  on  prospects  of  a  lower  inflation  rate? 
William  J.  Gillard,  Kidder  Peabody's  astute  analyst,  thinks 
the  prospects  are  good  that  this  could  happen,  that  P/Es  will 
improve  and  swing  the  market  over  to  the  bull  side.  Other 
analysts  are  not  so  sure.  They  argue  that  it  is  tough  for  a 
market  to  buck  falling  earnings.  The  puzzle  is  this:  Was  the 
rally  in  the  Dow  stocks  the  preliminary  to  a  broader  rally? 
Or  was  the  failure  of  the  secondary  stocks  to  follow  a  sign 
that  the  rally  did  not  have  much  steam  behind  it? 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-1.6 

-0.1 

-1.0 

-8.8 

-2.8 

in  last  52  weeks 

-8.0 

-9.5 

-7.9 

-9.6 

-4.7 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-2.6 

-2.0 

-4.2 

-3.5 

-1.4 

-3.5 

-3.4 

-2.0 

-2.1 

-3.4 

in  last  52  weeks 

-4.8 

5.7 

-9.7 

-0.2 

-0.2 

1.4 

-3.2 

2.6 

-7.8 

5.3 

A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
V  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


(ote:  All  data  for  periods  ending  10/2/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Not  gloomy  enough?  Encouraging  was  the  fact  that  most 
industries  participated  in  the  rally  even  if  all  markets  did 
not.  The  battered  energy  stocks  showed  the  largest  gains 
and  only  capital  goods  declined:  The  persistence  of  tight 
money  seems  to  doom  capital  goods  prospects  for  the 
immediate  future.  The  utility  stocks  did  well,  continuing 
the  relative  strengthening  they  have  shown  all  summer; 


extremely  interest-sensitive,  the  utility  stocks  perform 
relatively  well  when  interest  rates  show  signs  of  topping! 
Technology  and  transportation  also  looked  good.  It  rtj| 
mains  to  be  seen  though  whether  we  are  witnessing 
major  turnaround  or  just  a  rally  in  a  bear  market.  Unfoijl 
tunately,  the  gloom  does  not  yet  seem  pervasive  cnougjf 
to  identify  a  maior  bottom. 


Percent  change  in  last  52  weeks         "LJ^^X/7  Percent  change  In  last  two  weeks 


Capital  goods 


+75% 


+50 


+25 


Consumer  durables 


+75% 


+50 


+25 
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Finance 
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Technology 


+75% 


+50 


+25 
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FORBES,  OCTOBER  26,  198 


THE  PHILIPPINES 
FACES  A 
4g  NEW  DECADE 


Chief  Justice  of  the  Supreme  Court  Enrique  Fernando  swears  in  President  Ferdinand  Marcos  as  President  of  the  Philippines. 


IN  THE  PHILIPPINES 
STAGE  SET  FOR 
ECONOMIC  TAKEOFF 

The  1970s  were  years  of  crisis  in 
many  parts  of  the  world,  attended  by 
double-digit  inflation,  soaring  energy 
prices,  serious  balance-of-payments 
problems  and  other  difficulties  plaguing 
the  economies  not  only  of  developing 
but  also  of  developed  countries. 

To  open  economies  like  the  Philip- 
pines, therefore,  the  general  external 
conditions  were  barriers  to  national  de- 
velopment. Despite  these,  the  Philippine 
economy  was  able  to  sustain  its  drive  to- 
wards economic  sufficiency  at  rates  and 
levels  even  more  impressive  than  those 
of  the  sixties.  In  the  1970s,  the  economy 
grew  at  an  annual  rate  of  about  6.5  per 
cent,  appreciably  higher  than  the  histor- 
ical average  of  5.3  per  cent  a  year  in  the 
stable  world  economic  situation  of  the 
sixties.  This  performance,  when  set 
against  the  adverse  external  factors  of 
the  1970s,  could  only  mean  vigorous  and 
responsive  internal  policies  and  enlight- 
ened economic  management. 

The  positive  effects  of  such  a  per- 
formance are  manifested  in  various  areas 
of  social  and  economic  importance. 

EXPORT  PROMOTION 

Intensified  export  promotion  and 
the  development  of  industry  enabled 
economic  planners  to  reduce  the  reliance 
on  the  four  products  that  have  tradi- 
tionally been  our  major  exports — sugar, 
coconut  products,  wood  products  and 
mineral  ores — from  80  per  cent  of  export 
earnings  in  the  1960s  to  only  45  per  cent 
today.  More  significantly,  new  products, 
including  electronic  items,  semi-proc- 


essed food  chemicals,  and  garments,  are 
now  on  the  export  list. 

Exports  of  manufactured  products, 
which  in  the  early  seventies  were  neg- 
ligible, now  constitute  almost  half  of  the 
country's  total  exports  and  contributed 
about  $2.7  billion  to  total  export  earnings 
in  1980. 

Exports  of  products  based  largely 
on  labor-intensive  operations  also  grew 
substantially.  These  included  textiles, 
garments,  Handicrafts,  toys  and  sporting 
goods.  Manufacture  and  assembly  of 
high  technology  products  such  as  elec- 
tronics, optical  instruments,  time  devices 
and  chemicals  are  also  expanding. 

FINANCIAL  TRENDS 

Liberal  but  selective  credit  measures 
supported  the  investment  climate,  with 
domestic  credits  increasing  by  about 
22  per  cent  annually  in  the  past  decade. 
Domestic  savings  from  personal,  govern- 
ment and  corporate  sources  increased 
from  P8.8  billion  in  1970  to  P65.9  billion 
in  1980.  This  represents  a  22.3  per  cent 
yearly  increase  resulting  from  vigorous 
resource  mobilization  undertaken  by  the 
government  in  the  form  of  massive' sav- 
ings campaigns,  responsive  interest-rate 
policies,  streamlined  government  opera- 
tions and  cost-reduction  measures. 

The  total  budget  of  the  national  and 
local  governments  grew  in  response  to 
the  needs  of  the  developing  economy, 
from  P5.3  billion  in  1970  to  P42.7  billion 
in  1980  or  an  average  annual  growth  rate 
of  24.0  per  cent. 

Tax  reforms,  initiated  to  meet  the 
development  objectives  of  equity,  and 
the  promotion  of  desired  economic 
patterns,  contributed  substantially  in 


generating  the  necessary  resources 
Revenue  receipts  rose  by  an  av 
annual  rate  of  25.0  per  cent  during 
past  decade,  representing  a  revenu 
effort  (ratio  of  total  revenue  to  GNl 
11.4  per  cent  in  1970  and  15.1  per  c 
1980.  The  progressivity  of  the  tax  i 
ture  has  improved  significantly  sini 
latter  half  of  the  sixties  owing  to  cl 
monitoring  and  intensified  revenu* 
collections.  Higher  taxes  on  energ 
products,  liquor,  cigarettes  and  otl 
nonessentials  have  greatly  enhance 
equity.  Tax  administration  was  simi 
and  local  governments  were  allowe 
strengthen  their  resource-generatiri 
capacity. 

PRICES,  EMPLOYMENT 
AND  INCOMES 

The  inflation  rate  has  been  dra 
cally  brought  down  to  12.5  per  ceni 
May  1981.  This  stabilization  was 
achieved  through  reimposition  of  t 
porary  price  control  on  ten  basic  cc 
modifies,  the  improvement  in  the 
marketing  and  distribution  system 
through  trie  initiation  of  the  Kadiwc 
program  and  the  freeze  in  gasoline 
during  the  second  round  of  oil-pric 
increases  in  1980. 

Unemployment,  which  averag 
about  7.5  per  cent  in  the  1960s,  was 
duced  to  5.2  per  cent  in  the  1970s 
adjustments  and  wage  supplement 
were  made  in  times  of  inflation  to  j 
tect  workers  from  rising  costs.  Tota 
take-home  pay  per  day,  or  the  effe< 
wage  of  workers,  increased  more  tl 
threefold  since  1970  up  to  a  maxim 
P31.82  today. 

Private  incomes  received  by  th 


Farmers  benefited  from  the  more 
than  100  per  cent  expansion  of  irrigated 
areas  from  653,900  hectares  in  1970  to 
1.33  million  hectares  in  1980. 


r  50  per  cent  of  the  population  rose 
17.6  per  cent  of  total  incomes  in 
:o  20.5  per  cent  in  1975.  The  most 
of  the  policies  that  tend  to  redistri- 
ncome  among  income  recipients 
)w  built  into  the  laws  adopted  after 
m  taxation,  public  investment  and 
mment  social  expenditures. 

JCULTURE  AND 
ARIAN  REFORM 

rhe  seventies  saw  impressive 
is  in  food  production.  A  sustained 
th  of  5  per  cent  a  year  was  achieved 
riculture,  leading  to  self-sufficiency 
f  principal  food  staple,  rice,  and 
exportation  at  367,114  metric  tons 
1977.  The  country's  agricultural 
-up  was  also  diversified,  reducing 
ependence  on  traditional  crops  like 
■  and  coconut. 

Tie  Agrarian  Reform  Program  has 
i  tenant  farmers  capacity  for  indi- 
il  advancement.  From  423  Certifi- 
of  Land  Transfer  (CLTs)  issued  in 
some  523,163  CLTs  benefiting 
374,196  farmers  will  have  been 
d  by  the  end  of  the  year.  Areas 
r  land  reform  also  increased  in  size 
ore  than  a  thousandfold  to  730,734 
res.  Tenants  cultivating  crops  other 
rice  and  corn  have  also  been  given 
ity  of  tenure  with  the  program's 
ided  coverage. 

RGY 

Dffshore  oil-exploration  programs, 
n  in  1973,  yielded  12  significant  dis- 
y  wells,  which  produced  some  12.2 
m  barrels  of  oil  as  of  December  1980 
;enerated  dollar  savings  of  about 
500  million.  Geothermal  sources 
contribute  446  MW  of  installed 

'Vith  the  strides  in  the  energy  pro- 
,  Philippine  dependence  on  im- 
d  oil  was  reduced  from  almost 
r  cent  of  total  consumption  in  the 
seventies  to  83  per  cent  today, 
rhe  campaign  to  expand  electric 
:e  to  households  in  the  rural  areas 
itensified,  power  generation 
ling  in  1970-80  from  6,794  to 
6  million  kilowatt-hours. 

IASTRUCTURE 

iupportive  physical  facilities  were 
ded  to  spur  the  growth  of  the  re- 
i  of  our  country  and  to  facilitate  the 
?ment  of  goods  and  services  among 
.  Around  129,111  kilometers  of 
i  were  built  as  of  1980  compared  to 
5  kilometers  as  of  1970. 
'orts  developed,  which  included 
ruction,  expansion,  rehabilitation 
mprovement,  numbered  909  in 
up  from  about  622  in  1970. 


RECENT  DEVELOPMENTS  & 
PROGRAM  REALIGNMENT 

Energy  remains  one  of  the  most 
vulnerable  sectors  and  most  pressing 
concerns  of  the  Philippine  economy.  At 
present,  about  P20  billion  of  the  annual 
national  income,  or  roughly  a  third  of 
the  proposed  1982  budget,  is  paid  for 
imported  oil  alone,  as  was  done  in  1980. 
So  the  objective  is  to  reduce  the  share  of 
imported  oil  from  96  per  cent  of  com- 
mercial energy  consumption  to  around 
50  per  cent  by  1985. 

The  country  is  stepping  up  the  de- 
velopment of  its  geothermal  resources. 
Geothermal  power  capacity  is  program- 
med to  reach  1,300  megawatts  oy  1985 
using  the  resources  of  Leyte  province. 
Each  110-megawatt  station  saves  one 
million  barrels  of  oil  a  year. 

The  coal  use  and  development 
program  has  increased  domestic  coal 
production  from  39,000  tons  in  1973  to 
330,000  tons  in  1980.  With  the  develop- 
ment and  production  of  coal  from  Semi- 
rara  Island  and  other  mines,  the  output 
should  reach  5  million  tons  by  1985. 

The  goal  of  the  accelerated  program 
to  develop  hydropower  resources  is  to 
use  at  least  25  per  cent  of  the  country's 
known  hydro  potential.  This  will  raise 
the  contribution  of  hydropower  to  the 
energy  program  from  the  present  12  per 
cent  (940  megawatts)  to  27  per  cent 
(2,200  megawatts)  by  1985. 

The  government  has  promoted  the 
development  of  nonconventional  energy 
technology  with  improvements  in  the 
livelihood  of  rural  population  as  the 
principal  criterion.  Thus  a  dendrother- 
mal  power  program  to  serve  as  an  outlet 
for  tree  plantations  has  been  established 
in  the  countryside.  Researchers  have  de- 
veloped gasiriers  that  will  enable  trans- 
portation and  refrigeration  systems  to 
use  charcoal  or  wood  chips  as  propel- 
lants  and  perfected  the  use  of  alcogas 
as  another  alternative  to  gasoline 
and  diesel  oil. 

The  energy  program  is  geared  to  in- 
crease domestic  production  from  the 
present  level  of  5,000  barrels  a  day  to 
20,000  barrels  a  day  by  1985.  New 
offshore  oil  fields — Cadlao,  Matinloc 
and  Pandan — will  be  put  into  commer- 
cial production  in  1981  and  1982. 

The  program  for  developing  con- 
ventional energy  resources  will  require 
P42.3  billion  during  1981-85.  One  of  the 
critical  elements  of  the  program  is  the 
construction  of  a  transmission  line  from 
Tongonan,  Leyte  Province  to  Metro 


Manila  to  transport  geothermal  energy. 
The  government  has  asked  the  Gov- 
ernment of  Japan  to  help  finance  the 
project. 

Efforts  at  energy  development  have 
begun  to  yield  results.  The  share  of  im- 
ported oil  in  the  country's  commercial- 
energy  consumption  dropped  from  96 
per  cent  in  1973  to  83  per  cent  in  1980. 
While  a  barrel  of  oil  equivalent  produced 
P854  of  GNP  (at  1972  prices)  in  1973, 
energy  efficiency  has  increased  this  to 
PI, 042  of  real  GNP  in  1980  or  22  per 
cent. 

The  program  to  reduce  reliance  on 
imported  oil  nas  been  so  successful  that 
the  World  Bank  commented  in  February 
this  year: 

"How  impressed  we  have  been  by 
the  way  in  which  the  government  has 
addressed  its  energy  program.  We 
think  other  countries  can  learn  from 
some  of  the  ways  in  which  energy 
matters  are  being  tackled  in  the 
Philippines." 

INDUSTRY  AND  TRADE 

A  major  restructuring  program  for 
industry  has  been  started  with  the  im- 
plementation of  the  following  interre- 
lated measures: 

1)  Extensive  export  incentives  and 
development;  2)  reduction  of  protection 
through  tariff  reforms;  3)  efficiency- 
oriented  investment  incentives  and 
administration;  4)  revitalization  of  indus- 
tries and  reduction  of  investment  con- 
trols and  5)  implementation  of  the  11 
major  industrial  projects. 

In  1979  and  early  1980,  wide- 
ranging  improvements  in  export  promo- 
tion were  made,  including:  1)  strength- 
ening and  broadening  of  fiscal  incentives 
for  export  production  and  trading; 
2)  simplification  of  import  and  export 
procedures;  3)  liberalization  of  bonded 
warehouse  arrangements;  4)  improve- 
ment and  broadening  of  export  financing 
and  facilities  and  5)  strengthening  of  in- 
stitutions that  promote  exports. 

As  the  first  step  in  the  four-year 
program  of  tariff  reform,  rates  on  845 
tariff  lines  affecting  14  major  industrial 
sectors  were  reduced  during  the  first 
quarter  of  1981.  In  all  the  sectors,  rates 
ac»ove  70  per  cent  were  cut  to  70  per 
cent,  and  rates  between  50  and  70  per 
cent  were  reduced  to  50  per  cent.  More 
reductions  in  tariff  were  made  in  Mau 
and  others  were  planned  to  take  effect 
from  July  1,  1981  onward.  Twenty  per 
cent  of  the  items  in  the  restricted  import 
list  were  liberalized. 

The  investment  priorities  plans  will 
emphasize  labor-intensive  processes  and 
the  promotion  of  international  subcon- 
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tracting.  Steps  are  being  taken  to  sim- 
plify and  streamline  procedures  for  the 
administration  of  incentives. 

Revitalization  and  rationalization 
programs  will  be  developed  for  certain 
key-industry  sectors  alongside  liberaliza- 
tion and  improvement  of  investment 
promotion  procedures.  These  measures 
are  aimed  at  helping  industries  produce 
at  lower  costs,  improve  efficiency  and 
increase  their  competitiveness. 

Eleven  major  industrial  projects  will 
be  implemented  to  intensifv  the  tech- 
nological component  of  the  industrial 
structure  and  the  development  of  an 
efficient  domestic  intermediate  goods 
industry.  Through  the  National  Devel- 
opment Company,  and  other  agencies, 
the  government  takes  an  active  role  in 
initiating  industrial  "infrastructure"  be- 
cause thev  are  typically  large  and  of  long 
ges*ation  periods  and,  hence,  considered 
risky  by  private  entrepreneurs.  These 
projects  will  be  evaluated  further 
through  the  conduct  of  rigid  feasibility 
studies  before  implementation. 

The  government  has  laid  the 
groundwork  for  the  diesel  engine,  phos- 
phatic  fertilizer  and  copper  smelter  pro- 
jects. Phasing  of  implementation  and 
financing  of  the  rest  of  the  projects  will 
be  carried  out  after  detailed  feasibilitv 
and  engineering  studies. 

Export  expansion  and  diversification 
is  an  important  component  of  develop- 
ment strategies.  In  this  regard,  a  more 
vigorous,  better  coordinated  and  inte- 
grated export-promotion  drive,  particu- 
larly for  nontraditional  export  products 
has  been  launched. 

To  date,  there  are  three  export 
zones:  Bataan,  Baguio  and  Mactan.  To 
further  strengthen  the  growth  prospects 
of  exports,  more  export  processing  zones 
will  be  established  throughout  the  coun- 
try. It  will  also  benefit  the  logging  re- 
gions. A  more  effective  foreign-trade  in- 
formation system  is  a  verv  important 
part  of  the  export  drive.  Target  markets 
include  those  where  less  protection  ex- 
ists and  those  which  have  barelv  been 
tapped,  such  as  the  Middle  East  coun- 
tries. 

INTERNATIONAL  ECONOMIC 
COOPERATION 

Political  tensions  in  manv  parts  of 
the  world,  particularlv  in  Kampuchea, 
Lebanon,  Afghanistan  and  Poland  bear 
dim  prospects  for  international  peace. 
This  nas  not  been  helped  anv  by  those 
by-now-familiar  problems  besetting  the 
world  economy,  primarily  inflation,  re- 
cession and  rising  unemployment. 

As  with  other  nations  of  the  world, 


Vice  President  George  Bush  of  the  United  States  and  President  Ferdinand  Marcos  trade  smiles.  Bt 
attended  President  Marcos'  inauguration  as  the  personal  representative  of  U.S.  President  Ronald 


the  Philippines  view-s  these  develop- 
ments with  grave  concern,  a  concern 
which  it  has  sought  to  express  construc- 
tively in  a  realistic  foreign  policy,  the 
"development  diplomacv"  the  new  re- 
public now  stands  heir  to. 

This  diplomacy  will  be  intensified 
on  all  fronts.  Active  support  will  be 
given  all  initiatives  towards  the  solution 
of  current  global  conflicts,  particularly 
the  Kampuchea  crisis. 

At  the  same  time,  efforts  will  be 
directed  at  the  economic  front  where  the 
government  will  enlist  the  help  of  the  in- 
ternational community  in  the  Philippine 
development  program,  where  such 
assistance  mav  be  necessary  and 
appropriate. 

In  bilateral  economic  relations,  the 
basic  thrust  will  be  toward  trade  and 
economic  diversification.  In  recent  years 
the  Philippines  has  graduallv  diversified 
its  markets  by  tapping  several  nontradi- 
tional outlets  such  as  the  Middle  East, 
the  EEC,  the  socialist  countries  and 
ASEAN  by  signing  25  bilateral  trade 
agreements.  The  Government  has  con- 
cluded investment  agreements  with 
some  developed  countries  to  stimulate 
greater  foreign  investment  participation 
in  the  countrv's  industrialization  efforts 
and  to  develop  new  sources  of  foreign 
investments.  As  a  complementarv  meas- 
ure, it  has  signed  9  bilateral  tax  treaties 
to  further  improve  the  climate  for  en- 
trepreneurial activities. 

Efforts  at  the  regional  sphere  will  be 
directed  towards  the  strengthening  of 
the  Association  of  Southeast  Asian  Na- 
tions. The  ASEAN  countries  will  remain 
the  countrv's  most  important  partners  in 


establishing  peace  and  stabilitv  in 
gion,  and  as  significantly  in  prom 
closer  economic  collaboration. 

In  economic  cooperation,  AS 
experiments  in  trade  liberalizatior 
industrial  integration  are  now  ma 
into  high  gear.  Tariff  concessions 
7,331  products  have  been  exchanj 
under  the  ASEAN  Preferential  Tr. 
Arrangement  (PTA),  and  other  tr; 
liberalization  schemes  have  recen 
been  adopted.  Three  ASEAN  indi 
projects  are  in  the  advanced  stage 
implementation.  Recently,  ASEAI 
Foreign  Ministers  signed  in  Manil 
Basic  Agreement  on  ASEAN  Indu 
Complementation.  This  is  a  pione 
ASEAN  activity  where  there  will  1 
direct  and  substantive  participate 
the  private  sector. 

To  link  foreign  policv  initiativ 
with  economic  development  objec 
the  Philippine  government  has  in 
creasingly  involved  itself  in  global 
affairs,  particularly  in  resolving  cc 
porarv  world  economic  issues.  Th 
ippines  participated  in  the  Tokvo 
of  the  GATT-Multilateral  Trade  N 
.  tions  not  only  to  seek  better  mark 
cess  for  exports  and  diversify  mar 
but  also  to  enhance  its  role  in  wor 
commerce.  This  culminated  in  the 
accession  of  the  Philippines  to  the 
in  1980.  It  also  supported  internat 
action  toward  resolving  world  cor 
tv  problems,  particularlv  those  aff 
products  of  interest  to  the  Philipp 
In  concert  with  other  participating 
tries,  the  Philippines  drew  up  the 
ic  Agreement  Establishing  the  Coi 
Fund  for  Commodities,  which  wa 


ed  in  June  1980  and  participated  in 
legotiating  and  renegotiation  of  in- 
itional  commodity  agreements. 
Towards  reforming  the  global 
etary  order,  the  Philippines  has 
ely  supported  the  work  of  the 
ip  of  24  in  the  International  Mone- 
Fund.  This  grouping  of  developing 
ttries  seeks  to  establish  a  more  equi- 
?  and  rational  world  monetary 
em. 

In  the  past  few  years,  constructive 
dynamic  participation  in  many  inter- 
nal undertakings  has  made  the 
ppines  an  important  leader  in  the 
;agement  of  global  affairs.  This 
rging  role  received  its  highest  recog- 
>n  and  fulfillment  when  the  Philip- 
!s  was  chosen  as  one  of  the  partici- 
fs  in  the  World  Summit  Meeting  on 
rnational  Cooperation  and  Develop- 
it,  which  will  be  held  in  Mexico  in 
)ber  1981.  The  meeting  of  the 
:ted  23  heads  of  governments  will 
ass  the  current  global  economic 
?s  ranging  from  international  trade 
rorld  monetary  reform. 

ANCIAL  RESTRUCTURING 

The  Philippine  financial  system 
thered  the  trials  of  the  1970's 
ugh  policies  designed  to  ensure  the 
ient  management  of  financial  re- 
xes. 

At  the  beginning  of  the  year,  prob- 
i  experienced  by  some  firms  pro- 
?d  widespread  disruption  in  the 
ncial  markets  with  liquidity  problems 
rging  from  a  number  of  enterprises, 
e  of  which  had  expanded  their 
icity  considerably  and  were  hard  hit 
ie  decline  in  export  demand.  To  pre- 
:  a  crisis  in  the  financial  markets,  the 
ernment  granted  large  emergency 
iits  to  nonbank  financial  institutions, 
\  which  investors  were  withdrawing 
Is,  and  established  the  Industrial 
ncing  Fund,  amounting  to  P5  billion 
rovide  credit  to  basically  sound  and 
le  enterprises  with  serious  liquidity 
culties.  These  loans  are  conditional 
estructuring  and  rehabilitation  mea- 
's,  thereby  dealing  with  the  under- 
g  source  of  the  difficulties. 
To  avoid  future  liquidity  problems, 
nating  from  situations  such  as  those 
ch  occurred  during  the  early  part  of 
Jrear,  a  credit  information  exchange 
been  established  and  policies  on 
mercial  paper  issues  are  being 
malized.  Trie  operations  of  the 
irities  and  Exchange  Commission  are 
g  improved.  The  financial  system 
efore  remains  basically  sound. 
The  financial  policy  reforms  prom- 


Mrs,  lmelda  Romualdez  Marcos,  the  First  Lady  of 
the  Philippines,  concurrently  governor  of  Metropol- 
itan Manila  and  Minister  of  Human  Settlements. 

ulgated  in  April,  1980  are  being  im- 
plemented. The  changes  brought  about 
by  the  new  measures  included  the  intro- 
duction of  entities  with  expanded  com- 
mercial banking  authority,  elimination  of 
all  functional  distinction  among  thrift 
banks  and  additions  to  the  powers  and 
functions  of  quasibanks.  These  reforms 
are  envisioned  to  improve  the  financial 
system's  efficiency  through  greater  com- 
petition and  realization  or  economies  of 
scale,  as  well  as  to  increase  the  availabil- 
ity of  and  access  to  longer-term  funds. 

HOUSING,  LIVELIHOOD  AND 
HUMAN  SETTLEMENTS 

Housing  and  livelihood,  together 
with  human  settlements  rate  a  nigh 
priority  in  the  field  of  social  develop- 
ment. 

The  government  has  just  launched 
the  Kilusang  Kabuhayan  at  Kaunlaran 
(Movement  for  Livelihood  and  Prosper- 
ity), an  ambitious  program  to  organize 
livelihood  enterprises  in  rural  communi- 
ties all  over  the  country. 

The  purpose  is  to  uplift  in  a  decisive 
manner  tne  quality  of  lire  among  the 
masses  by  developing  economic  activity 


in  these  areas. 

The  projects  for  which  blueprints 
already  have  been  drawn,  range  from 
farming  to  aquaculture,  forest  farming, 
livestock  raising  and  cottage  industries. 

The  initial  appropriation  for  this 
mass  livelihood  program  is  P  1.8  Billion 
(US$  227.8  Million). 

In  taking  care  of  the  housing  needs 
of  the  population,  the  government  seeks 
to  achieve  the  upgrading  and  renewal  of 
blighted  urban  communities,  the  speed- 
ing up  of  construction  of  new  low-cost 
houses  and  more  effective  use  of  local 
building  materials. 

The  Home  Development  Mutual 
Fund  Law  of  1980  was  passed  to  estab- 
lish a  housing  fund  called  PAG-IBIG  to 
augment  other  house  financing  pro- 
grams. This  fund  seeks  to  motivate  the 
employed  and  other  earning  groups  to 
better  plan  and  provide  for  their  housing 
needs  by  membership  in  an  integrated 
and  nationwide  savings  system. 

In  human  settlements,  the  policy 
thrust  is  towards  the  total  development 
of  communities.  This  is  being  im- 
plemented through  a  comprehensive 
approach  in  the  delivery  of  basic 
services — water,  power,  food,  liveli- 
hood, shelter,  medical  service,  education 
and  technology,  clothing,  cottage  indus- 
tries, sports  and  recreation,  ecological 
balance  and  mobility — whose  success 
will  rely  heavily  on  the  active  participa- 
tion of  the  communities;' 


This  supplement  was  made  possible  through  the 
support  of  the  following  companies: 

1.  Atlas  Consolidated  Mining  Corp. 

2.  Development  Bank  Of  The  Philippines 

3.  Export  Processing  Zone  Authority 

4.  The  Hong  Kong  Bank  Group 

5.  Landbank  of  the  Philippines 

6.  The  Manila  Hotel 

7.  Manila  Peninsula  Hotel 

8.  National  Development  Company 

9.  National  Investment  &  Development  Corp. 

10.  Philippine  Airlines 

11.  Philippine  International  Convention  Center 

12.  Philippine  National  Bank 

13.  Philippine  Veterans  Bank 

14.  Traders  Royal  Bank 

The  text  for  the  special  Philippines  advertising 
section  was  prepared  by  Adrian  E.  Cristobal. 
Mr.  Cristobal  is  both  an  author  and  journalist 
who  is  an  expert  on  economic,  cultural  and 
political  issues  in  The  Philippines. 
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Can  you  win  with  losers?  Low-P/E  theory  says  you  can.  Hen 
then  are  some  unlikely  looking  potential  winners. 


The  stock  market's 
flea  market 


By  Steve  Kichen 


Since  the  middle  of  last  June 
the  30  Dow  Jones  industrial 
stocks  have  tumbled  148  points, 
or  15%,  and  in  the  broader-based  Wil- 
shire  Index,  which  measures  the  en- 
tire market,  more  than  $183  billion  in 
market  value  has  evaporated. 

The  result,  of  course,  is  that  hun- 
dreds of  securities  are  now  selling  at 
fire-sale  levels.  And  many  meet  clas- 
sic Ben  Graham-type  criteria. 


In  the  accompanying  tables  are  35 
stocks  from  the  New  York  Stock  Ex- 
change, the  American  Stock  Ex- 
change and  the  over-the-counter  mar- 
ket— as  selected  by  Benjamin  Gra- 
ham-type standards.  Each  company 
on  our  list  shows  positive  earnings  for 
the  last  12  months,  a  positive  5-year 
average  rate  of  earnings  growth  and  a, 
market  price  below  book  value.  Most 
also  sell  below  the  average  P/E  of  the 
market. 

Take  B.F.  Goodrich,  for  example, 


ranking  number  3  on  the  NYSE  lis 
At  its  recent  price  of  19  Vz,  this  con 
pany  sells  for  only  a  few  points  moi 
than  its  1976-81  low.  Book  value  pt 
share  is  more  than  $52.  So,  for  ever 
$1  invested,  you  get  $2.69  in  boa 
value  assets.  Like  several  of  its  corn 
petitors,  Goodrich  has  responded  t 
the  troubles  of  the  tire  and  rubbe 
business  by  restructuring  operation 
and  making  itself  less  dependent  o 
the  highly  cyclical  tire  industr 
Goodrich,  in  fact,  is  betting  its  futui 


Bear  market  bargains 


Here  are  three  lists  of  35  profitable  companies  from 
the  NYSE,  Amex  and  o-t-c.  Each  company  is  priced 
below  book  value  and  shows  positive  earnings 


growth  over  the  last  five  years.  Many  pay  competi- 
tive dividends.  When  Wall  Street  turns  bullish  sev- 
eral of  these  stocks  are  likely  to  be  rally  leaders. 


Book 


value 

Book 

Debt  as 

Recent 

Price  range 

— Latest  12-month — 

per 

value/ 

%  of 

Company/principal  business 

price 

1976-81 

EPS 

P/E  ratio 

Yield 

share 

price 

book 

New  York  Stock  Exchange 

Republic  Steel/steel 

24.% 

40%-20'/4 

$5.63 

4.3 

8.2% 

$96.85 

3.99 

37% 

Jewelcor/specialty  retail 

33/4 

9'/s-  2% 

0.70 

5.3 

12.62 

3.36 

44 

BF  Goodrich/tire  &  rubber 

19 % 

33%-16'/s 

3.50 

5.5 

8.0 

52.50 

2.69 

52 

Dan  River/textiles 

13V2 

23-7 

2.80 

4.8 

8.3 

33.80 

2.50 

49 

NBD  Bancorp/bank 

22% 

35%-197/s 

5.92 

3.8 

9.1 

55.26 

2.42 

17 

Adams-Millis/textiles 

5 

8V2-  3% 

0.78 

6.4 

4.0 

11.86 

2.37 

29 

Southern  Pacific/railroad 

35% 

55  -25 

6.87 

5.1 

7.4 

81.55 

2.32 

70 

Manhattan  Life/insurance 

57/s 

15    -  3% 

0.90 

6.5 

5.4 

13.63 

2.32 

Phillips-Van  Heusen/apparel 

13% 

18   -  7% 

2.72 

4.9 

4.5 

30.86 

2.30 

42 

Marine  Midland  Banks/bank 

17% 

23%-  8% 

3.73 

47 

5.9 

41.10 

2.29 

47 

Revere  Cop  &  Br/cop,  br,  aluminum 

15 

25%-  7% 

3.71 

4.0 

2.7 

33.49 

2.23 

91 

SCM  Corp/coatings,  office  products 

223/4 

32,/4-ll'/2 

5.80 

3.9 

8.8 

49.89 

2.19 

53 

Chelsea  Inds/plastics,  shoe  products 

7Vi 

14%-  5% 

1.26 

5.9 

8.0 

16.12 

2.14 

91 

National  Tea/supermarkets 

4% 

7Va-  3% 

0.85 

5.0 

9.07 

2.13 

98 

PNB  Mtge  &  Realty/REIT 

8 

12%-  5% 

1.26 

6.3 

15.2 

16.83 

2.10 

5 

M  k 
life  kt 

'w/oi 

ft  ft 
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Report  from  Number  One  Wall  Street 


\ridM.  Mace,  EVP, 
*.' the  International 
"king  Group  will  show 
v.  how  to  make  the  most 
vday's  fast-changing 
I  ment  systems. 


Irving  Trust  moves  international  payments 
with  electronic  speed,  electronic  accuracy. 

"Today,  world  business  moves  faster  than  ever,"  says  David  M.  Mace, 
Executive  Vice  President.  "So  your  New  York  clearing  bank  must  be  faster, 
too— and  more  accurate  than  ever,  especially  with  the  tighter  disciplines 
of  same  day  settlement. 

"All  this  puts  a  premium  on  electronic  banking,  a  held  in  which  we  pio- 
neered. Today  our  funds  transfer  system  is  dynamically  linked  to  S.W.I. FT, 
CHIPS  and  Fedwire.  With  these  systems— or  our  own  cash  management 
system— your  transactions  can  be  processed  in  seconds,  without  manual 
intervention. 

"This  means  greater  accuracy.  If  adjustments  have  to  be  made,  they  can  be 
done  in  minutes,  instead  of  days,  through  our  automated  customer  inquiry 
processing  system. 

"And,  because  immediate  account  information  is  more  important  now  with 
same  day  settlement,  our  customers  can  learn  the  status  of  their  accounts- 
updated  to  the  second— with  a  simple  message  direct  to  our  computer. 
Without  prompting,  our  automated  advice  service  transmits  completed 
transactions  directly  to  your  office  in  the  United  States." 


Irving  Trust  matches  sophisticated  electronics  with  experienced  people- 
specialists  who  go  out  of  their  way  to  give  you  close,  personal  attentidto. 

Electronic  speed.  Electronic  accuracy.  And  personal  attention.  Three  reasons 
why  Irving  Trust  serves  more  than  2,000  foreign  governments,  central  banks 
and  commercial  banks.  To  help  your  money  move  faster,  write:  David  M. 
Mace,  Irving  Trust  Company,  One  Wall  Street,  New  York,  NY  10015.  Or  call 
212/487-2535  for  more  information. 


lbtT  KDK 


Irving  Thist 

Un  ique.  World  wide. 


for  years  because  much  of  Republic 
book  value  is  tied  up  in  underutilize 
steel  plants.  But  patient  investo] 
who  have  faith  in  Ben  Graham's  fuj 
damentalist  theories  may  want  t 
take  a  look  at  Republic. 

Other  interesting  situations  includ 
Phillips-Van   Heusen,    the  appare 


Bear  market  bargains 

Book 

value         Book        Debt  as 


Recent 

Price  range 

— Latest  12-month — 

per 

value/ 

%  of 

Company/principal  business 

price 

1976-81 

EPS 

P/E  ratio 

Yield 

share 

price 

book 

Northwestern  Mut  Life  Mtge/REIT 

9Va 

137/s-  7% 

$1.25 

7.4 

13.0% 

$19.23 

2.07 

74% 

Bank  of  Virginia/bank 

13 

17%-10% 

2.38 

5.4 

8.9 

27.01 

2.07 

48 

Cone  Mills/textiles 

28V4 

43'/2-187/8 

7.01 

4.0 

7.7 

58.10 

2.03 

6 

GC  Murphy/retail 

ISVa 

23%-l  1  % 

2.55 

5.9 

8.5 

30.56 

2.02 

60 

Katy  Inds/electrical  equip,  machinery 

9Va 

18-3 

3.14 

2.9 

— 

18.22 

1.99 

56 

First  Wisconsin/bank 

26¥t> 

357/s-17% 

7.71 

3.3 

7.7 

51.61 

1.97 

34 

Amstar  Corp/sugar 

19% 

32^-14 

9.19 

2.1 

8.3 

38.05 

1.96 

15 

Amrep  Corp/land  developer 

6% 

12%-  1% 

0.63 

10.1 

12.35 

1.93 

29 

United  |ersey  Banks/bank 

11% 

14%-  8% 

2.82 

4.1 

9.7 

22.46 

1.91 

37 

Ceco  Corp/steel  prods 

17% 

24%-  9Vs 

4.20 

4.1 

5.1 

33.55 

1.90 

26 

General  Bancshares/bank 

16% 

20%-  8'/8 

4.60 

3.6 

5.3 

31.43 

1.87 

13 

Scott  Paper/paper  products 

15% 

28'/2-i2 

2.47 

6.2 

6.5 

28.63 

1.86 

36 

Adams  Drug/drug  stores 

4% 

6%-  2% 

0.79 

5.3 

0.9 

7.94 

1.86 

49 

Kaiser  Aluminum  &  Chem/aluminum 

17% 

30%  -13% 

5.34 

3.3 

7.9 

32.89 

1.85 

49 

Goodyear  Tire  &  Rubber/tire  &  rubber 

17% 

25%-10% 

3.19 

5.5 

7.3 

32.96 

1.85 

53 

Gleason  Works/machine  tools 

11% 

25%-  6% 

2.72 

4.2 

6.9 

21.4] 

1.84 

21 

Springs  Mills/apparel 

215/8 

26%-10% 

3.78 

5.7 

6.3 

39.68 

1.83 

14 

West  Point-Pepperell/textiles,  apparel 

19% 

26  -13% 

4.57 

4.3 

9.1 

35.97 

1.82 

33 

Sperry  Corp/office  equipment 

30% 

65%-29% 

6.45 

4.7 

6.2 

56.00 

1.82 

34 

Chicago  Pneumatic  Tool/indl  mach 

l9Vi 

35%-16% 

2.12 

9.1 

10.3 

35.56 

1.82 

53 

Union  Carbide  Corporation 

has  sold  substantially  all  of  the  assets  of  its 

Worldwide  Alloy  Products  Business 

to  a  group  of  Norwegian  investors  led  by 

Elkem  a/s 

and 

*        A/S  Kristian  Jebsens  Rederi 

The  undersigned  acted  as  financial  advisor  to  Union  Carbide  Corporation 

in  this  transaction. 

Lazard  Freres  &  Co. 

October  1,  1981 


Statistical  Spotlight 


more  on  chemicals  than  tires,  while 
Goodyear,  also  on  our  table,  is  stick- 
ing to  the  business  it  knows  best. 

With  a  book-value-to-price  ratio  of 
3.99,  Republic  Steel  sells  at  one  of  the 
largest  discounts.  This  is  not  unusual 
for  Republic:  The  market  has  down- 
valued  this  integrated  steel  producer 
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Unique  to  Newsweek  International:  motion  picture  directors  from 
around  the  globe,  bringing  their  own  unique  perspectives  to  the 
world  of  film:  knowledgeable  and  insightful  reporting  of  what's 
new  in  dance,  opera,  theater  and  on  the  concert  stage.  One  more 
reason  why,  each  week,  more  than  2,000,000  readers  in  193 
countries  turn  to  Newsweek  International  as  the  magazine  to  fill 
their  needs.  As  do  more  than  600  advertisers.  Shouldn 't  you  be 
among  them  ? 

SALES  OFFICES  New  York-  Chicago- Los  Angeles-  San  Francisco-',  ondon- Amsterdam 
•  Frankfurt/ Main  •  Geneva  •  Pans  •  Rome  •  Hong  Kong •  Manila  •  Sydney-  Tokyo 
CONTACT  Harold  L  Leddyjr  .  444  Madison  Avenue.  New  York  NY  10022 
Tel  212/350-2565  Telex:  RCA  23401 1 1 TTT 420395/  WUI 620364 


A  MAGAZINE, 
NOT  AN  EDITION 


Statistical  Spotlight 


maker,  which  seems  to  be  in  the 
midst  of  a  turnaround  and  is  selling  at 
a  multiple  of  less  than  5.  Hampton 
Industries,  an  Amex-listed  apparel 
firm,  sells  at  a  P/E  of  3.5,  and  offers 
$2.37  in  book  value  assets  for  every 
dollar  of  stock. 

Even  though  it  has  been  tough  to 


show  high  returns  in  the  supermark 
industry  over  the  past  few  years,  o-t 
listed  Waldbaum  has  some  special  a 
peal:  a  book/price  ratio  of  2.54  and 
P/E  of  2.9.  Supermarket  chains,  ban! 
ing  institutions,  retail  stores  and  con 
panics  from  the  building  industry  a 
all  well-represented  on  our  screen 


Bear  market  bargains 

Book 
value 

Book 

Debt  as 

Recent 

Price 

range 

— Latest 

2-month — 

per 

value/ 

%  of 

Company/principal  business 

price 

1976-81 

EPS 

P/E  ratio 

Yield 

price 

book 

American  Stock  Exchange 

United  Foods/food  processing 

l7/8 

372- 

1 

$0.22 

8.5 

10.7% 

$  7.87 

4.20 

31% 

Hampton  Industries/apparel 

47x 

7%- 

274 

1.37 

3.5 

— 

1 1.58 

2.37 

47 

I  iK*iffir  P"'*K  rVfV/tovtilct; 

Liutriy  rau  i\  i/ilaiiics 

O  /4 

1  1  7k- 

3% 

Z.OO 

2.  A 

0.4 

1  V.00 

1  2A 

en 

Ply-Gem  Industries/building  materials 

. )  /8 

117(1- 

2'/k 

1  no 
1  .uv 

C  1 
D.O 

O.D 

1  3  Z.A 

T  3M 
Z..3U 

0 

Star  Supermarkets/superrruirkcts 

03/, 

V  74 

15%- 

774 

A.  ID 

A  C 
4.D 

ts.z 

11. 1  / 

1  1  7 
1.11 

on 

Servisco/garment  rental 

6 

9  - 

372 

1.53 

3.9 

7.3 

13.60 

2.26 

33 

Killearn  Properties/land  developer 

27l 

4  - 

7K 

1.17 

1.9 

4.94 

2.19 

16 

j  \  1 1 1 L  I  lTldI/,t-i  IUUa/  KM  t\X  piULLaolIlg 

O  /2 

207k- 

J  /K 

1  (M 
Z..UZ 

A  1 
4.Z 

A  1 

1  0.00 

Z.  1  0 

71 

(  Z 

Blessings  Corp/diaper  service 

7  Va 
1  74 

10%- 

47k 

1  1  1 
1  .Zl 

£  O 
o.y 

O  1 

y.o 

1  3.  DO 

tic: 

Z.13 

OU 

Crest-Foam/po I yur ethane  foam 

1  72 

47k- 

17s 

1  0  1 
I  y .1 

C  1A 

1. 10 

Zo 

Hastings  Manufacturing/auto  parts 

10 

1 3  '/z — 

67k 

2.16 

4.6 

5.0 

21.25 

2.12 

10 

Deliwood  Foods/dairy  products 

12% 

175/8- 

57s 

3.68 

3.4 

7.2 

26.53 

2.08 

2 

Thriftimart/ supermarkets 

45  - 

J  /4 

7  77 

3  7 

6.  / 

c  c 

D.D 

DO.DH 

1 .  v4 

zz 

Drdu  nagdn/iirc  rurcaumg 

y  /8 

17%- 

5 

1  .Zo 

7  1 

1  "2 

1  7  77 

1  CM 

1  .V4 

/I  1 
4 1 

iWovielab/tilm  processing 

97.- 

7k 

u.o4 

1  1  } 

1  1 .0 

/  .jZ 

1  OA 

1  .V4 

Zo 

Alba-Waldensian/apparel 

4% 

DJ/8- 

1  72 

0.15 

32.4 

1.0 

9.46 

1.94 

42 

H  Miller  &  Sons/building 

13 

1 7  - 

378 

2.06 

6.3 

— 

25.12 

1.93 

37 

jidiiwuuu  V— uru/ tippcir e i 

l^l/o 

o  /« 

87s- 

% 

n  7n 

a  7 
0.  / 

1  1  70 

1  QO 

1  .yz 

7^ 

Frisch's  Restaurants/ restaurants 

(3/8 

9%- 

474 

1  A  Q 

A  3 

o.y 

1  1  1 A 

1  Z.Zo 

1  cn 
1  .yz 

A  1 

ivcy     uiupdiiy/ uuiiuiiig 

O 

1  ni/ 
IOV2- 

17k 

1  m 
1  .uz 

CI  fi 
D.O 

D.O 

1  1  1/1 
11.14 

1  fis 

1  .or) 

Champion  Products/apparel 

11% 

30%- 

H% 

2.70 

4.3 

6.1 

21.73 

1.84 

22 

S—\  «                                             1—v  •        ."11                   t     1  -  -ll' 

Glenmore  Distillers/distilling 

17 

357s- 

572 

1.42 

1 1.9 

5.9 

30.95 

1.82 

34 

Crown  Industries/building  materials 

5 

8%- 

27k 

0.61 

8.1 

5.6 

9.07 

1.81 

97 

Volume  Merchandise/retail 

678 

6%- 

174 

1.34 

4.5 

2.0 

11.00 

1.79 

5 

Berg  Enterprises/real  estate 

3% 

107k- 

278 

0.59 

6.5 

— 

6.95 

1.79 

5 

Simco  Stores/retail  shoe  stores 

3 

5%- 

2% 

0.44 

6.8 

8.3 

5.18 

1.72 

3 

Littlefield,  Adams/apparel 

4'/2 

87>- 

2 

1.37 

3.2 

7.1 

7.77 

1.72 

37 

Bro-Dart  Inds/pubhshing 

5 

7%- 

27s 

1.13 

4.4 

4  1 

8.41 

1.68 

38 

Mt  Vernon  Mills/textiles 

37% 

39'/s- 

1274 

6.77 

5.5 

4.6 

62.52 

1.67 

10 

Greenman  Bros/toys 

57s 

8%- 

1% 

0.81 

7.2 

— 

9.85 

1.67 

25 

Providence  Energy/natural  gas 

13 

18%- 

874 

2.99 

4.3 

11.1 

21.60 

1.66 

75 

Northeast  Bankshares  Assn/bank 

13 

13'/2- 

872 

2.88 

4.5 

8.6 

21.55 

1.65 

22 

SIFCO  Industries/precision  forgings 

8 

12%- 

3 

1.17 

6.8 

4.5 

13.16 

1.64 

33 

American  Plan/insurance 

3 

5  — 

% 

0.83 

3.6 

— 

4.91 

1.63 

17 

United  Realty  Investors/REIT 

10% 

1572- 

57s 

1.10 

9.8 

10.1 

17.61 

1.62 

3 

Over-the-counter 

Merchants  National/bank 

15  74 

29  - 

14 

3.70 

4.1 

6.6 

49.66 

3.25 

17 

Amoskeag  Co/railroad 

21  72 

3972- 

8% 

5.02 

4.2 

8.1 

66.59 

3.09 

Stecher-Traung-Schmidt/printing 

6V2 

13  - 

372 

2.21 

2.9 

4.6 

19.49 

2.99 

69 

Hudson  United  Bank/bank 

5'/2 

8  - 

3% 

1.20 

4.5 

10.9 

16.15 

2.93 

Wm  H  Sadlier/publishing 

3'/4 

4%- 

174 

0.72 

4.5 

.  3.1 

9.38 

2.88 

Lincoln  First  Banks/bank 

19% 

2872- 

1774 

5.60 

3.5 

10.1 

53.53 

2.71 

48 

Erb  Lumber/lumber  &  bldg  materials 

1U/4 

14%- 

272 

3.43 

3.2 

30.45 

2.70 

39 

Banco  de  Ponce/bank 

16 

21  - 

1172 

5.16 

3.1 

10.0 

43.11 

2-.69 

36' 

AJ  Bayless  Mkts/supermarkets 

85/8 

15  - 

7% 

1.99 

4.3 

7.0 

22.82 

2.64 

42 

Victory  Markets/supermarkets 

3'/4 

4%- 

2 

0.51 

6.3 

8.50 

2.61 

87 

Sperti  Drug  Prods/health  care  equip 

2 

5%- 

7k 

0.43 

4.6 

5  23 

2.61 

38 

American  Fletcher/bank 

14 

21%- 

13% 

3.89 

3.5 

9.4 

36.10 

2.57- 

2 

Waldbaum/supermarkets 

12 

19%- 

6% 

4.09 

2.9 

30.54 

2.54 

86 

Haverty  Furniture/furniture  stores 

12% 

177s- 

97s 

2.54 

5.0 

6.6 

32.00 

2.50 

100 

First  Empire  State/bank 

15% 

1 7%- 

572 

4.01 

3.9 

1.5 

38.79 

2.46 

49 

 i 
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I    p  Plugging  into  the 

Information 

Universe 


The  vast  universe  of  business 
information,  like  electrical 
energy,  has  always  been 
out  there.  But  it  took  a 
^company  called  TRW  to 
make  it  more  useful 
and  productive  for 
'\merican  business. 


transmits  credit  information 
on  business  electronically 


redit  where 
credit  is  due 


v\any  important 
business  deci- 
sions concern 
granting  credit  and, 
Decause  these 
decisions  usually 
must  be  made 
quickly,  reliable 
jp-to-date  infor- 
mation about  a 
company  is 
Essential.  To  help 
;<eep  the  wheels  of 
commerce  turning,  TRW's 
efficient  business  credit 
service  gathers, 
stores  and 


to  thousands  of  companies 
nationwide. 


h  deliver 
In  seconds. 


When  TRW  business  credit 
subscribers  make  a  request 
for  information,  they 
receive  a  print-out  in 
their  own  office  in 
seconds.  This  report 
shows,  among  other 
data,  a  potential 
buyer's  payment 
pattern. 

It's  all  there... in 
a  TRW  Business 
Profile®.  And  with  this 
data,  fast,  intelligent 
business  decisions 
can  be  made  with  more 
confidence. 
The  information 


universe  is  now  the  informa- 
tion business  at  TRW.  We've 
plugged  into  that  universe 
to  help  make  American 
business  more  productive... 
and  profitable. 
Tomorrow  is  taking  shape  at 

A  COMPANY  CALLED 

TRW 


RW  Inc.,  1981 


Shirley  Klotz  Jack  Pariseau 

Denver,  80203,  (303)  825-6731  Houston,  77040,  (713)  462-0757 

655  Broadway,  Suite  325  7600  W.  Tidwell  Road,  Suite  500 


HIi 

they  have  the  leading  business  magazines  f 

in  Europe  (including  UK,  Germany,  Italy,  Spain,  ^ 
Sweden,  Norway,  Denmark  and  Finland)  in  - 
Africa,  the  Middle  East  and  Latin  America  and  in 
the  Pacific  (including  Australia,  China  and  Japan) 

T)fl&  INTERNATIONAL  MANAGEMENT 

IMu  1221  Avenue  of  the  Americas 
■  nil  New  York  NY.10020 


Statistical  Spotlight 


potentially  undervalued  securities. 

The  stock  market  isn't  always 
wrong,  but  it  isn't  always  right,  ei- 
ther. What  we  mean  is  that  some  of 
these  stocks  deserve  their  low 
prices,  but  many  others  do  not. 
Lacking  a  crystal  ball,  we  can't  say 
which  are  which.  One  way  to  play 


the  game  is  to  buy  a  long  list  of 
such  stocks:  You  will  inevitably 
have  some  big  winners.  As  for  the 
risks  in  a  group  of  stocks  like  this, 
Forbes  columnist  David  Dreman's 
phrase  applies:  If  you  have  to  fall, 
it's  better  to  fall  from  a  low  ladder 
than  from  a  high  one  ■ 


Bear  market  bargains 


Book 
value 


Book 


Debt  as 


Recent 

Price 

range 

— Latest  12-month — 

per 

value/ 

%  of 

Company/principal  business 

price 

1976-81 

EPS 

P/E  ratio 

Yield 

share 

price 

book 

Miracle  Recreation  Equip/rcc  equip 

2% 

5  _ 

l5/8 

$0.73 

3.7 

$  6.75 

2.45 

Bomaine  Corp/home  furnishings 

3Va 

4%- 

0.65 

5.0 



7.83 

2.40 

31% 

Old  Stone  Corp/bank 

17  V* 

26%- 

10 

5.34 

3.2 

11.1% 

41.28 

2.39 

66 

CrownAmerica/textiles 

4V2 

7Vi- 

2'/4 

0.40 

11.2 

2.7 

10.78 

2.39 

31 

Union  Trust  Bancorp/bank 

16% 

2056- 

12'/4 

3.95 

4.2 

9.0 

39.01 

2.32 

6 

Sega  Enterprises/coin-operated  games 

3% 

13  - 

1 

1.14 

2.8 

7.51 

2.31 

12 

American  National  Hldg/bank 

8% 

12  - 

8 

2.65 

3.1 

11.2 

19.07 

2.31 

24 

Marine  Corp/bank 

20 

31 %  - 

1,6 

6.30 

3.1 

10.0 

45.88 

2.29 

35 

Banco  Popular  de  Puerto  Rico/bank 

19 Vi 

26  %- 

1  1  V* 

7.85 

2.4 

8.2 

44.07 

2.26 

22 

American  Furniture/furniture 

4'/8 

7Va- 

1  !/4 

0.31 

13.2 

4.8 

9.32 

2,26 

17 

Evans  Inc/retail 

L9% 

22  - 

7% 

4.85 

4.0 

1.5 

44.62 

2.25 

44 

Craddock-Terry  Shoe/tootwear 

10 

14%- 

SY2 

2.14 

4.6 

8.0 

22.55 

2.25 

30 

Shawmut  Corp/bank 

20% 

Z8V4- 

9Vz 

4.83 

4.2 

7.4 

45.64 

2.24 

19 

Familian  Corp/plumbing  supplies 

4 

4V4- 

m 

0.22 

18.1 

8.97 

2.24 

66 

Strawbridge  &  Clothier/retail  stores 

26 

2?%- 

17  v* 

6.23 

4.1 

5.4 

58.09 

2.23 

65 

Philadelphia  National/bank 

26% 

1.13 

7.7 

6.9 

19.17 

2.19 

74 

Security  NY  State/bank 

UV2 

16  - 

10 

3.28 

3.5 

9.7 

25.07 

2.18 

63 

lAmer  Metals  Svc/aerospace 

2 

7  - 

2 

0.49 

4.0 

4.36 

2.18 

13 

Welbilt/appliances 

14% 

17%- 

VA 

4.58 

3.1 

31.68 

2.16 

21 

SCUDDER 


HIGH  INTEREST 
WITH  NO  STRINGS 
ATTACHED. 


Scudder  Cash  Investment  Trust  is  a 
money  market  fund  providing  high 

  daily  interest 

without  tying 
up  your 

money.  $1,000 
minimum. 
Free  check 
writing. 

Telephone  Redemption.  No  interest 
penalty  for  withdrawing  cash 
whenever  you  wish.  Stable  price.  No 
sales  charge.  Free  exchange  into 
Scudder's  stock,  income,  and  tax-free 
funds.  Backed  by  Scudder,  Stevens  & 
Clark's  62  years  of  investment 
counsel  experience. 

The  prospectus  will  be  sent  to  you  by  Scudder  Fund 
Distributors,  Inc. 


SCUDDER  CASH 
INVESTMENT  TRUST 

175  Federal  Street,  Boston.  MA  021 10 

CALL  TOLL  FREE  or  W  RITE  for 

a  free  prospectus  which  contains 
more  complete  information  including 
management  fees  and  expenses. 
Read  it  carefully  before  you  invest  or 
send  money. 

1-800-453-9500 

Name  


Address. 
City  


State. 


Zip. 


[A  MONEY  MARKET JFUN D 


Statistical  Spotlight 


In  the  fast  world  of  'emerging  growth 
stocks,"  what  happened  in  1974  seems 
only  a  distant  memory.  And  yet. . . 


Whistling  by  the 
graveyard 


By  Paul  Bornstein 
and  Jon  Schriber 


Harry  Hutzler  faces  the  ques- 
tion: "We  look  silly  in  this  par- 
ticular period,"  he  says.  It's 
more  than  silly;  it's  downright  pain- 
ful. Hutzler  is  portfolio  manager  of 
Constellation  Growth  Fund,  which 
has  managed  to  lose  27.1%  of  its  net 
asset  value  per  share  in  the  last  3Vi 
months.  Hardly  any  mutual  funds  are 
doing  well  these  days.  But  the  hardest 


hit  were  the  highest  fliers — funds  like 
Hutzler's,  that  invest  in  "emerging 
growth  companies." 

Forbes  took  a  good  look  at  the  for- 
tunes— or  more  accurately,  the  mis- 
fortunes— of  its  rated  common  stock 
mutual  funds  over  the  last  3¥i  months 
and  came  up  with  20  funds  that  man- 
aged to  lose  more  than  20%  of  their 
net  asset  value. 

David  Baker  Ir.  is  president  of  the 
44  Wall  Street  Fund,  which  leads  the 
losers  list  with  a  whopping  32.2%  de- 


The  hardest  hit 


Forbes  surveyed  its  rated  common-stock  mutual  funds  (see  Aug.  31 
issue)  from  June  10  to  Sept.  22  and  found  almost  every  one  of  them 
declined.  But  these  20  are  the  ones  that  declined  most. 


Fund 

Type 

%  change 

Total 
assets 
(millions) 

The  44  Wall  Street  Fund 

N 

-32.2% 

$135.3 

Hamilton  Growth  Fund 

L 

-29.2 

26.6 

Naess  &  Thomas  Special  Fund 

N 

-29.0 

16.2 

Constellation  Growth  Fund 

N 

-27.1 

43.3 

Keystone  Custodian  S-4  Fund 

L 

-25.4 

511.1 

Able  Associates  Fund 

N 

-24.1 

7.4 

Hartwell  Leverage  Fund 

N 

-24.0 

22.3 

Founders  Special  Fund 

N 

-23.2 

32.8 

Pennsylvania  Mutual  Fund 

N 

-22.5 

37.2 

Security  Ultra  Fund 

L 

-22.3 

47.9 

Explorer  Fund 

N 

-22.1 

43.3 

Putnam  Voyager 

L 

-21.8 

92.0 

Omega  Fund 

N 

-21.6 

36.5 

Sherman,  Dean  Fund 

N 

-21.4 

8.0 

Sigma  Venture  Shares 

L 

-21.2 

23.8 

National  Aviation  &  Technology 

N 

-20.9 

102.6 

Neuwirth  Fund 

N 

-20.8 

15.5 

PRO  Fund 

N 

-20.8 

43.1 

Stein  Roe  &  Farnham  Stock  Fund 

N 

-20.8 

201.7 

IDS  Progressive 

L 

-20.8 

110.0 

L:  load  fund.  N:  no-load  fund 

fsbe 

r 

■ 


stov 


chne.  Baker  remains  true  to  the  fairJ 
"We  are  remaining  fully  invested 
the  stocks  we  have  been  with."  H 
ker's  fund  has  about  60%  of  its  asse 
in  technology,  hospital  managemei 
and  oil  stocks.  In  oil,  44  Wall  Street 
a  large  holder  of  American  Quasar  F| 
troleum,  a  stock  that  dropped  26% 
the  period  measured. 

Constellation's  Hutzler  says  h^ 
standing  fast,  too:  "We  would  rath] 
be  more  or  less  tally  invested  and  ta| 
our  lumps  when  they  come  and  th 
be  in  there  when  the  stock  mark 
turns  again."  Hutzler  has  kept  Co! 
stellation  in  the  ring,  keeping  a  heal 
hand  in  oil  services  stocks  and  hoi 
ing  virtually  no  cash. 

Over  at  National  Aviation  &  Tec 
nology,  Marc  Klee,  one  of  the  funcj 
managers,  says  he  was  expecting 
downturn.  He  had  put  a  relative 
large  20%  into  cash,  but  that  wasrj 
enough  to  save  him.  The  fund  inves 
mainly  in  airline,  aerospace  and  tec 
nology  stocks.  "I  think  the  aerospa 
industry  has  been  oversold,"  he  sai 
hopefully.  And  Klee  maintains  he  wj 
stick  with  his  portfolio. 

The  biggest  fund  on  the  losers  list 
Keystone  Custodian's  S-4  Fund,  wij 
assets  of  $511  million — fits  the  pa  r- 
tern:  lean  in  cash  (less  than  5%),  tat 
technology  stocks,  including  compu 
er  services,  electronics  products  an 
telecommunications,  and  full-stearj 
ahead  in  strategy.  "The  customj 
knows  the  fund  is  fully  investe 
knows  it  has  a  Beta  of  1.5  and  knov 
it  is  in  a  lot  of  the  high-growth  indu 
tries,"  says  its  portfolio  manage 
Donald  Keller. 

With  hindsight  it  now  seems  ohvj 
ous  that  nobody  would  have  wantti 
to  be  in  "growth"  at  the  beginning 
the  summer,  although  growth  func 
had  been  doing  well  last  spring.  Ever 
one  in  the  stock  market  did  have  i 
face  an  overall  decline  for  the  perk 
of  about  13%,  as  measured  by  tl  :;- 
Wilshire  5000  index.  But  the  invests 
unfortunate   enough   to,    say,  tal< 
$20,000  and  put  $1,000  in  each  of  tl  i 
funds  on  our  list  would  now  have  on 
$15,375  left  in  hand. 

Those  are  the  size  losses  that  mo 
people  will  take  in  stride;  it  clear 
isn't  yet  panic  time  in  the  wildi 
reaches  of  the  stock  market.  It  doesri  -  ■ 
take  a  terribly  long  memory  to  recai 
what  happened  to  the  onetime  higl 
flyers  in  1974:  They  didn't  just 
down,  they  dropped  out  of  sight 

But  these  money  managers  ai 
whistling  as  they  pass  this  particul; 
graveyard.  Maybe  cash  is  going  to  U 
the  hottest  investment  of  all  this  yea 
and  these  fellows  are  mostly  light  q 
that  holding.  ■ 
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PPG  TRANSFORMS  WEEDS  INTO  WORKERS. 


ow  fields  are  becom- 
owing  markets, 
t's  because  PPG 
lied  the  very  nature 
ferbicide,  trans- 
ig  the  marketplace 
:  process, 
he  Pacific  North- 
use  of  conventional 
Ides  required 
|>le  tillage  operations 
pntnbuted  to 
;osion  in  fallow 
r  wheat  fields, 
d  of  helping  stop  ife 
I  PPG  changed 
twithChemHoe® 
erbicide.  It  puts 
t  to  work  by  killing 
slowly,  allowing 
roots  to  stabilize 
|il,  and  helping 
luce  erosion 
pcally.  Now, 
|orecious  moisture 
In  the  ground 
1  the  off  season, 
King  yields 
Immating  extra 
Jin  the  bargain. 
lj  approach  all 
i  isiness 
Joy  looking 
Iportuni- 
lere  others 
ot,  and 
our  skills 
sources 
i those 
unities 
:com- 
lents. 
call  it 

?G  strategy, 
in  the  best 
of  four  industries: 
icals,  glass,  fiber 
and  coatings  and 

G  Industries,  Inc., 
Gateway  Center, 
urgh,  PA  15222. 
G:  a  Concern 
e  Future 


Why 

Williams 


B 

cm 


Is  Worth  Watching  in  the  '80: 


One  good  reason  is  because  we're  rich  in  resources, 
During  the  '70s  we  set  out  to  position  ourselves  as 
a  resource-rich  growth  company  of  the  '80s. 
We  have  been  successful  wifh  this  strategy  and  it's 
paying  off  for  us,  a  3  evidenced  by  record  1980  net 
income  of  $139  million,  double  that  of  the  previous 
year.  Although  we  don't  expect  to  be  able  to  report  A 
the  record  breaking  results  of  1980  this  year,  we  do  (|| 
expect  1981  will  still  be  one  of  our  better  years. 

Today,  we  are  strong  in  natural  resources,  with 
increasingly  valuable  reserves  of  phosphate  rock,  oil, 
natural  gas  and  coal.  These  resources  provide  us  consid- 
erable promise  for  continued  progress  in  the  '80s  and 
beyond.  So  extensive  are  these  reserves  that  each  of 


Williams' 29,700,000  outstandi 
mon  stock  equates  to  an  own 
14  tons  of  recoverable  phos- 
phate rock  reserves; 


shares  of  com- 
ership  of:  about 


oil  and  natural  gas  reserves  with  an  enerj 
|p  equivalent  of  nearly  a  barrel  of  oil;  a; 
some  75  tons  of  coal  reserves.  We  also  ha 
many  other  valuable  assets  which  we  consider  maj 
resources  for  the  '80s.  We  own  and  operate  four  ol 
the  nation's  largest,  most  cost  effective  chemical 
fertilizer  manufacturing 
complexes;  a  successful 
oil  and  gas  exploration 
and  production  com- 
pany; the  world's  largest  inde- 
pendently owned  petroleum 
products  pipeline  system;  and  . 
one  of  the  largest  networks 
of  metals  service  centers  in 
the  United  States.  Yes,  The 

Williams  Companies  is  indeed  a  resource- rich,  grow 
company  that  is  truly  "worth  watching  in  the  '80s."  B 
there  are  many  more  reasons  you  can  learn  about 
writing  L.R.  Francisco,  manager-investor  relations, T 
^  Williams  Companies,  One  Williams  Center,  Tulsa,  C 
74172.  Ask  for  a  copy  of  our  1980  Annual  Repo 
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We  are  rich  in  resources. 
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THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 

Agrlco  Chemical  Company  •  Williams  Exploration  Company 
Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company 


WILLIAMS 


Capital  Markets 


fs  the  Fed  relenting?  Or  is  the  demand for 
credit  slackening?  The  answer  is  the  key 
to  where  interest  rates  are  going. 

HALF  EMPTY? 
OR  HALF  FULL? 


By  Ben  Weber  man 


.et's  talk  about  the  yield  curve.  For 
>ver  a  year  it  has  looked  like  this: 


i — i — i — i — r— i — ' — i — i — i — i — i — r— i — r 

b  i  <i.  &  a  10  \z  m  ib  16  20  zi  i<\  2t,  ae  30 

YEARS  TO  MATURITY 

Recently  is  has  started  to  look 
like  this: 


n — i — r— i — i — i — ' — i — | — i — i — i — i  i — r 

C    2   *    b    8   10  \Z  II  lb  18  20  2.1  £4  2b  28  30 
VEARS  TO  MATURITY 

And  it  is  on  its  way  to  looking 
i like  this  again: 


~i — i — i — i — i — i — i — i — i — i — r~i — r~ i — r 

2   4   fo    8   10  £  H  lb  >8  10  11  iA  Ik  28  30 
YEARS  TO  MATURITY 

For  the  benefit  of  those  who  are 
confused  by  the  technical  jargon,  let 
me  explain. 

In  normal  times,  bond  yields  fol- 
low a  gentle  upslope,  with  short- 
term  maturities  paying  the  lowest 

Sen  Weberman  is  economics  editor  of 
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rates  and  long-term  maturities  the 
highest  rates.  If  short  rates  were, 
say,  2%,  long  rates  might  be  4%. 
(Long,  long  ago.)  You  can  see  why: 
the  longer  the  maturity  the  greater 
the  risk,  and  the  greater  premium 
for  risk.  That's  normal.  When  mon- 
ey gets  tight,  the  yield  curve  gets 
distended,  reversed  even,  and  short 
interest  rates  are  higher  than  long 
ones.  This  has  been  the  situation 
since  September  1980. 

But  since  the  middle  of  August 
the  curve  has  been  changing  shape 
again.  It's  not  back  to  normal  but  it 
is  flattening  out.  As  I  write,  three- 
month  Treasury  bills  pay  15%, 
while  30-year  Treasury  bonds  pay 
14.6%;  there  is  a  slight  bulge  in  the 
middle,  with  2-  to  4-year  Treasury 
securities  paying  somewhat  higher 
yields.  In  short,  yields  are  close  all 
along  the  range  of  maturities — in 
other  words,  the  yield  curve  is  flat. 
During  1981  there  were  spreads  of 
four  full  percentage  points  or  more 
at  times  between  very  short-  and 
very  long-term  debt  securities.  It 
paid  to  stay  short.  There  was  no 
good  reason  to  buy  long-term  bonds 
when  they  paid  less  interest  than 
short-term. 

Why  is  the  curve  changing  shape? 
Some  people  have  jumped  to  the 
conclusion  that  the  Fed,  panicked 
by  fear  of  a  recession,  is  pumping 
reserves  into  the  credit  svstem  and 
driving  down  short-term  rates.  That 
implies  the  Fed  is  abandoning  its 
anti-inflation  policy.  I  don't  buy  this 
interpretation.  While  the  Fed  has 
eased  ever  so  slightly,  the  major  im- 
petus toward  lower  rates  comes 
from  a  reduced  demand  for  money. 
The  economy  is  slowing  down  and 
with  it  the  demand  for  credit. 

Declining  short  rates  soon  will 
begin  to  pull  down  intermediate- 
and  long-term  rates.  It  is  time  to 
start  moving  cash  out  of  money 


MONEY  &  INVESTMENTS 

market  funds  and  Treasury  bills  into 
intermediate-term  paper. 

For  individuals  wanting  to  shift 
out  of  money  market  funds  to  lock 
in  higher  yields,  the  30-month  bank 
and  savings  association  deposits 
paying  17.85%  to  maturity  are  quite 
attractive. 

Here's  a  tip.  You  can  sometimes 
improve  the  return  on  older  low- 
interest  bank  certificates  you  own. 
Most  banks  will  lend  money  against 
the  certificates.  They  charge  1% 
over  the  face  rate.  When  you  get  the 
money,  reinvest  in  the  30-month 
saving  certificate.  Here's  how  it 
works:  You  own  an  old  certificate 
paying  1 1.5%  that  has  a  year  yet  to 
run.  You  will  have  to  pay  12.5%  to 
borrow  against  it  but  you  will  rein- 
vest the  borrowed  money  at  17% 
plus.  On  a  $10,000  certificate  you 
lose  $100  in  the  year  on  the  old  CD 
but  gain  $550  on  the  new  one.  You 
will  also  be  locking  in  the  high  yield 
for  an  additional  18  months. 

Though  there's  more  market  risk 
in  the  longer  maturity,  I  don't  see 
how  you  can  lose  by  buying  20-year 
or  30-year  Treasury  bonds  yielding 
almost  15%  to  maturity.  If  long 
Treasury  rates  fall  to  12%  or  less, 
the  13%%  Treasuries  of  2011  will 
rise  20  points  from  today's  levels. 

Close  to  the  top  of  any  list  of 
investments  for  individuals  right 
now  are  the  tax-exempt  bonds  of 
Washington  Public  Power  Supply 
System,  projects  1,  2  or  3.  These 
securities  pay  about  15%,  all  of 
which  is  free  from  federal  taxes,  al- 
though it  is  subject  to  many  states' 
income  taxes.  They  carry  a  federal 
guarantee  through  an  obligation  of 
the  federal  Bonneville  Power  Ad- 
ministration to  buy  power  whether 
needed  or  not  to  keep  debt  service 
solvent.  The  WPPSS  Aaa-rated  is- 
sues are  tops  in  quality  and  highest 
in  yield  for  most  taxpayers.  Other 
high-grade  tax-free  revenue  bonds 
pay  interest  ranging  from  13%  to 
15%  and  are  also  prime  candidates 
for  investment. 

It's  true  of  course  that  long-term 
interest  rates  are  not  going  to  drop 
as  fast  or  as  far  as  short  rates,  but 
when  there  is  a  near-term  prospect 
of  a  substantial  capital  gain  plus  a 
15%  income  return  from  Treasury 
bonds — the  safest  investment  there 
is — who  needs  commodities  or  op- 
tions? Indeed,  who  needs  Atlantic 
City  or  Las  Vegas?  ■ 
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Stock  Comment 


The  stock  market  is  no  bed  of  roses,  but 
stocks  have  treated  the  investor  far  more 
kindly  over  the  years  than  have  bonds. 

SO  WHAT'S  NEW? 


\1(  >\KY&  IN\  KSTMKNTS 


By  Heinz  H.  Biel 


In  case  you  overlooked  it,  I  repeat 
this  precious  nugget  that  appeared 
under  the  headline  "Twenty-five 
years  ago'VOcV.  1,  1956)  on  page  199 
of  the  Forbes'  Sept.  28  issue: 
"If  there  was  anything  dogging 
Wall  Street's  attention  last 
month,  it  was  'tight  money.' 
But  it  was  not  so  much  the  up- 
ward march  of  interest  rates — 
despite  their  depressive  effect 
on  bond  prices  and  the  disen- 
chanting aura  they  cast  around 
current  stock  yields — which 
gave  the  Canyon's  pros  pause. 
The  important  thing  was  the 
shrinking  money  supply  itself. 
On  every  hand,  new  competi- 
tors were  appearing  to  blot  up 
the  available  supply  of  cash,  and 
some  were  going  away  empty- 
handed.  .  .  .  One  big  factor: 
The  U.S.  Treasury  alone  will 
need  some  $3  billion  in  new 
money  before  the  end  of  the 
year.  ...  If  the  Treasury  has  to 
reach  as  high  as  3V4%  on  its 
tax-anticipation  securities  ma- 
turing in  March  and  June,  the 
impact  on  the  money  market 
could  well  be  large.  That  this  is 
quite  possible  was  evidenced 
last  month,  when  the  Treasury 
had  to  pay  nearly  3%  on  a  91- 
day  bill  flotation." 
Those  must  have  been  worrisome 
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days  indeed.  Imagine,  the  Treasury 
had  to  pay  nearly  3%  for  its  91 -day 
bills!  Yet,  despite  tight  money  and 
high  interest  rates,  New  York  Tele- 
phone was  able  to  finance  its  capital 
outlays  with  its  customary  40-year 
bond  at  a  3%%  coupon  rate.  That 
was  high  in  those  days. 

Do  you  know  what  happened  to 
this  triple-A  ultraconservative  in- 
vestment? Presently,  this  bond, 
now  maturing  in  only  14'/2  years, 
is  selling  at  around  36.  The  hap- 
less original  buyer  lost  64%  of  the 
principal,  and  the  principal  has 
lost  about  two-thirds  of  its  buying 
power.  For  25  years  the  buyer  re- 
ceived a  measly  33/s%  income, 
worth  less  and  less,  year  after 
year.  Now  you  know  why  I  hate 
long-term  bonds. 

Oh  sure,  the  stock  market  is  no 
bed  of  roses  either,  as  we  are  re- 
minded every  so  often,  but  stocks 
have  treated  the  investor  far  more 
kindly.  In  1956  the  Dow  Jones  in- 
dustrials averaged  about  493.  The 
appreciation  over  a  25-year  period 
has  been  disappointingly  small,  but 
many  stocks,  probably  the  majority, 
did  much  better  than  the  stodgy 
DTI.  Furthermore,  whereas  income 
on  bonds  is  fixed  by  the  coupon 
rate,  dividends  on  stocks  have  a  ten- 
dency to  increase,  as  they  have  done 
in  most  years  since  WW  II.  Divi- 
dends on  the  D1I  were  $23  in  1956. 
This  year  they  will  be  about  $56, 
almost  keeping  up  with  inflation. 

I  have  always  felt  apprehensive 
about  the  stock  market  in  the  peri- 
od after  Labor  Day.  It  certainly  was 
justified  this  year.  Thanks  to  that 
uninhibited  maverick  of  the  invest- 
ment advisory  profession,  the  stock 
market  plunge  was  worldwide.  It's  a 
bit  scary  because  of  the  risk  of  a 
panic.  We  came  uncomfortably 
close  to  it  a  couple  of  weeks  ago. 

People  who  had  bought  and  were 


holding  speculative  stocks  on  mar 
gin  have  been  badly  hurt,  of  course 
just  as  were  the  speculators  in  gold 
silver  and  houses  last  year.  Investor) 
in  good  stocks  can  afford  to  look  a 
such  selloffs  with  greater  equanim 
ity,  especially  if  they  have  somi 
portion  of  their  capital  stashec 
away  in  short-term  money  marke 
instruments. 

The  world  as  we  know  it  is  no 
likely  to  come  to  an  end  this  year  o 
next.  This  is  certainly  not  the  tim 
to  get  bearish.  Pessimism  is  conta 
gious,  but  don't  let  yourself  be  stam 
peded  into  selling.  On  the  contrary 
a  great  buying  opportunity  may  b 
in  the  making. 

However,  I  do  advise  that  short 
term  losses  be  taken  now.  If  the' 
are  not  needed  to  offset  profits  tak 
en  earlier  this  year,  carry  them  for 
ward.  They  may  come  in  handy  ii 
the  future,  allowing  you  to  taki 
short-term  capital  gains  and  thu 
giving  you  greater  freedom  of  ac 
tion.  Always  keep  in  mind  that  th 
tax  on  long-term  gains  is  only  20% 
whereas  short-term  profits  ar> 
taxed  as  income. 

Realizing  short-term  losse 
should  be  done  purely  as  a  tax  con 
sideration.  It  has  nothing  to  do  wit] 
"investment  strategy."  It  assume 
that  liquid  reserves  need  not  be  in 
creased  or  reduced  at  this  time.  Bu 
if,  for  instance,  you  got  badly  clob 
bered  in  Royal  Dutch,  why  not  swa] 
it  for  Mobil  or  Texaco-,  or Cotnbnstior 
Etigmeering  for  General  Signal ;  o 
AUAY  for  Burlington  Northern ;  o 
Genentech  for  Cray  Research .  There  i 
an  infinite  variety  of  such  swaps 
replacing  one  stock  with  anothe 
one  that  has  similar  characteristic 
and  a  comparable  recovery  poten 
tial.  The  loss  should  be  "worth 
while,"  of  course.  Otherwise  th 
commission  cost  may  cut  too  deep 
ly  into  the  tax  benefit. 

I  don't  know  where  the  botton 
will  be,  or  whether  we  have  seen  i 
already.  It  may  come  with  a  climac 
tic  bang  or  with  a  whimper.  It  usual 
ly  comes  at  a  time  when  everybod 
oozes  pessimism  and  the  last  thin 
you  want  to  do  is  buy  commoi 
stocks.  Sometimes  a  bottom  perio 
is  characterized  by  the  market's  im 
munity  to  bad  news,  when  disap 
pointing  earnings,  dividend  cuts  o 
even  bankruptcies  no  longer  have 
depressing  effect.  This  we  have  no 
seen  yet.  ■ 
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Part  One 


Loans  to  East  Europe,  Third  World 
Raise  Question  About  Consequences 


pAR 


By  Carl  Gcwirt/ 

IT)  —  Question  Are  the  sirjtcgic 
of   the  industrialized  nations 
hankers'  decision*  to 
Europe  and  the  "Third 
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bills  ranges  between  $10  billion  and  $15  billion  every  day,  ap- 
proximately double  the  volume  of  trading  in  the  actual  bills 
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Euromarket  spreads  over  the  last  four- to- five 
years,  many  banks  have  tried  to  improve  their 
profitability  on  Euromarket  loans  through  cal- 
culated "mismatching  " 

For  example,  if  one-month  dollars  are 
cheaper  than  three-month  dollars,  the  bank 
might  find  a  three-month  Ltbor  loan  rollover 
with  a  one-month  deposit,  on  the  assumption 
(and  taking  the  nsk) 


based '  on°lJ,^d| 
lage  backed  ccrtil 
Mae  "  futures  con 


the  United  States  was 
guaranteed  mor 
the  so-called  "Gtnnie 


Indeed  bank. 
>  foster  industnal 
growth  in  then  own  countries  through  financ 
mg  exports  of  domestic  goods  and  products 

Bankers  also  reply  that  all  money  is  fungible 
—  meaning  a  dollar  is  a  dollar  is  a  dollar  — 
making  it  impossible  to  trace  what  actual  use 
borrowed  funds  are  put  to 

Problems  and  controversy  are  not  new  to 
Eurobankers  Since  us  inception  the  Euromar- 
ket has  been  a  thom  in  trie  side  of  Western 
monetary  officials  Central  to  the  medley  of 
complaints  is  the  unbndled  growth  of  the  mar- 
ket, now  totaling  an  estimated  SI  3  trillion, 
and  the  total  absence  of  any  direct  official  con- 

Worhes  Over  Repayment 

In  addition  to  the  general  apprehension  that 
the  market's  annual  growth  rate  of  20-IO-30 
percent  a  year  over  the  last  decade  itself  is  con- 
>  worldwide  inflation,  officials  now 
about  the  nsks  bankers  aie  taking 
bv  accepting  enormous  short-term  deposits 
from  a  small  group  of  counties  and  turning 
these  into  medium-  to  long-term  loans  to  coun- 
tries already  deeply  in  debt  and  in  continuous 
need  of  new  casn  to  finance  their  baI?nce-ot- 
payments  deficits 

Their  overriding  worry  is  the  ability  of  the 
banks'  creditors  to  repay  their  debts  The  ma- 
cial  banks  in  the  developed  coun- 
:  Euromarket.. 


whether  thai  use  fits  inIC 

the  major  industrialized  countries 

Should  Eurobanks  finance  for  example 
tempts  to  ng  international  prices'1  Brazil 
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ind 


heavily  indebted  to  the  Euromarket  together 
with  Colombia,  also  a  heavy  borrower  have 
been  afforded  the  luxury  of  withholding  coffee 
beans  from  commodity  markets  in  an  effort  to 
dnvc  up  prices. 

From  all  appearances  the  attempt  to  urtel- 
ita  ihe  coffee  market  failed  Nonetheless  it  is 
clear  that  their  ability  to  borrow  abroad  freed 
them  from  the  financial  pressure  of  having  la 
sell  their  beans  whether  or  not  market  condi- 
tions suited  them 

Another  example  Is  u  in  the  long-term  eto- 
'  the  OECD  . 
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i  by  paying  for  equipment  —  ranging  up 
Hire  factories  and  including  hardware  as 
as  software  —  lo  build  the  infrastructure 

is  clear  that  a  lot  of  the  borrowed  funds 
put  to  good  use  financing  development 
is  shown  by  the  fact  that  productive  tn- 
nents  between  1970  and  1980  in  all  devel- 
ounines  grew  6  3  percent,  outpacing 
inetr  _i  6  percent  growth  of  gross  national 
product  This  is  true  as  well  for  the  NOPECs 
alone,  where  investments  grew  5  7  percent, 
topping  their  5  2- percent  GNP  growth  du 
the  decade 


oping  i 


oping  countries'"  Companies  in  developed 
countnes  lose  exports  of  finished  sieel  goods 
to  those  markets  thev  discover  new  competi- 
tion in  thi'd  markets  and  worse  yet.  competi- 
tion in  their  home  market  All  of  this  is  offset 
by  the  one-time  financial  gain  of  having  '.old 
ihe  technology  and  the  equipment  to  construct 
the  plants 

A  Further  (  omohcaoon 

The  same  kind  of  question  can  be  put  ahoui 
the  sale  of  all  kinds  of  equipment  to  Eastern 
Europe  In  this  case,  a  further  complication  is 
the  strategic  military  implication  thai  funds 
borrowed  in  the  West  free  domestic  funds  that 
might  have  been  invested  in  such  plants  to  be 
diverted  into  military  spending  The  fact  is 
thai  Eastern  Europe  can  maintain  a  "guns  and 
butter"  policy  thanks  to  Western  bank  loans, 
while  Western  nations  are  hindered  by  the  fi- 
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|  the  equity  boom  was  to  buy 
hnds  with  warrants  attached 
i  s  that  are  inexplicable,  ortuai 
|  dunnc  1980  Bond  investors 
I  hree  basic  alternatives  Thev 
oned  Eurobond  convertibles, 
|  Eurobond  convertible  issues 
i  this  year  or  domestic  convert 
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1  this  total  should  be  added  the  many  con- 
vertibles, mainly  for  Japanese  borrowers,  that 
have  been  issued  in  the  Deutsche  mark  and 
Swiss  franc  markets 

Not  only  could  investors  buy  bonds  ex- 
changeable  into  shares  listed  on  the  stock  ex- 
changes in  the  Ur.ned  States.  Japan,  The 
Netherlands.  Switzerland,  Britain.  Hong 
Kong  Denmark.  Sweden  and  France,  they 
could  also  choose  from  some  of  the  world  s 
largest  industrial  corporations  and  household 

Previous  Borrowers 

Previous  borrowers  in  the  Euromarkets  in 
elude  names  such  as  Eastman  Kodak,  Xerox 
Beatrice  Foods.  Texaco.  Imperial  Chemical  In- 
dustries Phillips  Lamps,  Hitachi.  Michelin 
and  Union  Bank  of  Switzerland 

Despite  this  array  of  pre-eminent  issuers 
from  which  to  choose,  we  doubt  that  the  estab- 
lished names  attracted  the  major  proportion  of 
new  capital  flows  into  the  convertible  market 
Instead  attention  was  focused  squarely  on  the 
new  issues  that  have  been  a  permanent  feature 
of  ihe  primary  market  this  year 

An  outside  observer  would  find  difficulty  m 


were  not  very  large 
ihe  end  of  October  the  average  individual 
size  of  all  Eurodollar  convertibles  launched  in 
1980  was  only  $37  million  As  long  ago  as 
1968.  Phillips  Lamps  had  raised  $100  million 
in  a  single  convertible  offering  The  new  issues 
were  also  not  very  well  known 

Far  from  the  blue-chip  names  thai  dominat 
ed  the  convertible  market  in  the  1968-79  pen 
od  only  a  small  proportion  of  the  loans  intro- 
duced in  1980  would  automatically  be  regard- 
ed as  triple  A  credits 

To  confirm  this  view  we  asked  three  major 
Eurobond  institutions  in  Umdon  which  re- 
plied that  only  the  Swiss  Bank  Corp  issue 
would  fall  into  the  highest  credit  classification 
Eurobond  1  omerrtbie> 
The  about  turn  in  ihe  direction  of  the  Euro 
bond  convertible  sector  has  been  a  function  of 
slock  exchanges  themselves  Blue-chips  are  no 
longer  very  popular  Investors  have  been  quick 
to  grasp  that  fortunes  are  not  guaranteed  by 
holding  a  representative  portfolio  containing 
components  of  Ihe  "nifty  fifty''  and  Imperial 
Chemical  Industries  Ltd 

When  the  world's  stock  exchanges  began 
their  move  in  1980  it  was  immediately  evident 
that  second-line  companies  were  recording  the 
largest    gains     This    trend    has  conhnued 


throughout  the  year  While  ihe  Dow  Jones  30- 
Share  Industnal  Index  is  still  languishing  it  is 
no  accident  that  the  hroadcr-based  indices 
have  been  recording  new  highs 

For  investors,  small  has  suddenly  become 
fashionable  All  that  was  necessary  was  to 
identify  one  of  the  equity  sectors  currently  in 
vogue  and  select  an  expanding  company  out 
side  the  markci  leaders  It  was  a  winning  (or 
mula  If  you  wanted  lo  play  in  North  Sea  oil. 
you  bought  Lasmo  or  Ranger  ')il  rather  than 
British  Petroleum 

If  you  liked  the  oil -drilling  service  stocks, 
you  would  have  made  more  money  in  Digicon 
and  Santo  Fe  International  than  super  blue- 
chip  Schlumbergcr  or  Halliburton  When  syn 
fuel  stocks  were  among  the  volume  leaders  n 
would  have  been  mote  profitable  to  buy  Dy- 
nalectron  than  Combustion  Engineering  or 

The  symptoms  of  heavy  pending  speculation 
were  visible  early  in  the  year  They  have  now 
reached  a  poini  where  some  commentators  are 
suggesting  caution  We  would  certainly  recom- 
mend that  investors  become  increasingly  selec- 
tive The  speculative  fever  that  has  gripped 
share  investors  has  permeated  the  Eurobond 

New  convertible  issues  are  heme  brought  lo 
the  market  ai  the  rale  of  iwo  or  ihree  a  week 
We  believe  that  it  is  no  exaggeration  to  say 


thai  even  the  most  experienced  stock  brokers 
recognize  only  a  few  of  the  borrowing  compa- 
nies The  majority  would  also  not  pretend  to 
he  able  to  offer  more  than  ihe  most  superficial 
analysis  of  the  borrowers 

If  we  take  the  present  situation  in  the  Euro- 
bond convertible  markci  to  us  logical  cone  I  u- 


ofurn  r 


the  i 


isue  Pros- 
:veral  days 


However,  the  market  itself  must  lake  some 
Of  ihe  blame  In  its  total  pursuit  of  detegula 
Hon  the  Eurobond  market  mighi  have  Keen 
hoist  with  its  own  petard  One  of  the  major 
attractions  ol  the  Eurobond  market  to  DTO- 
spectivc  borrowers  is  the  speed  with  which  is 
sues  can  be  completed 

Offering  Telex 

The  period  from  the  distribution  of  the  of 
fenng  telex  to  the  final  pricing  lakes  only  six 
to-  nine  working  days  US  companies,  sensing 
the  apparently  unlimited  international  demand 
for  their  issues  have  swarmed  to  the  new  capi- 
tal market 

If  underwriters  and  prospective  buyers  were 
allowed  the  full  six  or  nine-day  tubtenptton 
penod  to  analyre  a  new  convertible  issue  we 
would  have  no  argument  with  the  preseni  sW 
tern  However  tnu  is  not  the  case  There  aie 
major  flaws  in  the  actual  method  of  distnbui 


tived  foi 

by  ihe  underwriters 

Offering  telexes  provide  little  more  than  the 
barest  bones  of  the  borrower's  background  Ei 
nancial  ratios  are  often  omitted  Interest 
coupons  and  conversion  premiums  appear  to 
be  based  on  the  level  of  ihe  previous  borrower, 
rathei  than  making  any  real  attempt  lo  dif- 
ferentiate between  the  fundamental  quality  of 
companies  The  revival  of  presentation  lunches 
is  only  partially  constructive 

Invitation  lo  launch 
Too  often  underwriters  receive  an  offenng 
lelex  and  an  invitation  to  lunch  on  the  same 
day  The  result  is  an  inevitable  lack  of  prepara- 
tion as  evidenced  by  the  recent  poor  quality  of 
interchange  during  the  question  period 

Some  of  the  recent  convertible  issues  have 
been  made  by  companies  so  rare  and  special 
ized  that  the  syndicate  managet  or  bona  sales 
man  does  not  have  the  usual  recourse  to  his 
domestic  research  departments  Invariably,  he 
will  be  told  that  ihe  market  capitalization  is 
too  small  to  justify  full  research  coverage  for 

Without  more  than  a  Standard  A  Poor  j  tear 
sheet  in  his  hand  ihe  syndicate  manager  has 
liUk  option  but  to  turn  to  the  oracle  of  last 
(Continued  on  Page  2S) 
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100  CONSECUTIVE 
YEARS  OF  DIVIDENDS* 

The  Board  of  Directors  of  the  Diamond  Interna- 
tional Corporation  on  Sept  24,  1981.  declared  a 
quarterly  dividend  of  55c  per  share  on  the  Com- 
mon Stock  and  30c  per  share  on  the  Series  A 
Preferred  Stock,  both  payable  Nov  2.  1981.  to 
shareholders  of  record  Oct  9.  1981 


'Common  Stock 


GEORGE  PASCALE 
Vice  President-Secretary 
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Paper  •  Consumer  Products  •  Building  Materials 
&  Home  Supplies  •  Machinery  Systems 
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Stock  Trends 


Recommending  stocks  after  the  DJI  drop 
a  couple  of  hundred  points  becomes  ies 
a  matter  of  "what"  than  "when. " 

WE  ASKED  FOR  IT, 
WE  GOT  IT 


By  Ann  C.  Brown 


About  this  time  a  year  ago,  a  whop- 
ping maiority  of  voters  cast  out  the 
devils  they  knew  in  favor  of  a  new 
crew  who  promised  to:  1)  reduce 
inflation;  2)  lower  government 
spending;  3)  cut  taxes;  4)  remove 
onerous  regulations;  5)  strengthen 
the  military;  6)  balance  the  budget. 

So  far,  reasonable  progress  has 
been  made  on  items  1  through  5, 
with  only  number  6  (whose  out- 
come won't  be  known  until  1984) 
up  for  grabs. 

[udging  by  the  action  of  the  secur- 
ities markets  over  the  last  couple  of 
months  you  would  think  that  the 
Reagan  Administration  had  be- 
trayed their  "mandate  for  change" 
instead  of  doing  exactly  what  it  set 
out  to  do.  The  President  warned  ear- 
ly on  that  the  transition  would  be 
painful  and  slow,  and  the  very  folk 
who  shouted,  "yes,  yes,"  are  whis- 
pering longingly  for  the  days  of  Jim- 
my Carter. 

What  happened  is  that  a  lot  of 
people  learned  to  live  with  and  prof- 
it from  accelerating  inflation.  Their 
houses  and  condominiums  soared 
in  price.  So  did  their  gold,  dia- 
monds, art  and  other  "hedge"  col- 
lectibles. They  borrowed  heavily 
yesterday  against  the  prospects  of  a 
rapidly  worsening  tomorrow.  But 
what  the  inflation  generation  failed 

Ann  C  Brown  is  executive  rice  president  of 
the  New  York  investment  Jinn  of  Melbado, 
l  imn  &  Associates. 


to  reckon  with  was  a  better  torn 
row,  or  at  least  a  markedly  differs 
one,  where  forgotten  things  li 
savings  might  be  rewarded. 

As  a  result  of  the  new  order,  r^ 
estate  is  selling  for  less  than 
was — if,  indeed,  it  is  selling  at 
Krugerrands  have  been  halved,  c 
monds  are  down,  and  paintini 
pieces  of  sculpture  and  oriental  m 
aren't  moving  at  auction  at  an 
where  near  their  appraised  val| 
Meanwhile,  finance  charges 
these  speculations  remain  higH 
dealing  dabblers  the  double  blow 
loss  of  interest  on  sterile  commo 
ities  in  addition  to  declining  marl) 
values.  As  a  result,  many  of  th(j 
who  felt  affluent  a  year  ago  feel  cc 
siderably  less  so  today,  and  h* 
been  selling  stocks  out  of  necess: 
(margin  calls),  a  need  for  cash  fl< 
or  purely  for  peace  of  mind. 

A  number  of  other  individual 
vestors  joined  the  selling  spree 
protect  what  profits  they  had 
maining  and  others  sold  merely 
balance  off  1981  realized  capil 
gains  and  losses.  Institutional  inv 
tors,  having  been  royally  roasted! 
the  bond  market  and  badly  singed 
stocks   temporarily  stepped  ba 
from  the  fire  to  take  less  heat  fro 
those  whose  money  they  manage 

Providing  Congress  and  the  F« 
eral  Reserve  don't  panic,  the  Reag 
program  has  a  chance  of  succeedil 
The  All  Savers  certificates,, 
creased  tax-exempt  IRA  contril 
tions  and  lower  taxes  on  capi 
gains,  dividends  and  interest  j 
bound  to  steer  funds  into  product! 
forms  of  investment.  Interest  ra 
appear  to  be  slipping  and  gradua 
should  coax  several  billions  out 
the  bloated  money  market  fun 
into  longer-term  investments,  li 
bonds  and  stocks.  Faster  depre 
ation  changes  effective  in  19 
should  stimulate  business  spendi 
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id  improve  the  quality  of  corpo- 
te  earnings,  which  for  years  have 
:en  artificially  inflated  by  inven- 
ry  profits  and  unrealistic  provi- 
>ns  for  replacement  of  plant  and 
uipment. 

While  the  earnings  of  any  number 
companies  may  be  reduced  next 
ar  because  of  a  combination  of 
3wer  growth,  higher  interest  rates 
id  increased  depreciation  ex- 
•nses,  the  earnings  companies  re- 
irt  will  be  more  in  tune  with  the 
al  world  and,  as  a  result,  the  multi- 
es  accorded  such  earnings  could  be 
mificantly  higher.  A  declining  in- 
ition  rate  will  also  help  improve 
ock  multiples  and,  due  to  the  good 
rvest,  relatively  stable  energy 
sts  and  rising  unemployment 
hich  should  help  restrain  exces- 
/e  1982  labor  demands),  inflation 
ould  be  edging  downward. 
Recommending  stocks  after  the 
fl  has  dropped  a  couple  of  hundred 
lints  becomes  less  a  matter  of 
vhat"  than  "when."  After  massa- 
es,  the  so-called  "big  name"  stocks 
em  to  have  a  better  initial  recovery 
pord  than  do  those  less  well-known 
i:uations.  While  big  may  not  be 
|  tter  in  the  long  run,  over  the  short- 
irm  the  shattered-nerve  set  seems 
\  find  solace  in  size. 
u.  continue  to  like  Schlumberger 
E),  Halliburton  (49),  NL  Industries 
p),  Hughes  Tool  (33),  Western  Co.  of 
irth  America  (23),  Union  Oil  of  Cali- 
mia  (31)  and  the  three  big  Stan- 
\rd  Oils — California  (39),  Indiana 
A)  and  Ohio  (39). 

■Communications  companies  still 
pk  good  and  I  would  choose  Time 
t.  (34),  Warner  Communications 
p),  Capital  Cities  Communications 
p),  Cox  Broadcasting  (62),  Times 
wror  (46)  andGannett  (36). 
Health  care  stocks  could  get  well 
(  a  hurry,  namely  Abbott  Laborato- 
k  (25),  Baxter  Travenol  (51),  Merck 
p),  SmithKline  (69)  and  Syntex  (53). 
•chnology,  too,  has  a  bright  future, 
id  here  I  would  include  IBM  (55), 
wneywell  (82)  and  Motorola  (65)  as 
ime  prospects  among  the  larger 
impanies. 

iFinally,  other  names  worth 
itching  are  Freeport-McMoran  (24), 
wbro  (26),  Tandy  (30),  Purolator 
k. — soon  to  split  3-2),  Federal  Ex- 
vss  (53),  Union  Pacific  (47),  Dresser 
mustries  (36),  Dow  Jones  (42),  Dun 
|  Bradstreet  (56)  and  Santa  Fe 
\ernational  (23).  ■ 


Special  Introductory  Trial  Offer 

Value  Line  for  the  next 
10  weeks  for  only  $33 


Reasons  for  this  offer: 

Here's  an  opportunity  to  receive  the 
complete  Value  Line  Service  for  the 
next  10  weeks  at  about  half  the  regular 
rate.  This  offer  is  limited  to  one  in- 
dividual in  a  household  that  has  not  al- 
ready had  a  subscription  to  The  Value 
Line  Investment  Survey  during  the  past 
two  years.  Why  do  we  offer  this  price 
reduction  to  new  trial  subscribers  only? 
Because  we  have  found  that  a  high 
percentage  of  those  who  once  try 
Value  Line  for  a  number  of  weeks  stay 
with  it  on  a  long-term  basis.  The  result- 
ing increase  in  circulation  enables  us  to 
provide  the  service  to  our  long-term 
subscribers  for  a  lower  annual  rate 
than  would  otherwise  be  possible. 

Complete  Coverage: 

The  Value  Line  Investment  Survey  con- 
tinually reviews  more  than  1700  stocks. 
Key  data  and  ratings  of  each  stock  are 
updated  every  week  in  our  Summary  & 
Index.  In  addition,  each  stock  is  the 
subject  of  a  new  full-page  report  every 
13  weeks,  in  regular  rotation.  About 
130  new  full-page  reports  are  issued 
each  week.  Filing  takes  less  than  a 
minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can 
quickly  turn  to  a  continually  updated 
report  on  almost  any  leading  stock. 
You  also  receive  our  weekly  "Selection 
&  Opinion"  section  bringing  you  Value 
Line's  forecast  of  the  economy  and  the 
stock  market,  advice  on  investment 
policy,  in-depth  analyses  of  especially 
recommended  stocks,  Value  Line 
market  averages,  and  other  features. 

Special  Invitation 

You  can  receive  the  complete  Value 
Line  Investment  Survey  for  the  next  10 
weeks  for  only  $33— about  HALF  the 
regular  rate — if  no  one  in  your 


Evaluating 
Common 
Stocks 


household  has  subscribed  in  the  past 
two  years.  And  you  get  these  2 
bonuses: 

Bonus  #1 

Value  Line's  2000- 
page  Investors  Ref- 
erence Service,  in- 
cluding our  latest 
full-page  Reports 
on  each  of  1700 
stocks  .  .  .  fully  in- 
dexed and  looseleaf-bound  for  easy 
reference,  and  systematically  updated 
by  new  full-page  Reports  in  the  weeks 
ahead.  Filing  takes  but  a  minute  a 
week. 

Bonus  #2 

Evaluating  Common 
Stocks,  by  Arnold 
Bernhard,  Value 
Line's  founder  and 
research  chief,  re- 
vealing methods  of 
stock  evaluation 
that  took  decades  to  develop.  You 
KEEP  this  book  even  if  you  return  the 
other  material  for  your  money  back. 

Money  Back  Guarantee 

If  you  find  that  The  Value  Line  Service 
is  not  all  that  you  expect  it  to  be,  you 
may  return  the  material  we  send  you 
within  30  days  for  a  full  refund  of  your 
$33. 

See  for  yourself  how  Value  Line's  in- 
dependent investment  advisory  service 
might  help  you  maximize  your  invest- 
ment profit  possibilities  and  reduce 
your  investment  risk. 

CALL  TOLL-FREE: 
If  you  have  Master  Card, 
American  Express  or  Visa, 
phone  1-800-331-1750 
(operator  13)  24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey  Dept.  9I6F26 

Arnold  Bernhard  &  Co.,  Inc.  711  Third  Ave.,  N.Y.,  N.Y.  10017 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription 
for  $33  to  The  Value  Line  Survey 
(limited  once  to  any  household  every 
two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  sub- 
scription for  $330  and  send  me  the  two 
bonuses  listed  above.  There  are  no 
restrictions  with  this  annual  subscrip- 
tion. 

SPECIAL  EXTRA  BONUS 

A  pocket-size  CRED- 
IT CARD  LCD  CAL- 
CULATOR given  to  J  ~~~  m-, 
you  when  you  order 

The  Value  Line  In-  '  

vestment  Survey  for  one  year. 


□  My  payment  is  enclosed.  □  Please 
charge  to:  □  American  Exp.  □  Master 

Card  □  Visa  Expiration  Date  

Account  #  

This  subscription  is  tax-deductible  and 

non-assignable. 

(N.Y.  residents  add  sales  tax.) 


Signature 
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Zip 
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AEGIS  CORPORATION  A 

CORAL  GABLES,  FLA.,  Aug  19— Following  is  the  text  of 
the  six-month  report  to  shareholders,  signed  by  Castle  W. 
Jordan,  President,  and  Peter  Bentley,  Chairman: 

Aegis  Corporation  is  pleased  to  report  strong  revenue 
and  net  earnings  increases  for  the  six  months  ended  June 
30,  1981. 

Revenues  were  up  23%  to  $81,763,000  and  net  income 
was  $1,683,000,  or  $.15  per  share,  an  increase  of  204% 
compared  with  the  first  six  months  of  1980.  For  the  second 
quarter,  revenues  of  $44,080,000  were  up  36%,  while  net 
income  of  $798,000,  or  $.07  per  share,  increased  269% 
over  the  second  quarter  of  last  year. 

A  number  of  our  diversified  operating  subsidiaries, 
reported  record  or  near-record  results  in  both  earnings  and 
sales  for  the  first  six  months.  Sales  of  Long  Mile  Rubber 
Company,  which  include  tread  and  custom-mix  rubber,  were 
up  13%;  while  Wellcraft  Marine  Corp.  actually  increased  its 
sales  of  fiberglass  boats  by  56%  as  it  came  back  resound- 
ingly from  a  depressed  1980  market.  Savannah  Shipyard 
Company,  the  ship  repair  and  conversion  operation,  also  had 
outstanding  results  due  to  a  steady  level  of  marine  work  in 
the  first  half.  Earnings  of  each  of  these  divisions  were  at 
new  highs.  DICOA,  the  ductile  iron  foundry,  had  an  increase 
of  22%  in  sales  and  was  able  to  convert  last  year's  first  half 
loss  to  a  small  profit  in  spite  of  the  fact  that  the  foundry 
industry  generally  continues  quite  depressed. 

In  the  oil  fields  services  division  Cherco  Compressors, 
Inc.,  attained  a  revenue  increase  of  47%,  with  record 
income  from  fabrication  of  compressors  used  in  the  natural 
gas  industry  and  for  off-shore  seismic  exploration  for  new 
sources  of  oil  and  gas.  Vowell  Transport  and  Services 
Company  also  reported  record  results  from  its  support 
services  to  the  drilling  industry  in  East  Texas.  The  outlook 
for  each  of  these  companies  for  the  second  half  of  1981  is 
good. 

In  the  second  quarter  Aegis'  earnings  were  adversely 
affected  by  continued  losses  from  the  Company's  oil  recla- 
mation business.  De-regulation  of  domestic  petroleum  pric- 
ing, while  desirable  as  a  national  economic  policy,  has  hurt 
small  reclaimers  and  refiners.  Aegis  has  decided  to  sell  the 
assets  of  this  business  and  a  special  charge  to  net  income 
was  included  in  the  second  quarter  of  $671,000,  or  $.06 
per  share,  representing  estimated  losses  on  disposition.  No 
further  losses  are  anticipated  from  this  source. 

Several  expansion  programs  are  underway  in  order  to 
accommodate  our  rapid  growth.  Wellcraft  expects  to  double 
the  manufacturing  capacity  of  its  cruiser  production  plant 
in  Bradenton,  Florida  this  winter  and  Cherco  will  have 
completed  a  doubling  of  its  compressor  fabricating  facili- 
ties in  Longview,  Texas,  within  the  next  several  months. 
Cherco  also  has  increased  substantially  its  inventory  of 
compressors  which  are  leased  to  the  oil  and  gas  industry. 
Long  Mile  will  start  up  a  new  rubber  mixing  installation  in 
Dallas,  Texas,  in  September. 

In  the  area  of  stockholder  relations,  management  plans 
to  make  presentations  to  a  number  of  stockbroker  and 
analyst  groups  this  fall  to  inform  them  of  the  optimistic 
developments  at  Aegis.  We  wish  to  thank  the  many  stock- 
holders of  Aegis  who  responded  to  our  June  1.  1981  letter. 
Your  support  is  greatly  appreciated  and  we  encourage  you 
to  continue  to  let  us  have  your  comments  and  suggestions. 
We  believe  that  the  outlook  for  earnings  improvement  and 
thus,  for  our  shareholders,  is  excellent. 

(Contact:  Castle  W.  Jordan  of  Aegis  at  Suite  705,  250 
Catalonia  Ave.,  Coral  Gables,  Fla.  33134  or  phone  (305) 
445-9686.)        .      ..  ,  ,  

AMORE  RESOURCES  INC.  V-0 
DONEGAL  RESOURCES  INC.  V-0 

VANCOUVER,  B.C.,  Canada,  Sept.  14,  1981— Amore  Re- 
sources Inc.  (NASDAQ  Symbol— AM0RF).  Donegal  Resources 
Inc.  (NASDAQ  Symbol:  DONEF),  and  Datumone  Petroleum 
Ltc.  (VSF.  Symbol:  DAT),  through  their  operator,  American 
Crude  Inc.  of  Houston,  Texas,  have  announced  the  following 


progress  report  on  their  Pierce  Junction  Prospect  located 
two  miles  southwest  of  the  Astrodome  in  Houston: 

1.  American  Crude  Inc.  has  leased  approximately  1,200 
additional  acres  in  the  Pierce  Junction  Field.  Including  the 
original  farmout  of  212  acres,  the  leasehold  position  is  now 
approximately  1,412  acres,  which  covers  substantially  the 
areal  extent  of  the  geological  feature.  The  additional  acre- 
age extends  west  and  southwest  from  the  area  of  current 
drilling  activity  in  a  location  that  is  known  to  be  potentially 
productive  from  the  Eocene  horizons,  with  some  possibility 
of  developing  production  from  as  yet  unexplored  deeper 
zones. 

2.  The  Julia  Frost  No.  2  has  reached  a  total  depth  of  7,032 
ft.  Log  and  core  analysis  indicate  potential  production  from 
the  Oligocene  horizon,  3,985-4,000  ft.,  with  porosities  as 
high  as  32%,  and  from  the  Eocene  horizon,  5,385-5,400  ft., 
with  porosities  up  to  3 1%.  A  completion  rig  is  scheduled  to 
be  placed  on  the  prospect  in  October  1981. 

3  The  Gladys  Dissen  #1  is  currently  drilling  ahead  at 
3,750  ft.  toward  an  estimated  total  depth  of  7,000  ft. 

4.  The  L.J.  Settegast  #  1  is  currently  producing  100  bbls. 
of  oil  per  day.  The  M.  Settegast  #2  is  currently  producing 
90  bbls.  of  oil  per  day.  The  M.  Settegast  #3  is  currently 
producing  125  bbls.  of  oil  per  day.  A  recent  independent 
engineering  evaluation  on  results  of  drilling  gives  the 
project  to  date  proven  drilled  and  proven  undrilled  reserves 
of  11.76  million  barrels  of  oil.  It  is  anticipated  that  further 
drilling  will  add  to  these  reserves. 

AMORE  owns  a  14.8%  working  interest  reducing  to  an 
8.9%  net  revenue  interest  in  this  prospect.  Donegal  also 
has  a  similar  14.8%  working  interest  but  reducing  to  an 
8.4%  net  revenue  interest,  while  Datumone  owns  an 
11.1%  working  interest  reducing  to  a  6.66%  net  revenue 
interest  in  the  Pierce  Junction  Prospect. 

(Contact:  R.  Gorden  Smith,  Chief  Consultant,  Amore 
Resources  inc.,  2000-609  Granville  St.,  Vancouver.  B.C. 
Canada  V7Y  1A1.  Phone:  (604  )  687-78  67.) 


NOR-QUEST  RESOURCES  LTD.  V-0 
RAYMAC  OIL  CORPORATION  V 

NANAIM0,  B.C.,  Canada.  Aug.  24,  1981— Nor-Quest 
Resources  Ltd.  and  Raymac  Oil  Corporation  announce  that 
on  August  20th,  1981  the  "Nor-Quest  and  Raymac  Group" 
entered  into  a  Sales  and  Exploration  Agreement  with 
Monsanto  Company,  Templeton  Energy.  Inc.,  Bartex  Explora- 
tion, Inc.,  SFP  Wellons,  1981  Drilling  Program-I,  Ltd.  and 
CNG  Producing  Company  under  which  the  Nor-Quest  Ray- 
mac Group  has  sold  a  75%  interest  in  the  Pedernal  Project 
comprising  approximately  17,600  acres  of  oil  and  gas 
leases  in  Starr  County,  Texas  for  a  sum  in  excess  of  $4  5 
million  (U.S.).  The  sale  is  the  first  stage  under  the  Agree- 
ment which  provides  for  further  leases  comprising  approxi- 
mately 3,000  additional  acres  to  be  sold  for  further  consid- 
eration and  to  be  delivered  at  a  later  date. 

In  addition,  under  the  Agreement,  the  parties  have 
committed  to  drill  four  test  wells  commencing  not  later 
than  February  1st.  1982.  Three  wells  will  be  dniled  to  test 
the  Queen  City  Horizon  at  approximately  6.500  feet  and  the 
fourth  well  will  be  drilled  to  test  the  Deep  Wilcox  at 
approximately  17,000  feet. 

Over  and  above  the  retained  25%  working  interest,  the 
Nor-Quest  Raymac  Group  will  back  in  for  a  further  22V2% 
of  Monsanto,  et  al's  interest  after  pay-out. 

The  Nor-Quest  Raymac  Group  consists  of  Nor-Quest  as  to 
a  25%  interest,  Raymac  as  to  a  25%  interest  and  Shellriver 
Corporation  of  Houston,  Texas  as  to  50%.  Under  the 
arrangements  with  Shellriver,  further  prospects  in  the  Gulf 
Coast  area  of  the  U.S.  are  being  assembled  and  investigated. 

The  Pedernal  acreage  in  Starr  County  is  situated  at  the 
southern  end  of  the  Wilcox  Flex  Trend.  The  Wilcox  Flex  trend 
has  a  number  of  major  producing  gas  fields  containing  in 
excess  of  a  trillion  cubic  feet  each. 

(Contact:  Raynerd  B.  Carson,  President,  2231  G. 
McGarrigle  Rd.,  Nanaimo.  B.C.,  Canada  V9S  4M5.  Phone: 
(604)  758-8161.) 


OVERTHRUST  RESOURCES  LTD. 

DENVER.  CO.,  Sept.  17, 1981— Overthrust  Resq| 
(OTC:  OVRT)  announced  Thursday  a  discovery  of 
mercial  oil  wells  in  the  Powder  River  Basin  Wyol 
initial  estimated  combined  flow  of  200  barrels  of  c| 

Overthrust  holds  an  18  percent  working  inter) 
wells.  Two  additional  wells  are  planned  to  I 
around  the  discovery. 

The  estimated  recoverable  reserve  from  Overthil 
discovery  field  is  valued  at  $9  million. 

Overthrust  Resources  said  that  it  plans  tcl 
additional  20  oil  and  gas  wells  before  the  end| 
These  include  one  in  the  Gulf  coast  of  Louisiana 
the  Williston  Basin,  eight  in  the  Powder  River  Bas 
the  Andarko  Basin,  and  four  in  the  Appalachian  I 

Overthrust  also  said  that  it  holds  overriding  rl 
excess  of  6  million  gross  acres  in  the  Overthrul 
which  the  participants  and  holders  of  working  irl 
Anshutz  Corp.,  Peoples  Gas.  and  Phillips  Petroleuil 
Petroleum  is  the  operator  and  has  committed  $| 
for  exploration  and  development 

(Contact:  Robert  D.  Arnold,  Overthrust  Resoil 
999  18th  St.,  Denver,  Colo.  80202.  Phone:  (303)81 


PALLISER  RESOURCES  INC. 

(VPRI)  VANCOUVER,  B.C.,  Canada,  Sept.  29,  l'l 
PRODUCTION  LOAN  SECURED 

The  company  has  completed  a  loan  agreement 
Penn  Square  Bank  of  Oklahoma  City,  Oklahorij 
amount  not  to  exceed  ten  million  dollars  (this  is  f 
revolving  credit).  The  company  under  this  agree! 
request  installments  of  up  to  a  total  of  ten  millnf 
The  company  has  received  its  first  draw  dow| 
million  dollars. 

This  will  enable  the  company's  present  high  I 
tion  in  exploration  and  development  drilling  tol 
tained  well  into  1982,  without  recourse  to  furl 
offerings.  By  that  time,  cash  flows  from  operate 
be  adequate  to  sustain  a  high  level  of  partial 
alternative  exploration  prospects  and  enable  til 
revolving  line  of  credit  to  be  increased  if  necess;[ 
PRESENT  PROGRAM— THE  ANADARKO  SHl| 
The  company  is  currently  drilling  or  preparing  to  [ 
wells  to  depths  of  between  8,600  and  12,700  fe| 
average  net  revenue  interest  of  approximately  1  f  I 
DEEP  ANADARKO  BASIN 
As  previously  announced  Palliser  has  agreed  to 
with  Continental  Resources  in  a  program  of  sevl 
the  Deep  Anadarko  Basin  with  drilling  depth! 
14,000  and  22.000  feet. 
TUSCALOOSA  TREND,  LOUISIANA 
Palliser  owns  a  net  working  interest  of  11.5%| 
net  acres  (45.000  gross  acres)  in  the  range  of  le  | 
Tuscaloosa  Trend  area  of  Louisiana). 

The  initial  drilling  program  will  consist  of  t| 
the  first  well,  the  Peterson  #1,  on  a  10.907 
lease  block  in  the  County  of  St.  Tammany  F| 
spudded  on  August  21,  1981,  the  target  depthl 
feet  and  this  well  is  now  drilling  ahead.  Pallisef 
interest  is  3.833%,  the  net  revenue  interest  is  21 

The  second  well,  the  Iwanta  Realty  No.  1,  i| 
gross  acre  lease  block  was  spudded  on  Sepll 
1981  and  has  a  target  depth  of  14,250  feet 
working  interest  is  6.22  93%,  the  net  revenue  [ 
4  .448%  The  third  well  location  has  yet  to  be  del 
ANNUAL  MEETING 

A  request  by  shareholders  at  the  annual  general 
extend  the  life  of  the  series  A  Warrants  has  beenj 
by  the  Vancouver  Stock  Exchange. 

The  company  has  appointed  Coopers  & 
auditors  for  the  ensuing  year. 

(Contact:  John  A.  MacPherson.  President,  Fl 
sources  Inc.,  1420-625  Howe  Street,  Vancouvej 
2T6.  or  phone  (604  )  669-0225.) 


WHAT  Will  WE  HAVE  TO  IMPORT  NEKT,  COLLEGE  GRADUATES? 


Ever  since  World  War  I,  most  of  the  rest  of  the  world 
has  come  to  the  United  States  for  the  latest  technology 
and  for  the  newest  in  business  management. 

Now  we're  in  real  danger  that  the  pendulum 
is  swinging  the  other  way.  Our  technological  lead  is 
being  cut.  We're  importing  know-how  in  many  fields 
instead  of  exporting  it. 

Unfortunately  this  situation  will  get  progressively 
worse.  Unless  we  all  make  absolutely  sure  that  our 
colleges  and  universities  continue  to  be  first-class. 

For  our  colleges  and  universities  supply  most  of 
the  basic  research  upon  which  technological  progress 
is  built.  Not  to  mention  the  trained  minds  that  are 
best  able  to  direct  its  uses. 

But  America's  colleges  are  being  hurt  by  inflation. 
Rising  costs  are  eating  away  at  their  operations  to  a 
dangerous  degree. 

So,  please  make  sure  that  your  company  is  giving 
as  much  as  it  can,  as  much  as  it  should,  to  the  colleges 
of  its  choice.  This  year.  Today. 

If  we  keep  the  intellectual  "balance  of  trade"  in  our 
favor,  the  industrial  balance  is  bound  to  follow. 

Send  for  our  free  booklet,  "How  to  Develop  an 
Effective  Program  of  Corporate  Support  for  Higher 
Education"  Write  CFAE,  680  Fifth  Ave.,  New  York, 
N.Y.  10019. 

HELP  PRESERVE  AMERICAN  KNOW-HOW. 

GIVE  TO  THE  COLLEGE  OF  YOUR  CHOICE. 


Commodities 


There  are  some  real  advantages  to 
spread  trading,  but  there  are  some  real 
pitfalls  you  should  be  aware  of,  as  well. 

SPREADING  FOR 
FUN  AND  PROFIT 


By  Stanley  W.  Angrist 


Faithful  readers  of  this  column  are 
aware  of  the  fact  that  I  almost  al- 
ways express  my  trading  recom- 
mendations in  the  form  of 
spreads — that  is,  buying  one  con- 
tract month  while  simultaneously 
selling  another.  There  are  a  couple 
of  good  reasons  for  this.  First,  be- 
cause of  the  time  that  elapses  be- 
tween my  writing  this  column  and 
your  reading  it,  a  lot  can  happen 
that  would  alter  my  views  on  a 
straight  buy  or  sell  recommenda- 
tion. Second,  spreads  are  a  good  way 
to  both  track  and  observe  the  inter- 
nal dynamics  of  the  market.  But 
spread  trading  can  lead  speculators 
into  making  some  serious  errors. 
Wayne  Esserman,  a  broker  with 
Stotler  &  Co.  in  Delphi,  Ind.,  and 
author  of  a  book  on  spread  trading, 
has  passed  along  to  me  a  set  of  rules 
he  uses.  I  have  borrowed  some  of  his 
rules  and  added  a  few  of  my  own  in 
what  follows. 

Put  both  sides  of  a  spread  on  at  the 
same  time.  Also  remove  both  sides  at  the 
same  time.  When  one  either  enters  or 
leaves  a  spread  one  side  at  a  time  it 
is  termed  "legging"  into  or  out  of  a 
spread.  Think  about  the  act  of  leg- 
ging. tIt  implies  that  you  know 
which  side  should  be  entered  first.  If 
indeed  you  know  which  side  should 
be  done  first  (or  exited  first)  why 

Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  and  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


bother  to  spread  at  all?  Why  not  just 
trade  one  side  long  or  short  for  a 
profit? 

Know  when  a  spread  made  its  con- 
tract high  or  low.  Spreads,  probably 
more  than  outright  long  or  short 
positions,  have  a  tendency  to  follow 
a  seasonal  pattern.  Always  check 
and  see  if  a  spread  has  been  acting 
seasonally  as  expected.  These  sea- 
sonal patterns  arise  mostly  because 
of  hedging  operations  of  commer- 
cial producers  and  users  of  the  com- 
modity being  spread.  If  a  spread  is 
not  following  its  usual  seasonal  pat- 
tern, beware.  This  probably  means 
that  a  new  or  unusual  force  has 
come  into  the  market,  upsetting 
normal  forces.  Examples  of  such 
forces  could  be  a  large  Soviet  grain 
deal,  weather  developments,  embar- 
goes of  exports  and  the  like. 

K>iow  if  a  spread  is  at  or  near  its  full 
carrying  charge.  Recall  that  the  car- 
rying charge  for  a  commodity  is  the 
sum  of  the  interest  cost  of  the  mon- 
ey tied  up  in  owning  the  commod- 
ity, the  cost  of  storing  the  commod- 
ity and  the  cost  of  insurance  on  the 
commodity.  When  the  spread  is  at 
or  near  its  full  carrying  charge  there 
is  limited  risk  to  forward  spread  the 
commodity,  by  buying  the  nearby 
contract  and  selling  the  distant  con- 
tract. (My  column  in  the  June  9, 
1980  issue  gives  more  details  on  car- 
rying charge  spreads.) 

Know  when  deliveries  begin  on  the 
long  side  of  the  spread.  As  a  specula-" 
tor,  the  last  thing  you  need  is  a 
delivery  notice  that  will  cost  you  at 
least  double  commissions,  and  prob- 
ably more. 

Never  overtrade  spreads  because 
their  margins  are  lower .  In  most  cases 
the  risk  of  a  spread  is  less  than  the 
risk  of  an  outright  long  or  short  po- 
sition, but  not  always.  (Bellies  ver- 
sus hogs  immediately  comes  to 
mind  to  support  that  statement.)  A 
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simple  rule  to  follow  is  never  put  uj 
more  margin  on  your  spread  pos 
tion  than  you  would  have  put  on  sk 
outright  long  or  short  position. 

Know  in  advance  how  much  advers 
movement  of  a  spread  you  are  willin 
to  suffer  and  then  stick  with  it.  Sel) 
delusion  is  even  easier  to  engage  i 
with  spread  trading  than  with 
straight  speculative  position.  Th 
breaking  of  this  one  rule  probabj 
causes  more  traders  to  exit  the  mai 
ket  than  violation  of  all  of  the  othi 
rules  combined. 

Learn  to  be  patient .  Spread  tradin 
requires  patience  in  entering  an 
exiting  positions.  It  also  requires  pi 
tience  while  waiting  for  positions  J 
move  in  your  favor. 

Have  a  broker  who  understand 
spread  trading  and  /v  lulling  to  gt 
i/uotes  from  the  poor  if  necessaiy  <M 
spreads  you  are  interested  in.  Not  SM 
brokers  want  to  learn  about  sprcacl 
so  find  one  that  will.  However,  tl 
not  rely  on  your  broker  to  follow  til 
spreads  that  you  put  on.  It  is,  afol 
all,  your  money  and  nobody  w  I 
take  more  interest  in  it  than  you.  I 

Several  weeks  ago  when  I  wrc 
about  the  reverse  crush  spread (Ai 
17),  I  had  a  number  of  readers 
me  to  complain  that  their  "expe 
enced"  commodity  brokers  did  n 
know  what  the  reverse  crush  is  ar 
furthermore,  they  did  not  seem 
be  interested  in  learning. 

Make  sure  your  broker  understan 
your  spread  order  and  enters  it  a 
rectly.  Spread  orders  are  always  Q 
tered  by  specifying  the  buy  si 
first,  then  the  sell  side  and  last  t 
difference  between  the  two  cq 
tracts.  For  example,  "Buy  5M 
cember  wheat,  sell  5M  .Mar 
wheat,  25  cents  premium  March. 

There  are  several  tools  a  spre 
trader  might  find  useful  if  he  is  j 
ing  to  look  for  his  own  trades.  T 
first  is  a  chart  history  of  popu 
spreads.  Traders  Press,  Box  103 
Greenville,  S.C.  29603  publisl 
two  volumes  of  historical  spre 
'  charts,  with  updates  of  these  chai 
available  annually. 

Spread  Scope,  Post  Office 
5841,  Mission  Hills,  Calif.  91^ 
publishes  a  weekly  spread  chart  s 
vice.  It  is  quite  comprehensive,  ru 
mally  tracking  several  hund 
spreads  in  each  issue. 

Any  serious  student  of  spread: 
should  at  least  be  aware  of  wl 
these  tools  offer.  ■ 
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Observations 


MONEY  &  IN  VESTMENTS 


etting  the  housing  crash  proceed  will  do 
tore  for  a  return  to  stability  . . . 

WHY  GOLD  IS  NOT 
THE  ANSWER 


By  Ashby  Bladen 


ow  that  Congress  has  passed  the 
x  cut,  the  believers  in  easy  solu- 
ons  are  telling  us  that  the  govern- 
ient  could  simultaneously  end  the 
ilation,  lower  interest  rates  and 
iprove  confidence  simply  by  re- 
oring  the  convertibility  of  dollars 
^to  gold  at  a  fixed  price.  I  believe 

at  going  back  on  gold  would  prob- 
)ly  be  a  good  idea,  but  it  certainly 

not  the  cure-all  that  it  is  adver- 
ted to  be. 

iln  the  first  place,  the  gold  stan- 
.rd  will  give  people  confidence  in 
;e  currency  only  to  the  extent  that 
fey  believe  that  the  government 
ill  subordinate  every  other  goal, 
icepting  only  victory  in  war,  to 
aintaining  its  gold  value.  In  the 
:e  1920s  Great  Britain  endured 
klf  a  decade  of  deflation  and  de- 
jession  in  the  attempt  to  restore 
e  prewar  value  of  the  pound.  (In 
itain  the  late  1920s  were  actually 
prse  than  the  1930s.)  And  after  the 
|vil  War  the  U.S.  did  the  same 
ling,  although  less  painfully.  So  in 
pse  days  people  did  believe  that 
i|yernments  would  make  every  ef- 
rt  to  maintain  the  value  of  their 
irrency. 

put  in  1931  Britain  was  forced  off 
b  gold  standard  by  an  internation- 
Irun  on  the  pound.  In  1933  the 
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U.S.  casually  abandoned  the  gold 
standard  because  Cornell  professors 
Warren  and  Pearson  persuaded 
President  Roosevelt  that  raising  the 
dollar  price  of  gold  would  also  push 
commodity  prices  up  and  relieve 
the  financial  crisis  in  the  farm  belt. 
Since  then,  maintaining  the  gold 
value  of  currency  has  not  been  a 
major  political  goal.  People  under- 
stand this  and  believe  that  gold  con- 
vertibility would  be  maintained 
only  as  long  as  it  is  politically  con- 
venient and  the  price  of  gold  is  rea- 
sonable. Since  even  a  modest  rate  of 
inflation  would  sooner  or  later  make 
the  fixed  price  of  gold  look  cheap, 
the  government  would  eventually 
be  forced  first  to  sell  a  lot  of  gold  and 
then  to  devalue  the  currency  by  rais- 
ing the  price  of  gold.  The  key  to 
restoring  stability  is  not  the  gold 
standard,  but  ending  inflation. 

Second,  gold  is  really  only  a  side- 
show. Even  in  the  heyday  of  the 
gold  standard,  prices  remained  sta- 
ble mainly  because  people  under- 
stood that  borrowing  and  lending 
were  inherently  risky  activities  that 
should  be  engaged  in  prudently,  and 
mainly  for  the  purpose  of  financing 
the  productive  real  assets  that  make 
human  efforts  more  efficient  and 
rewarding.  So  they  did  not  create  an 
inflationary  excess  of  purchasing 
power  by  borrowing  in  order  to  bid 
up  the  prices  of  existing  assets — 
houses,  for  example — as  inflation 
hedges,  as  we  do  today. 

The  main  reason  for  the  current 
inflationary  crisis  is  that  for  more 
than  one-third  of  a  century,  we  have 
had  political  policies  that  consis- 
tently encouraged  and  rewarded 
borrowing  and  spending,  and  just  as 
consistently  discouraged  and  penal- 
ized saving  and  investing.  For  ex- 
ample, interest  earned  on  savings  is 
taxed  at  ordinary  income  rates, 
while  interest  paid  on  borrowed 


money  is  tax  deductible.  Moreover, 
an  excessive  part  of  our  savings  gets 
invested  in  housing,  which  is  gener- 
ally considered  to  be  a  capital  asset 
but  is  not  a  productive  asset,  as  a 
factory  is.  It  is  really  a  long-lived 
consumer  good.  It  has  long  been  our 
policy  to  hold  down  the  interest  rate 
that  is  paid  on  savings  deposits  so 
that  we  could  have  low-cost  mort- 
gages. The  result  has  been  an  exces- 
sive rate  of  mortgage  debt  forma- 
tion that  has  produced  an  enormous 
inflation  of  house  prices,  while  our 
productive  economy  has  stagnated. 

By  now  financial  prudence  has 
nearly  disappeared  in  this  country, 
and  we  have  become  a  nation  of 
borrowers  and  inflation-hedgers. 
Price  stability  can  only  be  restored 
by  a  financial  crisis  that  leaves  peo- 
ple more  afraid  of  bankruptcy  than 
they  are  of  inflation;  and  it  is  pre- 
cisely because  of  the  many  years  of 
political  stimulation  of  housing  that 
the  crisis  has  now  developed  in 
housing  financing.  A  crash  in  house 
prices  is  imminent  and  it  is  likely  to 
break  the  back  of  the  inflation.  If, 
on  the  other  hand,  the  government 
attempts  to  shore  up  house  prices 
by  making  low-interest-rate  mort- 
gages freely  available,  then  inflation 
will  worsen.  In  that  case,  we  may  be 
forced  to  return  in  desperation  to 
some  form  of  money  with  intrinsic 
value  because  people  will  no  longer 
accept  debt  money  in  exchange  for 
real  goods  or  services.  That's  what 
happens  when  inflation  gets  out  of 
hand:  In  Germany  in  1923  the  hy- 
perinflation had  to  be  broken  be- 
cause the  farmers  would  no  longer 
accept  marks  in  exchange  for  food, 
and  urban  Germany  was  on  the 
brink  of  starvation. 

Finally,  the  gold  standard  was  an 
integral  part  of  liberalism,  in  the 
19th-century  meaning  of  the  word. 
Governments  were  supposed  to  pro- 
vide their  people  with  military  de- 
fense, civil  order  and  a  sound  cur- 
rency, and  otherwise  to  leave  them 
alone  to  pursue  their  own  goals  as 
best  they  could.  They  were  free  to 
make  their  own  individual  mis- 
takes, but  liberal  societies  were  not 
prone  to  the  monstrous  great  mis- 
takes that  today's  social  democra- 
cies routinely  make.  The  congenital 
defect  of  social  democracy  is  infla- 
tion, and  the  steps  that  will  cure  the 
inflation  will  also  take  us  a  long  way 
back  toward  liberal  democracy.  ■ 
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Solid  fundamentals  indicate  that  both 
stocks  and  long-term  bonds  are  near  the 
bottom  of  a  major  overreaction. 

PANIC! 


By  David  Dreman 


Psychologists  tell  us  that  the  pre- 
dominant feature  of  panic  is  an 
overwhelming  desire  to  flee.  Today, 
the  herd  is  once  again  hitting  the 
exits,  stampeding  not  only  out  of 
stocks  and  bonds  but  even  those 
things  closest  to  a  gloom-and- 
doomer's  heart:  precious  metals, 
collectibles  and  commodities. 

Take,  for  example,  the  bond  mar- 
ket, which  is  in  a  state  of  near  col- 
lapse. Triple  A  Washington  Pow- 
ers— "Whops" — have  recently  come 
to  market  at  almost  15%,  tax-free. 
This  rate  compounded  quadruples 
your  money  in  ten  years.  An  inves- 
tor in  a  50%  bracket  needs  a  return 
of  30%  before  taxes  to  match  it. 

Just  how  out  of  line  these  yields 
are  can  be  gauged  by  the  following 
yardstick.  Historically,  long-term 
bonds  have  carried  a  yield  of  2%  to 
3%  above  the  current  inflation  rate. 
Today,  with  inflation  running  at  9% 
to  10%,  the  return  on  municipals  is 
comfortably  above  this  level. 

Why  are  such  high-yielding  bonds 
not  snapped  up  instantaneously  by 
bargain-hungry  shoppers?  The  only 
logical  explanation  is  that  investors 
expect  much  higher  rates  of  infla- 
tion in  the  future.  Recent  good  infla- 
tion numbers  are  thus  thrown  out 
by  discouraged  bond  buyers,  and  a 
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doomsday  scenario  of  runaway  in- 
flation continuing  indefinitely  is 
projected  instead. 

Trouble  is,  if  you  accept  this  case, 
commodities  and  precious  metals 
should  be  soaring,  rather  than  being 
flat  on  their  backs.  Gold  hit  $850  an 
ounce  when  inflation  was  running 
at  a  15%  clip  early  last  year.  Copper, 
silver  and  most  agricultural  and  in- 
dustrial commodities  were  also  sub- 
stantially higher.  Today,  the  major- 
ity of  these  markets  are  wallowing 
near  their  lows:  gold  at  $420,  silver 
down  from  $50  to  under  $10,  copper 
from  $1.45  a  pound  to  78  cents. 
Commodities,  precious  metals,  et  al 
are  behaving  as  though  we  are  en- 
tering a  prolonged  period  of  severe 
deflation. 

The  market-makers,  in  short,  are 
tripping  all  over  themselves  in  in- 
consistency. The  stock  market, 
judging  from  its  current  shambles, 
seems  to  be  saying  that  inflation, 
deflation,  prosperity  or  recession 
are  all  equally  bad  for  its  survival. 

Point:  What  is  forgotten,  as  always 
in  periods  of  turmoil,  is  that  both 
doomsday  scenarios  can't  be  right. 
It's  impossible  to  be  destroyed  by 
inflation  and  deflation  at  the  same 
time — and  in  all  probability  we 
won't  be  destroyed  by  either.  But  in 
times  of  panic,  reason  is  the  first  to 
be  trampled. 

The  current  erratic  investor  be- 
havior quite  closely  resembles  simi- 
lar actions  in  other  periods  of  mar- 
ket disarray  that  I  described  in  Con- 
trarian Investment  Strategy-.  Sure, 
there  is  uncertainty.  The  Gospel  ac- 
cording to  Stockman  and  Laffer  is 
far  different  from  the  Truth  accord- 
ing to  Volcker.  The  Fed  chairman's 
statements,  incidentally,  seem  to 
have  the  same  quieting  effects  on 
markets  that  gasoline  has  on  a  roar- 
ing inferno.  Surprising  perhaps  is 
their  unquestioned  acceptance,  giv- 


en his  long  and  distinguished  record 
of  consistently  missing  the  mark. 

As  in  all  panics,  for  the  invests 
who  keeps  his  head  some  excellen 
opportunities  are  available.  Solid 
fundamentals  indicate  that  bo 
stocks  and  long-term  bonds  are  nea 
the  bottom  of  a  major  overreaction 

If  you  are  a  bond  buyer,  lock  u] 
some  of  the  tremendous  long-tern 
yields  available  today  either  in  mu 
nicipals,  or  utility  and  corporat 
bonds.  The  choice  depends  on  you 
tax  bracket. 

If  you  are  an  equity  buyer,  look 
some  solid  low  P/Es  pushed  dow 
along  with  everything  else. 

A  few  of  the  latter  that  appea 
exceptionally  cheap  today: 

Union  Carbide  (48),  the  third-larg 
est  chemical  company,  is  dow 
sharply  from  its  year's  high  of  6 
Earnings  should  be  higher  this  ye 
and  again  in  1982.  Its  stock  is  pricei 
at  4  times  latest  12-month  earning 
and  yields  7.4%. 

Crtim  &  Forster  (29)  is  one  of  th 
best-managed  companies  in  th 
property-casualty  group.  Earning 
have  grown  at  a  27%  clip  over  th 
past  five  years.  The  stock  trades  at 
times  earnings  and  yields  5.6%. 

Atlantic  Richfield  (39),  with  gigai 
tic  domestic  oil  and  gas  reserves, 
down  almost  50%  from  its  high  fc 
the  year.  The  stock  is  priced  at 
times  latest  12-month  earnings  ar 
yields  5.6%. 

Things  are  bad,  but  certainly  be 
ter  than  a  year  back.  After  all,  tr 
attempt  is  finally  being  made 
cope  with  longstanding  problems 
inflation,  government  bureaucrat 
and  unproductive  taxes,  to  nan 
but  a  few.  Also,  with  the  bureai 
crats  discovering  their  new  vulne 
ability,  we  are  moving  toward 
more  positive  environment  for  bus 
ness  than  we  have  seen  in  decades 

So  don't  be  panicked  to  the  exit 
Stay  cool.  Look  around  you.  A 
praise  the  increasing  number  of  ba 
gains.  Then  stand  firm  and  wait  f 
the  herd  to  stampede  back  into  tl 
market  so  that  you  can  sell  the 
your  shares  at  a  nice  profit.  ■ 

Correction:  In  my  Sept.  28  columi 
the  text  should  be  amended  to  rea 
"Four  companies  boosted  the  i 
turns  of  the  lowest  20%  of  stoc. 
35%  in  the  1931-35  period,  and  on 
two  improved  the  returns  close 
75%  in  the  1941-45  period." 
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Senator  Howard  Baker  or  no,  the  bear 
narket  will  bottom  out  in  its  own  time, 
znd  well  before  the  next  election. 

THE  OWL  AND 
THE  BEAR 


By  John  Train 


King  Canute,  failing  to  halt  the  tide, 
jrders  the  waves  to  be  whipped, 
senator  Howard  Baker,  offended  by 
declining  financial  markets  that 
;eopardize  President  Reagan's  eco- 
nomic policies,  threatens  Wall 
Street  with  the  political  lash. 
:  Sorry,  Senator.  Markets  are  like 
Ihe  ocean  tides.  They  come  and  go 
at  their  own  bidding,  not  that  of 
politicians.  But  the  stock  and  bond 
narkets  will  turn  in  their  own  good 
time,  and  you,  if  you  like,  can  claim 
he  credit. 

i  For  decades  now  the  market  has 
ollowed  a  regular  cycle,  regardless 
)f  who  was  in  the  White  House, 
here's  how  I  described  it  in  my  Jan. 
S  column:  "Since  1949,  each  de- 
ending  President  has  pumped  mon- 
etary oxygen  into  the  economy  at 
election  time  to  produce  a  rosy  glow 
!>n  the  face  of  the  electorate  as  it 
enters  the  voting  booth.  The  year 
(iter,  the  incoming  President  .  .  . 
ets  about  detoxifying  the  economy 
vith  a  strong  dose  of  credit  re- 
straint. Since  the  market  is  highly 
ensitive  to  interest  rates  it 
fells.  ..." 

i  Here's  from  my  fan.  19  column, 
vow  To  Sell:  "The  owners  of  a  busi- 
ness don't  sell  their  stock  to  the 
Public  for  love,  or  to  enable  it  to 
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share  in  the  benefits  of  the  free- 
enterprise  system:  They  do  it  to 
make  money.  If  they  and  their  un- 
derwriters think  that  a  full  price  for  a 
business  that  they  know  intimately 
is  10,  and  the  public  jumps  in  and 
runs  it  up  at  once  to  20,  can  we  not  be 
fairly  confident  that  Mr.  Market  has 
got  out  of  the  right  side  of  his  bed  and 
is  in  a  buying  mood  that  we  would  be 
wise  to  take  advantage  of?" 

In  that  same  column  I  cited  the 
options  and  commodities  booms  as 
further  evidence  of  a  market  top: 
"Today,  the  public  is  infatuated 
with  options  as  a  route  to  quick 
wealth,  like  the  leveraged  trusts  of 
the  1920s.  Even  more  extraordinary 
is  the  vast  excitement  surrounding 
commodities.  .  .  .  All  those  frantic 
commodity  speculators  are  going  to 
retire  impoverished  and  bitter  from 
that  crazy  casino  .  .  .  and  their  dis- 
illusionment will  take  a  lot  of  other 
values  down  with  it.  .  .  .  " 

I  have  no  crystal  ball;  just  a  long 
memory  and  some  feeling  for  how 
the  tides  of  public  psychology  move 
markets. 

One  cannot  look  at  a  long  chart  of 
any  of  the  stock  market  averages 
without  being  struck  by  the  regular- 
ity of  this  four-year  cycle.  And  if 
you  can  remember  those  earlier 
times,  it's  curious  how  similar  they 
usually  are  in  their  overall  psycholo- 
gy, although,  of  course,  they're  quite 
different  in  detail. 

After  the  euphoria  of  the  new 
President's  honeymoon,  in  which 
all  sorts  of  froth  are  bid  way  up, 
something  always  happens  to  pop 
the  bubble:  the  missile  crisis,  Viet- 
nam, OPEC,  Watergate,  today's  as- 
tronomical interest  rates.  We  real- 
ize that  the  world  is  the  old  world 
still.  The  froth  is  blown  away  and 
the  general  market  drops  20%  or 
30%,  taking  a  year  or  so  to  do  it. 

At  the  start  of  a  bull  market,  the 


Dow  often  rises  in  a  wobbly  chan- 
nel, with  each  new  peak  higher  than 
the  previous  peak  and  each  dip 
higher  than  the  previous  dip.  Then 
when,  after  three  years  or  so,  the 
market  tops  out,  rolls  over  and 
starts  to  sink,  each  peak  is  usually 
lower  than  the  previous  one,  and 
each  bottom  lower  than  the  one 
that  preceded  it. 

That  shape  on  the  chart  is  the 
visual  expression  of  changing  psy- 
chology: During  a  bull  market  the 
public  wants  to  get  in  at  yesterday's 
prices,  so  when  the  line  dips  they 
buy;  in  a  bear  market,  when  a  rally 
carries  prices  back  up  to  where  they 
wish  they  had  sold,  they  let  fly. 

Usually  most  of  the  rise  in  a  bull 
market  is  quite  gradual,  whereas  the 
slide  in  a  bear  market  gets  steeper  as 
it  continues,  relieved  by  occasional 
sharp  rallies.  The  whole  thing,  in 
other  words,  is  a  parabola.  This  cur- 
rent decline  has  been  typical. 

Also,  however,  the  drop  doesn't 
usually  end  until  most  investors  are 
so  scared,  so  shocked,  disgusted  and 
desperate,  that  they  think  they  nev- 
er want  to  hear  about  stocks  again. 
Prices  are  marked  down,  down, 
down,  shoved  lower  by  margin  calls, 
until  the  unhappy  sellers  have  noth- 
ing left  to  sell. 

We  are  not  there  yet.  That  stage  is 
presumably  still  to  come. 

Finally,  in  any  event,  the  unemo- 
tional bargain-seekers  appear  with 
baskets  large  enough  to  hold  all  the 
stock  that's  offered.  Prices  start  ris- 
ing rapidly  on  light  volume,  and  the 
decline,  usually  after  one  last  test  of 
the  lows,  is  over. 

The  common-sense  diagnosis  of 
the  situation  today  is  that  the  many 
good  things  about  the  Reagan  pro- 
gram were  rapidly  understood  and 
discounted,  so  the  markets  rose. 
The  credit  withdrawal  pangs  that 
are  their  inevitable  price  were  less 
widely  perceived. 

Anyway,  that  adjustment  of  per- 
ception had  to  be  made,  and  that's 
what's  happening.  But  it  won't  go 
on  forever.  Eventually,  Senator  Ba- 
ker will  get  his  way.  So  it's  time  to 
start  your  shopping  list.  But  if  you 
did  raise  reserves  in  January,  I 
wouldn't  spend  them  yet,  although 
one  could  do  some  nibbling  as  irre- 
sistible bargains  appear  in  your  fa- 
vorite issues.  Treasury  bills  give  you 
a  handsome  return  in  real  terms,  so 
it's  painless  to  wait.  ■ 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


In  1931,  Chevrolet's  light  panel  delivery  truck  cost  just  $555 Jo.b.  Flint 


Fifty  years  ago 

(November  1,  1931) 


"The  more  things  change.  .  . ." 
terns  from  past  issues  of  Forbes 


rty  years  ago  in  Forbes 

m  the  issue  of  October  29,  1921) 

all  Street  has  an  axiom  which  may 
very  fittingly  recalled  at  this  mo- 
at: 'Don't  sell  stocks  on  strikes.' 
lerience  has  proved  that  the  effects 
itrikes  in  any  industry  are  tempo- 
t  and  that  settlements  often  are 
:hed  overnight,  thus  eliminating 
at  threatened  to  prove  disastrous 
the  securities  of  companies  in- 
ved.  The  air  is  thick  at  this  writing 
h  the  strike  threats  of  our  railway 
ployees.  The  most  alarming  pic- 
;s  are  being  drawn  of  the  possible 
sequences.  .  .  . 

For  my  part,  I  refuse  to  become 
icky.  I  refuse  to  conclude  that 
erica  will  experience  any  epochal 
)r,  social  or  political  crisis.  ...  I 
ise  absolutely  to  contemplate  the 
^lutionary  uprisings  which  sensa- 

I  mongers  are  warning  us  to  be 
3ared  for."      — Editor  B.C.  Forbes 

ance  and  Germany  have  made  a 
it  sensible  agreement.  Germany 
undertaken  to  supply  7  billion 
d)  marks'  worth  of  materials  for 
rehabilitation  of  devastated 
ich  territory  during  the  next  four- 
-a-half  years.  This  will  greatly 
jten  the  utterly  impossible  de- 
lds  for  gold  embodied  in  the  repa- 
on  treaty.  It  is  already  clear  that 
many  could  not  possibly  furnish 
he  gold  prescribed.  Therefore,  any 
ngement  enabling  Germany  to 
in  materials  and  goods  is  to  be 
:omed  when  such  an  arrangement 
5  not  play  havoc  with  the  indus- 
3  and  employment  of  the  countries 
iving  the  shipments." 
ow  vexing  was  the  debt/repara- 
s  tangle  from  World  War  I  is  shown 
he  fact  that  it  was  still  tangled  a 
tde  later  (see  item  just  below) .  The 
ish  and  French  demanded  $5  bil- 
in  gold  or  goods  from  Germany  at 
.-,  against  a  total  finally  set,  in 
t,  at  $33  billion.  But  save  for  the 

II  amounts  that  the  French  actual- 
>t  in  goods  for  rebuilding,  there  was 
/ay  goods  payment  could  be  made 
lout  threatening  the  industry  of 
receiving  country.  The  only  time 
n  payments  seemed  to  be  made 
othly  was  in  the  latter  1920s, 
n  U.S.  lenders  in  effect  provided 
Germans  money  to  pay  the  British 
French — to  pay  against  their  own 
sto  che  U.S. 


"Our  war  debtors  cannot  pay  us  in 
gold.  Either  we  must  buy  from  them  or 
cancel  their  obligations.  If  Germany, 
for  example,  is  to  be  confronted  every- 
where with  impassable  tariff  walls, 
how  can  she  remit  reparations?  She 
doesn't  produce  gold.  She  can  and  does 
produce  merchandise.  If  we  reject  her 
merchandise,  reparation  payments  be- 
come impossible.  If  we  shut  out  for- 
eign goods,  we  shut  out  foreign  gold. 
Let  us  frankly  face  this  elementary 
truth;  then  shape  our  conduct  accord- 
ingly. We  cannot  both  boycott  our 
foreign  cake  and  eat  it." 

"A  lot  of  city  bankers  have  prided 
themselves  on  their  extreme  liquidity. 
Admittedly,  many  are  from  70%  to 
85%  liquid.  To  attain  this  unique  posi- 
tion, they,  of  course,  rigidly  cut  down 
their  lines  of  credit.  Apparently  it 
didn't  occur  to  bankers  bent  upon  hav- 
ing their  assets  in  thoroughly  liquid 
form  that  their  example  might  be  fol- 
lowed by  observant  depositors  and  suf- 
fering borrowers.  The  fact  is,  however, 
that  the  mania  for  becoming  'liquid'  did 
spread  to  depositors.  Many  of  them 
elected  to  become 'liquid' by  withdraw- 
ing every  dollar  from  the  bank  and 
placing  it  in  a  safety  deposit  vault.  Such 
procedure  was  loudly  condemned  by 
the  very  same  bankers  who  had  turned 
their  own  institutions  into  little  more 
than  safety  deposit  vaults.  .  .  . 

"Security  values  aren't  the  only  thing 
which  have  shrivelled  in  the  last  two 
years.  Reputations  have  shrivelled  still 
more  severely,  including  the  reputa- 
tions not  a  few  bankers  formerly  en- 
joyed as  farsighted  leaders." 


"Reserve  strength  in  business  and 
baseball  was  discussed  by  Branch  Rick- 
ey, vice-president  of  the  St.  Louis  Car- 
dinals, in  an  address  to  1,800  mer- 
chants attending  the  style  show  in 
connection  with  the  American  Retail- 
ers Association  convention  at  St. 
Louis.  Rickey  illustrated  the  reserve 
strength  of  the  Cardinals  by  saying  that 
'If  all  nine  regular  players  on  the  Cardi- 
nals were  given  a  vacation  for  1 932  and 
the  nine  first  men  on  every  other  team 
in  the  National  League  were  given 
similar  vacations,  the  race  for  the  pen- 
nant would  result  in  an  easy  victory  for 
the  Cardinals.'  " 


Twenty-five  years 

(November  1.  1956) 

"The  U.S.'  investment  companies, 

both  open  and  closed  end,  are  fast 
approaching  the  $10  billion  assets 
mark.  At  the  end  of  September,  the  150 
members  of  the  National  Association 
of  Investment  Companies  reported  to- 
tal assets  of  $9, 732, 1 67,000.  This  repre- 
sents an  increase  of  almost  $700  mil- 
lion in  nine  months.  The  great  bulk  of 
the  increase,  of  course,  came  from  the 
mutual  funds.  Whereas  the  closed-end 
companies  have  to  rely  largely  on  stock 
market  gains  to  grow  on — and  these 
have  not  been  easy  to  come  by  in 
1956 — the  mutual  funds  have  their 
salesmen  plying  Main  Street  and  Wall 
Street." 

"High  mortgage  rate?  Not  compared 
with  earlier  periods,  says  the  National 
Savings  and  Loan  League.  [The]  current 
rate  of  5% -6%,  it  says,  is  lower  than  at 
any  time  between  1900  and  1930.  In 
1 920,  for  instance,  interest  rates  of  7%  - 
8%  were  not  uncommon." 
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Coming  together  is  a 
beginning;  keeping  together 
is  progress;  working 
together  is  success. 
Henry  Ford 


When  was  ever  honey  made 
with  one  bee  in  a  hive? 
Thomas  Hood 


Union  does  everything  when 
it  is  perfect.  It  satisfies 
desires,  simplifies  needs, 
foresees  the  wishes,  and 
becomes  a  constant  fortune. 
Etienne  de  Senancour 


Unity  is  the  goal 
toward  which  mankind 
moves  ceaselessly. 
Mikhail  Bakunin 


Every  man  is  the  creature 
of  the  age  in  which  he 
lives;  very  few  are  able 
to  raise  themselves  above 
the  ideas  of  the  time. 
Voltaire 


Conformity  gives 
comeliness  to  things. 
Robert  Herrick 


Too  many  people  are 
thinking  of  security 
instead  of  opportunity. 
They  seem  more  afraid 
of  life  than  death. 
James  F.  Byrnes 


The  world  is  full  of  willing 
people;  some  willing  to  work, 
the  rest  willing  to  let  them. 
Robert  Frost 


The  inherent  vice 
of  capitalism  is 
the  unequal  sharing 
of  blessings;  the 
inherent  virtue  of 
socialism  is  the  equal 
sharing  of  miseries. 
Winston  Churchill 
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Thoughts 

on  the  Business  of  Life 


Large-scale  success  today 
is  spelled  "Teamwork. " 
The  successful  teamworker 
doesn 't  wear  a  chip  on  his 
shoulder,  doesn 't  look  for 
slights,  isn't  constantly 
on  the  alert  lest  his 
"digfiity"  be  insulted.  He 
puts  the  good  of  the  house— 
the  company— first  And 
if  the  whole  prospers,  he, 
as  an  act  ire,  effective, 
progressive  part  of  it, 
u  ill  prosper  with  it. 
B.C.  Forbes 


A  company  cannot  increase  its 
productivity.  People  can. 
Robert  Half 


People  acting  together 
as  a  group  can  accomplish 
things  which  no  individual 
acting  alone  could  ever 
hope  to  bring  about. 
Franklin  Delano  Roosevelt 


Team  spirit  is  what  gives 
so  many  companies  an  edge 
over  their  competitors. 
George  L.  Clements 


The  working  of  great 
institutions  is  mainly 
the  result  of  a  vast  mass 
of  routine,  petty  malice, 
self-interest,  carelessness 
and  sheer  mistake.  Only  a 
residual  fraction  is  thought. 
George  Santayana 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave..  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  willingness  of  one 
person  to  serve  another 
for  the  profit  of  both 
is  the  essence  of  freedom 
and  prosperity. 
Cullen  Hightower 


The  worst  crime  against 
working  people  is  a  company 
which  fails  to  operate  at  a  profit. 
Samuel  Gompers 


Things  that  are  bad  for 
business  are  bad  for  the  people 
who  work  for  business. 
Thomas  E.  Dewey 


A  comfortable  career  of 

prosperity,  if  it  does  not 

make  people  honest,  at 

least  keeps  them  so. 

William  Makepeace  Thackeray 


I 


A  Text . . . 

We  glory  in  tribulations 
also:  knowing  that 
tribulation  worketh 
patience;  and  patience, 
experience;  and  experience, 
hope;  and  hope  maketh  not 
ashamed. 
Romans  5:3-5 


Sent  in  by  George  A.  Kodatt,  Grand  Forks 
N.D.  What's  your  favorite  text-  The  Forbe 
Scrapbook  of  Thoughts  on  the  Business  c 
Life  is  presented  to  senders  of  texts  used. 


J  would  like  to  see  a  fair 
division  of  profits  between 
capital  and  labor,  so  that 
the  toiler  could  save  enough 
to  mingle  a  little  June  with 
the  December  of  his  life. 
Robert  G.  Ingersoll 


Every  man  for  himself,  and 
the  Devil  take  the  hindmost. 
English  Proverb 
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!  The  promise  of 
til  lies  just  beyond 
ur  shore. 
Some  say  the 

isk  puts  it  beyond 
mr  reach. 

There  may  be  more  than  20  billion 
irrels  of  oil  still  to  be  discovered 
ineath  our  offshore  waters.  And,  along 
th  it,  possibly  100  trillion  cubic  feet 
natural  gas. 

Today,  technology  gives  us  the  poten- 
3 1  of  tapping  these  vast  reserves. 


And  technology  is  further  reducing 
the  risk.  This  includes  pumping  tech- 
niques and  blowout  preventers  that  auto- 
matical !y  shut  down  wells  at  the  first  sign 
of  an  emergency,  sealing  the  well  against 
fluid  leakage. 

What's  more,  commercial  and  sport 
fishing  actually  improves  around  oil 
platforms.Theyprovideunderwaterareas 
where  marine  life  can  flourish. 

Offshore  oil  and  gas  now  provide 
about  10  percent  of  our  daily  energy  needs. 
With  only  2  percent  of  the  country's  one 
bill  ion  acres  of  potential  offshoreoil  now 
leased,  there  is  clearly  much  oil  to  be 
explored  for  under  the  sea. 

Through  our  ARCO  Oil  and  Gas  Com- 
pany, we're  working  to  develop  the  safest, 

most  dependable  way 


But  every  con- 
cerned American 
must  demand  answers 
to  questions  about  envi- 
ronmental safety. 

The  facts  are  these: 
Few  of  the  21,000  current 
offshore  wells  have 
aused  environmental  problems. 


of  getti  ng  the  most  out  of 
the  oil  America  has  to  offer. 
Atlantic  Richfield  and  thousands  of 
Americans  who  have  invested  with 
us  believe  that  exploring  undersea  is 
important  in  reducing  our  dependence 
on  foreign  oil. 

And  that's  something  we  can't  afford 
to  ignore. 

There  are  no  easy  answers. 


ARCO  <> 


Atlantic  Richfield  Company 
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'But  I  gave  at  the  office! ' 


Good  news:  Free  enterprise  is  safe. 
The  same  forces  that  intervened  when  cor- 
porations were  "excessively" profitable  will  be 
much  more  lenient  in  the  eighties. 

Business  will  henceforth  have  the  freedom 
to  lose  as  much  as  the  market  allows. 

The  irony  of  this,  we're  sure,  is  not  lost  on 
you.  Particularly  in  a  world  where  costs 
never  decrease  and  earnings  are  identifiable 
by  their  tendency  to  evaporate. 

How  do  you  cope?  We  suggest  you  inter- 
vene in  the  affairs  of  your  company  and 
install  a  Data  General  ECLIPSE  computer. 
ECLIPSE  is  a  complete  information  system  designed  to  do  more  than  just 
)  you  retrieve  information.  It's  designed  to  help  you  retrieve  losses— in 
s,  inventories,  cash  flow,  and  many  other  areas  where  it  may  seem  you  can't  eke 
another  penny  in  earnings. 

An  ECLIPSE  computer  eked  out  considerably  more  than  that  for 
*!:kheed  Finance  Corporation.  Citing  Volatile  interest  rates  that  make  cash  flow 
>:trol  vital,''  they  credited  the  ECLIPSE  integrated  information  and  word 
e  cessing  system  with  "positively  affecting  our  bottom  line,  and  helping  make 
5  ompetitive  as  well  as  profitable.'' 

r  Max  Factor  &  Co.  reports  that  utilizing  the  ECLIPSE  "led  to  increased  efficien- 
I'ji  production  planning  and  inventory  control"— with  "major  beneficial  impact 
i  »ur  bottom  line." 

s  Saab-Scania  of  America  reports  savings,  too:  "The  system  uptime  is  virtually 
)  i%.  Instantaneously  we  can  search,  find  and  allocate  emergency  parts  orders 
un  any  Saab  location  in  the  U.S." 

In  fact,  of  the  100  largest  companies  in  America,  no  fewer  than  77  have  Data 
j  leral  computers.  Those  figures  suggest  either  a  stunning  coincidence  or  a 
)  siderable  profit  opportunity. 

Those  who  still  believe  in  opportunities  are  invited  to  write  for  particulars 
>:  )ata  General,  Dept.  A3, 4400  Computer  Drive,  m    r\  l 

v  stboro,  Massachusetts  01580.  i  w  Data  General 


©1981  Data  General  Corporation-  ECLIPSE  is  a  registered  trademark  of  Data  General  Cc 
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Incredibly,  me 
and  corporations  ma 
through  airports. 


Eight  executives,  rushing 
overseas  to  assess  their  position 
with  a  newly  elected  foreign 
government,  arrive  out  of  breath  at 
Los  Angeles  International  only  to  find 
their  flight  has  been  canceled. 

They  spend  the  night  reading 
FORTUNE. 

A  treaty  negotiation  is 
postponed  because,  even  as  their 
flight  departs,  half  the  representa- 
tives of  a  developing  nation  are 
bumper  to  bumper  on  the  Long 
Island  Expressway. 

Five  million  dollars  in  orders  is 
lost  forever  because  the  production 
heads  who  just  figured  out  how  to  fill 
them  without  going  into  overtime  are 
on  an  airliner  over  Hong  Kong  going 
round  and  round  and  round  and 
round. 

It  wasn't  always  this  way. 

Once  upon  a  time,  the  airlines 
worked. 

Government  officials  or  corpo- 
rate executives  with  a  pressing  need 
to  get  from  one  place  to  another 
could  get  to  an  airline  terminal  in  a 
reasonably  short  period  of  time, 
check  their  luggage  in  a  reasonably 
short  period  of  time  and  have  every 
confidence  that  their  flight  would  not 
be  unduly  late,  unduly  uncomfortable 
or  summarily  canceled. 

What  happened? 

Deregulation.  The  airlines 

reorganize  for  the  people 
who  need  them  least. 

To  make  air  travel  more  afford- 
able for  once-a-year  passengers 
visiting  Aunt  Ruth  or  flying  off  on 
vacation,  cut-rate  airlines  were  al- 
lowed to  enter  the  big,  lucrative  mar- 
kets, forcing  the  major  airlines  to 
meet  their  Low  prices  with  all  kinds  of 
special  packages  and  standby  ar- 
rangements. 

Thereby  enticing  huge  numbers 
of  people  not  traveling  on  business 
to  get  off  the  bus  and  get  on  the 
plane. 

Meanwhile,  the  high-priority,  high- 
frequency,  full-fare  executive  looked 


on  in  horror  while  the  plane  turned 
into  a  bus. 

Overcrowding  meant  traffic  jams 
on  the  way  to  the  airport,  long  lines 
at  ticket  counters  and  gates,  over- 
worked flight  attendants,  lost  luggage 
and  long  hours  sitting  on  runways 
or  circling  above  them. 

It  meant  sitting  shoulder  to 
shoulder  to  shoulder  to  shoulder  and 
heaven  help  the  people  waiting  to 
use  the  facilities. 

Yet,  what's  really  amazing  is  not 
that  the  airlines  have  changed  from 
a  fairly  efficient  means  of  high-prior- 
ity transport  to  an  anarchic,  over- 
crowded, debilitating  and  inefficient 
bus  system. 

But  that  hundreds  of  thousands 
of  intelligent,  powerful,  highly  paid 
executives  in  government  and 
business  should  continue  to  subject 
themselves  and  their  key  subordi- 
nates to  this  system  thirty  or  forty 
times  a  year  or  more. 

This  in  a  world  where  the  ability 
to  move  over  oceans  and  across  con- 
tinents with  speed  and  adroitness  is 
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as  basic  to  an  executive  as  kno 
what  time  it  is. 

If  you  don't  need  your  o\ 
plane,  maybe  you  don't  n 
your  own  phone. 

Exactly  parallel  to  the  histor 
business  and  governmental  ad 
tration  is  the  history  of  the  exec 
seeking  random  access  to  the 
that  increase  his  effectiveness 

In  the  twenties,  the  telephc 
gave  him  random  access  to 
communication. 

In  the  sixties,  the  computer  pace* 
him  random  access  to  informa 

Now,  the  private  intercontir 
corporate  jet  gives  him  random 
access  to  long-range  transport; 

All  you  have  to  do  is  realize 
much  you  need  it. 

How  important  it  is  for  you 
the  one  who  decides  where  to 
when  to  go  and  when  to  come 

Random  access  means  fr3 
once  and  for  all,  from  ever  havi 
say,  "I  missed  my  plane." 

Not  to  mention  the  freedon 
when  business  calls  for  it,  to 
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Of  course,  after  you  run.  you  wai 
According  to  the  FAA,  the  numbt 
people  lining  up  for  flights  at  commerc 
airports  rose  from  230.604.000  in  19', 
317.215.000  in  1979  and  is  projected 
go  to  a  staggering  534.000.000  in  19 
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miming  governments 
Hill  be  seen  running 


nis  thing  around." 
onsidering  the  aircraft 
ro  wailable  until  now,  the 
tn   reluctance  of  most 
rporations  to  buy  one  is 
almost  forgivable. 
at  should  be  pointed  out  that. 

juite  recently,  the  corporate  jet 
tirj  'oblems  of  its  own. 
$  ange  was  limited.  With  the  fre- 
ph] !  refueling  stops  required  on 
ps,  the  time  saved  over  flying 
lercial  was  often  negligible, 
tt  Dace  was  at  a  premium.  Corpo- 
lircraft  were  narrow  and 
>ed.  Fill  one  with  eight  execu- 
fly  them  for  six  or  eight  hours 
istead  of  a  group  of  sharp, 
professionals  arriving  with  a 
of  purpose,  you  had  a  collec- 
:  tired  individuals  badly  in  need 
ng  nap  and  a  massage, 
arporate  jets  were  noisy.  In  fact, 
arge-cabin  intercontinental 
rate  jets,  only  the  Canadair 
nger  is  quiet  enough  to  be  well 
Federal  Air  Regulation  Part  36 
limits  for  1985. 
Drporate  jets  guzzled  fuel, 
the  forerunners  of  corporate 
ft  like  the  current  Falcons  and 
earns  were  conceived  fifteen 
renty  years  ago  respectively,  a 
of  jet  fuel  cost  less  than  a 


e  problem  being,  the  basic  de- 
f  the  airplanes  and  the  built-in 
for  large  amounts  of  fuel  that 
them  were  bequeathed  to 
lewest  offspring, 
liich  brings  us  to  the  one  corpo- 
t  that  not  only  solves  the  prob- 
Snherent  in  the  airlines,  but 
lithe  problems  inherent  in  the 
j  'ate  jet. 

C  e  Canadair  Challenger: 
It  will  fly  you  more 
nomically  and  in  greater 
omfort  than  any  other 
>  er continental  corporate 

jet  in  the  world. 
inlike  any  of  its  competitors,  the 
alair  Challenger  was  conceived, 


designed  and  built  from  scratch  in 
the  nineteen  seventies. 

Not  in  the  middle  of  a  go-go 
economy  with  no-digit  inflation.  But 
amid  the  gas  lines,  the  fuel  short- 
ages, the  tight  money,  the  increased 
Federal  regulation  and,  paradoxically, 
the  demand  for  greater  comfort  that 
came  twenty  years  after  those  early 
corporate  jets. 


Or  fly  from  Honolulu  to  Denver 
non-stop. 

Or  from  Washington  to  London 
non-stop. 

For  more  information  on  the  Can- 
adair Challenger,  call  James  B.  Taylor, 
President  of  Canadair  Inc.,  at  (203) 
226-1581.  Or  write  him  at  Canadair 
Inc.,  274  Riverside  Avenue,  Westport, 
CT  06880. 


It  should  come  as  no  surprise, 
therefore,  that  the  Challenger  aver- 
ages a  22%  lower  rate  of  fuel  con- 
sumption per  mile  than  the 
Gulfstream  III  and  virtually  the  same 
rate  of  fuel  consumption  per  mile  as 
the  far  smaller  Falcon  50  and  the  tiny, 
short-range  Falcon  20F. 

Yet  the  Challenger  is  bigger  than 
all  of  them  in  the  one  dimension 
most  critical  to  passenger  comfort 
and  a  realistic  working  environment: 
width. 

Measured  at  the  floor  line,  the 
Canadair  Challenger  is  roughly  30% 
wider  than  the  Gulfstream  III,  and 
48%  wider  than  the  Falcon  50. 

As  for  range,  the  IFR 
range  of  the 
Canadair  Challen 
makes  it  one  of  t 
corporate 
jets  in 

existence  that  can  cross  the 
Pacific  with  one  stop. 

Or  fly  from  New  York  to  the  Mid 
die  East  with  one  stop. 


He'll  undoubtedly  give  you  a 
great  deal  to  think  about. 

But  who  can  say? 

The  next  time  you  find  yourself 
struggling  down  some  endless  corri- 
dor with  your  briefcase  in  one  hand 
and  your  suit  bag  in  another,  trying  to 
catch  a  plane  that  might  or  might  not 
be  there,  the  whole  tableau  of 
travel— what  it  is,  what  it  should  be 
and  what  it's  doing  to  you— may,  with 
the  suddenness  of  some  last  new 
disappointment  flashing  on  a  depar- 
ture screen,  become  perfectly  and 
finally  clear. 


canadair 
chaiienqer 
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Kondratieff  who? 

Nikolai  Dimitriyevich  Kondratieff  evolved  faneiful  economic  theories 
and  died  in  a  Siberian  prison  camp.  So  why  is  Forbes  making  him  the 
cover  subject  in  this  issue?  Because  we  think  he's  news.  News?  A  man 
dead  nearly  half  a  century?  News  because  we  suspect  that  our  econo- 
my and  the  world's  may  be  at  a  turning  point  of  the  kind  that 
conventional  economics  cannot  deal  with  but  Kondratieff's  econom- 
ics can  perhaps  illuminate.  So,  let  Joe  Granville  jabber  and  Henry 
Kaufman  prognosticate  while  you  explore  with  us  the  ideas  of  a  man 
who  was  less  interested  in  what  would  happen  next  quarter  than  in 
where  history  was  taking  mankind.  ("Echoes  from  a  Siberian  prison 
camp"  starts  on  p.  164.) 

A  coauthor  of  the  Kondratieff  piece,  by  the  way,  is  Lawrence 
Minard,  our  European  bureau  manager.  Laury  is  something  of  a 
macroeconomist  himself,  being  coauthor  of  a  Forbes  feature  that 
broke  new  ground  in  economic  thinking  a  few  years  back.  The  piece 
was  entitled  "Inflation  is  now  too  serious  a  matter  to  leave  to  the 
economists"  and  it  ran  in  our  issue  of  Nov.  15,  1976.  In  his  brilliant 
bestseller,  Wealth  cuid  Poverty,  conservative  thinker  George  Gilder 
praised  the  Forbes  article  on  inflation  for  projecting  "familiar  phases 
of  the  business  cycle  onto  the  vast  historic  panorama  of  social  and 
institutional  change."  As  I  said:  To  us,  ideas  are  news,  more  so  than 
demonstrations,  political  speeches  or  flamboyant  personalities. 

Neither  hawk  nor  dove 

Don't  miss  Jean  Briggs'  interview  with  ex-Ambassador  to  Moscow 
Thomas  J.  Watson.  It  will  add  a  dimension  to  your  thinking  on  how  to 
avoid  World  War  III.  Page  41 . 

The  law  of 

unintended  consequences 

It  was  certainly  the  last  thing  its  members 
intended,  but  by  one  of  those  ironies  that 
some  people  call  the  law  of  unintended 
consequences,  OPEC  may  have  acciden- 
tally benefited  the  American  Indians.  In  a 
thoughtful  piece  that  begins  on  page  108, 
Executive  Editor  James  Cook  tells  how 
high  oil  prices  have  done  more  for  the 
American  Indians  than  all  the  do-gooders 
in  history.  Cook  got  involved  in  the  story 
pursuing  his  long-standing  interest  in  nat- 
ural resources.  Seemsnaturalresourcesare 
one  thing  Indians  have  plenty  of. 

A  sense  of  duty 

Thomas  Rowe  Price,  a  country  doctor's  son  who  never  took  a  single 
course  in  economics,  has  been  called  the  greatest  investment  mind  of 
this  generation.  Since  his  retirement  from  the  Baltimore  investment 
firm  that  bears  his  name,  Rowe  Price  has  written  a  number  of  articles 
for  Forbes,  each  accompanied  by  a  recommended  stock  portfolio. 
Readers  who  followed  his  advice  have  done  extremely  well.  Now  Price 
is  back  (p.  24^)  with  a  portfolio  that  contains  many  changes  from  his 
past  ones.  Though  seriously  ill  at  83,  he  poured  his  strength  into  this 
latest  contribution  for  no  other  reason  than  a  sense  of  duty  to  the 
investing  public.  Forbes  salutes  a  great  mind  and  a  spirited  gentleman. 


James  Cook 


Editor 
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f  you  make  a  month's  worth  of  copies  in  a  week, 
j  congratulations.  We  have  a  Saxon  just  for  you. 


When  a  lot  of  copying 
machines  are  beginning  to 
break  down,  the  Saxon 
SX  30  is  just  breaking  in.  It's 
a  work-a-holic.  It's  fast -first 
copy  time  is  only  6.5  seconds. 
After  that  it  pumps  out  30 
copies  a  minute.  It  copies  on 
plain,  ordinary  bond  paper, 
even  letterhead,  because  it 
uses  dry  toner. 

One  reason  the  SX  30 
turns  out  copy  after  copy  so 
dependably  is  that  it  features 
the  latest  in  microprocessor 
electronics.  Another  is  that 
Saxon  offers  a  short,  straight 
paper  path  from  start  to  finish. 

It  uses  dual  cassettes. 
Copies  on  four  paper  sizes  up 
to  11"x  17".  Has  a  stationary 
top  for  greater  productivity. 

So  call  Saxon  for  a  copier 
that  works  harder  than  your 
best  employee. 

1-800-526-7843. 

In  New  Jersey,  1-800-522-4503. 

Mail  to:  Saxon  Business  Products, 
13900  NW  57th  Court, 
Miami  Lakes,  Florida  33014 


Name/Title 


Company 


Street 


City/State/Zip 


(  ) 


Phone 


.  Saxon  and  SX  30  are  trademarks  of ' 
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Edited  By  John  A- Conway 


Inflation  and  bonds 

If  the  Treasury  isn't  bracing  for  long- 
term  inflation,  why  did  it  )ust  sell  a 
batch  of  20-year  bonds  at  15.75%? 
The  answer  seems  to  be  that  the  Trea- 
sury doesn't  want  to  do  anything  to 
confuse  bond  men,  whatever  the  cost 
to  taxpayers.  Index  bonds,  for  exam- 
ple, would  be  one  way  of  covering  for 
inflation  rate  changes.  But  outsiders 
would  interpret  that  to  mean  Wash- 
ington was  throwing  in  its  hand  on 
inflation,  says  Beryl  Sprinkel,  Under 
Secretary  of  the  Treasury,  who  also 
thinks  that's  a  foolish  view.  "I  don't 
look  at  it  that  way,"  he  says,  "but  my 
view  isn't  shared  unanimously  and  I 
can't  just  help  the  Secretary  set  policy 
based  on  what  I  believe.  We  have  to 
look  at  what  others  believe  too." 
Then  how  about  callable  bonds? 
That's  been  thought  of,  Sprinkel  says, 
but  "there  are  securities  frequently 
maturing  and  we  cannot  do  some- 
thing in  the  way  of  innovative  finan- 
cial techniques  that  would  in  any  way 
threaten  our  ability  to  do  our  job  in 
financing  the  debt."  Translation: 
With  the  debt  now  around  $1  trillion, 
that  means  the  Treasury  doesn't  want 
to  scare  those  bond  men. 


When  friends  fall  out 

In  modest  italics,  Lehman  Brothers 
Kuhn  Loeb  took  a  bow  last  month  tor 
its  role  ("The  undersigned  acted  as 
financial  adviser  .  .  .")  in  the  ongoing 
acquisition  of  San  Francisco's  Crock- 
er National  Bank  by  Britain's  Midland 
Bank  Ltd.  But  the  climate  in  the 
counting  houses  isn't  really  all  that 
benign.  The  same  newspapers  that 
displayed  Lehman's  tombstone-style 
paean  of  self-congratulation  also  car- 
ried news  stones  reporting  a  lawsuit 
by  Crocker  against  Lehman  and  oth- 
ers charging  that  the  big  Wall  Street 
house  had  "substantially  contributed 
to  the  success"  of  a  computer  com- 
pany's alleged  fraud  that  cost  a  whole 
group  of  financial  institutions,  includ- 
ing Crocker,  perhaps  $100  million  in 
losses.  Lehman  had  helped  the  com- 
puter firm  raise  money  for  a  series  of 
leasing  transactions  between  1978 
and  1980,  and  the  California  bank 
claims  the  Wall  Streeters  should  have 
known  something  was  wrong.  Leh- 
man, the  bank  charges  in  its  suit,  had 
"held  itself  out  to  Crocker  as  an  in- 
vestment banking  firm  that  would 
not  offer  or  recommend  an  issue  with- 
out having  thoroughly  investigated 
the  issue,  and  without  fully  disclosing 


all  material  risk."  Spokesmen  tor  Leh- 
man, Rockwell  International  and  the 
computer  firm's  lawyers,  all  named  in 
Crocker's  action,  withheld  comment. 


Shoulder  arms! 

The  Army  ought  to  holster  its  plan  to 
replace  the  trusty  .45  caliber  Colt 
automatic  with  a  new  9mm  handgun, 
Congress  thinks.  (The  Pentagon 
wants  a  weapon  that  can  handle  9mm 
ammunition,  the  NATO  standard.) 
The  price  of  the  proposed  new  gun — a 
substitute  for  418,000  .45s  and 
135,000  .38s  now  in  the  arsenal — was 
pushed  up  to  $400  a  copy  by  demands 
that  it  be  able  to  take  a  silencer,  use  a 
15-round  magazine,  have  safety 
catches  on  either  side  so  left-handers 
could  fire  it  and  be  light  enough  for 
women  warriors.  Total  cost  for  the 
590,000  XM-9s  the  Pentagon  wants: 
more  than  $200  million.  After  Con- 
gress asked  the  General  Accounting 
Office  to  check  it  out,  the  GAO  found 
an  Air  Force  armorer  who  converted  a 
Colt  .45  to  9mm  in  ten  minutes,  using 
$100  worth  of  parts,  and  a  contractor 
has  offered  to  do  the  job  at  $107  per 
pistol.  "This  is  one  of  the  least  neces- 
sary projects  as  I  see  it,"  commented 
New  York  Representative  Samuel 
Stratton,  usually  one  of  the  military's 
staunchest  friends.  In  a  recent  report 
the  congressman  recommended  that 
the  Army  write  specifications  for  a 
new  9mm  without  the  frills  and  con- 
sider simply  retooling  its  .45  caliber 
inventory. 


A  Buffett  brainstorm 

Warren  Buffett  of  Omaha,  who  has  as 
much  imagination  as  money,  has 
come  up  with  another  innovation.  He 
is  offering  the  1,500  shareholders  of 
his  Berkshire  Hathaway  Inc.  a  chance 
to  become  corporate  philanthropists. 
Backed  by  a  brand-new  ruling  from 
the  Treasury,  he  will  allow  them  to 
direct  the  corporation  to  donate  $2  for 
every  share  they  own  as  gifts  to  their 
favorite  charities.  If  every  stockholder 
does  so,  Buffett  estimates  that,  "very 
roughly,"  the  $2  million  in  designated 
contributions  will  reduce  Berkshire 
Hathaway's  net  by  about  $1  million, 
and  its  percentage  gain  in  annual  net 
worth  by  about  one-fourth  of  1%. 
(This  has  been  averaging  about  20%  a 
year.)  The  reason  for  the  offer,  he  ex- 
plains, is  to  allow  Berkshire  to  imitate 
more-closely  held  companies,  where 
the  owners  can  take  a  personal  role  in 
making  charitable  gifts.  "Wherever 


feasible,  I  believe  in  maintaining  such 
a  partnership  frame  of  mind,  even 
though  we  operate  through  a  large, 
fairly  widely  held  corporation.  Our 
Treasury  ruling  will  allow  such  part- 
nership-like behavior  in  this  area." 
The  Berkshire  Hathaway  chairman 
notes  carefully  that  "the  ruling  states 
there  will  be  no  personal  tax  conse- 
quences to  our  shareholders." 


Fast-food  law 

Need  a  lawyer?  Try  the  drugstore. 
That's  one  new  wrinkle  in  cut-rate 
legal  service,  as  a  group  of  Washing- 
ton, D.C.  attorneys  get  set  to  hang  out 
their  shingles  in  the  capital's  Virginia 
suburbs.  The  six-lawyer  group  will  op- 
erate in  three  Dart  Drug  stores  that 
claim  an  average  of  20,000  customers 
each  a  week.  Using  a  $50,000  ad  bud- 
get, the  partners  will  offer  discount 
wills  ($44),  uncontested  divorces 
($195)  and  other  services  via  discount 
coupons  in  Dart's  Sunday  advertising 
supplements.  "We  live  in  a  fast-food 
society,"  says  Mark  Zilberberg,  a  for- 
mer federal  lawyer  who  met  his  part- 
ners through  a  Washington  Post  want- 
ad.  "I  hate  to  call  this  fast-food  law 
but  I  think  we'll  get  a  lot  of  business 
from  people  who  are  intimidated  by  a 
visit  to  a  big  downtown  firm.  There 
are  no  McDonald's  in  law  and  we 
want  to  be  the  first."  On  the  West 
Coast,  Prudential  Insurance  is  prefer- 
ring even  lower-cost  law.  Since  Febru- 
ary the  Pru  has  been  advertising  to  tell 
Californians  who  want  legal  advice  to 
contact  their  friendly  local  Prudential 
agent.  The  latter  refers  them  to  a 
store-front  group  for  mail-order  wills 
at  only  $30. 


Computer  collections 

The  computers  are  closing  in.  The 
Internal  Revenue  Service  says  it  now 
matches  up  more  than  80%  of  inter- 
est and  dividend  payment  statements 
with  individual  1040s,  using  a  com- 
puter program  it  began  in  1975.  It  still 
cari'j  catch  them  all  because  smaller 
banks  still  send  in  paper  returns,  rath- 
er than  the  computer  tapes  used  by 
bigger  organizations,  and  the  service 
doesn't  have  the  manpower  to  match 
them  all  by  hand.  Still,  the  computers 
are  producing  about  $500  million  a 
year  in  extra  revenues  and  returning 
$4-to-$5  for  every  $1  spent  on  them. 
The  Treasury  has  been  complaining 
for  years  that  taxpayers — about  6%  of 
the  total — have  been  filing  incorrect 
data  on  dividends  and  interest  income 
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THE  MERRILL  LYNCH  TAX  DEFENSE -MAKING  TAX  DOLLARS  WORK  FOR  YOUR  RETIREMENT 


Effective  January  1, 1982,  anyone 
who  has  earned  income  will  be  eligible 
for  his  or  her  own  Individual  Retirement 
Account  (IRA),  even  if  you  are  already 
covered  by  another  retirement  plan 

You  may  set  aside  $2,000  each  year 
and,  if  you  are  self-employed,  you  may 
also  be  able  to  set  aside  $15,000  in  a 
Keogh  Plan,  for  a  total  of  $  17,000  tax 
deferred  each  year. 

That's  a  tremendous  tax  break.  And 
a  tremendous  opportunity  to  build  a 
,  substantial  nest  egg. 

For  example,  if  you  begin  your  retire- 
ment planning  at  age  35,  and  the 
$2,000  you  put  into  an  IRA  grows  at 
an  annual  average  rate  of  12%,  it 
becomes  $400,000  at  65.  The  $  15,000 
you  set  aside  in  Keogh  or  Simplified 
Employee  Pension  Plan  (SEP) 
(becomes  $3,000,000  in  the  same 
j period.  (These  are  hypothetical  rates 
jand  amounts.  Merrill  Lynch  believes 
khat  12%  is  a  reasonable  growth  rate, 
but,  of  course,  no  assurance  can  be 
jgiven  that  this  rate  will  be  achieved. 
»You  may  make  less  or  more  than  the 
[accumulation  shown,  depending  on 
[the  investments  you  select.) 


Don't  wait  until  January  1st.  These 
increases  in  tax  deferments  start  next 
year.  But  now  is  the  time  to  make 
plans  to  capitalize  on  them. 

If  you  already  have  an  IRA,  Keogh 
or  SEP  let  Merrill  Lynch  show  you  how 
you  might  improve  it,  right  now.  If  you 
won't  be  eligible  until  January  1st,  talk 
to  us  today  so  you  can  take  full  advan- 
tage of  these  new  benefits  as  soon  as 
they  are  available  And  especially,  if 
you  are  currently  eligible  but  do  not 
have  an  IRA,  Keogh  or  SEP  we  urge 
you  to  get  in  touch  with  us  immedi- 
ately so  you  can  capitalize  on  the 
opportunity  to  save  tax  dollarsfd/s  year 

A  crucial  question:  which  kind  of  IRA, 
Keogh  or  SEP  Account  should  you  open? 

All  IRA,  Keogh  and  SEP  Accounts 
are  not  alike.  There  are  many  varia- 
tions, some  quite  limited  in  their 
investment  options.  Merrill  Lynch 
opens  up  virtually  the  entire  range  of 
investment  opportunities  to  your  tax- 
deferred  money 

They  enable  you  to  tailor  a  plan  that 
best  suits  your  investment  needs.  You 
can  even  select  a  mix.  And  you  can 
change  your  investments  anytime  your 


goals  change  or  new  opportunities 
arise.  Choose  from: 

Growth  stocks  •  Speculative  stocks  • 
High-yield  stocks  •  Blue  chip  stocks 

•  Corporate  bonds  •  Convertible 
bonds  •  Discount  bonds  •  Lower 
grade  bonds  •  Covered  call  options 

•  Mutual  funds  •  Government  securi- 
ties •  Money  market  funds  •  Real 
estate  limited  partnerships  •  Cor- 
porate income  funds  •  Government 
agencies  •  Treasury  bills  •  Certificates 
of  deposit  •  Passbook  savings 
accounts  •  Annuities  •  And  more. 

This  unique  flexibility  is  part  of  the 
Merrill  Lynch  Tax  Defense  —your  all- 
out  offense  against  the  high  cost  of 
retirement.  Take  advantage  of  it  today 
Mail  the  coupon  or  call  for  complete 
information  Call  toll  free  Monday 
through  Friday,  8:30  a.m.  to  9:00  p.m. 
Eastern  Time,  800-526-3030,  ext.253. 
In  New  Jersey,  call  800-742-2900,  ext. 
253. In  Alaska  and  Hawaii,  call  the 
Merrill  Lynch  office  nearest  you. 


Merrill  Lynch 

Merrill  Lynch  Pierce  Fenner        Smith  Inc 

A  breed  apart. 


PLAN  NOW  TO 
TAKE  ADVANTAGE 
OF  THE NEW 
1981TAKLAW 

MERRILL  LYNCH  CAN  SHOW  YOU  HOW  THE  NEW  TAX  LAW  MAKES  IT  POSSIBLE 
TO  ACCUMULATE  $400,000-$3,000r000-OR  MORE, 
IN  YOUR  IRA  OR  KEOGH  PLAN,  AND  SAVE  ON  TAXES, TOO 


Mail  to:  Merrill  Lynch,  PO  Box  2021,  lersey  City,  N]  07303 

I'm  interested  in  an  IRA,  Keogh  or  SEP  Plan  that  truly  reflects  my  individual  needs 
and  goals 

□  Please  send  me  free  literature  on  IRA.  Keogh  and  SEP  Plans  I  am  eligible  now, 

□  I  will  become  eligible  for  an  IRA  Plan  beginning  lanuary  I,  1982  Please  send 
me  free  literature  so  I  can  plan  now  □  I  am  interested  in  transferring  my  present 
IRA,  Keogh  or  SEP  Plan  to  Merrill  Lynch 

Name  


1 


Address- 
Qty  


.State- 


Business  Phone  Home  Phone- 
Merrill  Lynch  customers,  please  write  name  and  office  address 
of  your  Account  Executive 


L 


 Zip  

ffice  address 


J 
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We'll  never  know  how  many 
ideas  have  been  lost,  or  chances 
missed,  because  they  were  simply 
never  noticed. 

But  at  Sperry,  were  deter- 
mined not  to  overlook  a  single  one. 

Staying  inventive  and  ahead 
in  a  technological  world  requires  a 
uniquely  human  skill. 

The  ability  to  listen. 

Which  is  why  we've  set  up 
listening  training  programs, 
worldwide,  for  Sperry  employees 
to  attend. 

In  computer  science,  defense 
and  aerospace,  where  new  sys- 
tems can  take  decades  to  develop, 
we've  found  the  best  way  to  meet 
tomorrow's  needs. 

Listen  well  enough  to  antici- 
pate opportunity,  long  before  it 
has  a  chance  to  knock. 


We  understand  how  important  it  is. 
to  listen. 

Sperry  is  Sperry  Univac  computers,  Sperry  New  Hollaml 

farm  equipment,  Sperry  Vickers  fluid  power  systems, 
and  defense  and  aerospace  systems  from  Sperry  division 
arul  Sperry  Flight  Systems. 

For  a  booklet  on  listening,  write  to  Speny,  Dept.  C6 
1290  Avenue  of  the  Americas,  New  York,  N.Y.  10104- 


Our  maximum 


commission  on 
a  hundred  a.  ■ 
share  trade  ■ 
is$25        1  i 


Discount  commissions 

As  an  independent  investor, 
you  appreciate  the  value  of 
making  your  trades  with 
minimum  commission  charges. 
You  want  to  be  charged  only  for 
the  services  you  need.  You  can 
enjoy  discount  commission  rates 
at  Rose  &  Company. 


Services  you  need 

As  an  independent  investor, 
you  want  fast,  accurate, 
objective  market  data  and  trans- 
actions. At  Rose  &  Company, 
you  benefit  by  talking  with 
salaried  Account  Representatives, 
trained  to  work  efficiently  and 
professionally. 


Compare  that  to  what  you  pay  now. 

Rose 

&comPany 

\\  INVESTMENT  BROKERS,  INC. 


BOARD  OF  TRADE  BUILDING  •  CHICAGO  ILLINOIS  60604 
CHICAGO     •     LOS  ANGELES     •  PITTSBURGH 

Member  New  York  Stock  Exchange.  Inc  and  Other  Principal  Exchanges 


Please  send  your  free  discount  trading  brochure. 


Fill  09 


Name 


Address 


City  State  Zip 

Member  Secunties  Investor  Protection  Corporation  (SIPCl 
Securities  held  in  customer  accounts  are  protected 
up  to  $500,000 

©1981  Rose&  Company  Investment  Brokers  Inc 


Nationwide  toll  free 

(800)621-3700 

Illinois  toll  free 

(800)  572-3188 

Chicago  area 

(312)987-9400 


mm 
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(and  sometimes,  no  data  at  all).  While 
President,  Jimmy  Carter  tried  to  have 
banks  and  other  payers  withhold 
taxes  on  payments  but  the  idea  died 
aborning.  Now  there  is  talk  on  Capitol 
Hill  about  taxing  "windfall"  interest, 
but  that  too  is  rated  an  idle  threat. 
This  year,  the  IRS  expects  to  pick  up 
about  $800  million  under  the  match- 
ing program  and  to  refund  about  $300 
million  to  taxpayers  who  reported  too 
much  interest  and  dividends.  When 
the  computers  were  switched  on  in 
1975,  the  service  hauled  in  $275  mil- 
lion in  extra  taxes  and  refunded  $94 
million. 


Don't  call  us 

The  U.S.  space  agency's  six-year,  $3.5 
million  plan  to  search  for  life  in  outer 
space  has  been  switched  off  by  earth- 
bound  congressional  budgeters.  The 
money  was  to  develop  radio  receivers 
and  computer  programs  to  check  ra- 
dio transmissions  from  the  beyond. 
"By  monitoring  individual  stars,"  ex- 
plained NASA's  Charles  Redmond, 
"scientists  could  discern  if  the  noise 
was  random  or  contained  evidence  of 
some  other  form  of  life.  It's  not  a 
facetious  or  comic  program.  It  offers  a 
high  likelihood  of  profound  results." 
Senator  William  Proxmire  (D-Wis.), 
who  led  the  charge  against  the  pro- 
gram, thinks  otherwise.  "It's  hard 
enough  to  find  intelligent  life  right 
here  in  Washington,"  he  says. 


The  happy  governors 

Although  most  governors  moan  that 
the  scheduled  25%  cut  in  federal  in- 
come taxes  over  the  next  three  years, 
will  slice  into  needed  state  revenues 
(because  their  income  levies  follow 
the  Washington  formula),  16  of  them 
could  end  up  with  more,  rather  than 
less,  money,  according  to  the  Feder- 
ation of  Tax  Administrators.  That's, 
because  these  states  allow  taxpayers 
to  deduct  federal  payments  before  tot- 
ting up  their  state  returns.  The  small- 
er the  federal  tax  bill,  the  smaller  the 
deduction,  and  presto!  more  money 
for  the  state's  coffers.  The  16  are  Ala- 
bama, Arizona,  Colorado,  Delaware, 
Iowa,  Kansas,  Kentucky,  Louisiana, 
Minnesota,  Missouri,  Montana, 
North  Dakota,  Oklahoma,  Oregon, 
South  Carolina  and  Utah.  Six  ofl 
them — Alabama,  Arizona,  Iowa,  Lou 
isiana,  Missouri  and  North  Dakota — 
also  permit  corporate  taxpayers  to 
make  the  same  deductions. 
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What  every 
investor  should 
recognize  about 
automatic  speech 

recognition. 


What  would  you  say  about  com- 
puters that  know  when  you're  talking 
to  them,  that  can  recognize  words, 
even  identify  your  voice  and  follow 
your  orders  to  a  "T"? 

That's  the  new  technology  of 
Automatic  Speech  Recognition— and 
just  imagine  its  applications. 

Airplane  pilots,  their  hands  busy 
durmcj  a  landing,  could  order  the 
planes  wheels  down— by  voice. 

Reservation  people 
for  a  hotel  chain  could 
continue  to  fill  out 
customer  information, 
while  asking  their 
computers  about  room 
availabilities. 

In  fact,  Automatic 
Speech  and  Speaker 
Recognition  has  count- 
less practical  uses,  civil- 
ian as  well  as  military. 

And  some  of  the 
most  advanced  work  in 
this  field  is  being  done 
right  now  in  our 
laboratories. 


1980  Highlights 

Sales  and 


revenues 
Net  income 


$23,818,715 
$894,326 


Current  Annual 
Dividend 

Rate  $2.60  per  share 


Stockholders 

1980  R&D 
expenditures 


214,000 


$1,116,000 


Note:  Dollars  in  thousands 
except  dividend. 


At  ITT,  we're  committed  to  high 
technology  as  evidenced  by  the 
amount  we  spend  on  research, 
development  and  engineering.  Over 
$  1  billion  a  year  (almost  half  of  it  funded 
by  ITT). 

And  equally  significant,  we've  also 
streamlined  our  organization  making 
each  one  of  our  companies  more 
responsive  to  individual  markets. 

It's  all  by  way  of  preparing  ITT  (and 
our  shareholders)  for 
the  emerging  opportu- 
nities we  see  in  the  80's 
and  90's. 

You  owe  yourself 
an  update  on  ITT. 
We'd  be  happy  to  send 
you  our  latest  annual  re- 
port, and  other  up-to-date 
information  about  us. 

Write:  Department 
of  Investor  Relations, 
International  Telephone 
and  Telegraph 
Corporation,  320  Park 
Avenue,  New  York, 
New  York  10022. 


Ill 
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Name  That  Thing 

What's  What:  A  Visual  Glossary  to  the  Physical  world. 


An  illustrated  guide  to  the 
names  of  everyday  objects 
and  their  parts,  this  com- 
prehensive, practical  vol- 
ume will  enable  you  to  say 
ferrule  (referring  to  the  top 
of  your  umbrella),  rather 
than  thingamajig-to  know 
what  really  is  what.  The 
guide  is  easy  to  use,  with 
1,500  illustrations,  plus  a 
16-page  color  insert.  End- 
less and  fascinating  fun  for 
anybody  who  cares  about 
the  language.  . 
By  Hammond.  530.00 

Plus:  FREE  BRENTANO'Sl 

1981  Holiday  Catalog  f 

Hundreds  of  unusual  gifts,  priced  from  $6.00  to  $700.00. 
Something  for  everyone.  Catalog  only  $1 .00,  or  FREE 
with  purchase  of  What's  What. 


BRENT ANOS  °TX'±L^SS""  """ 

Ledgewood,  NJ  07852 

Send  me  Copies  of  What  s  What  |#052106ZI  at  $30  00  each 

(Plus  $5  00  lor  shipping  and  handling)  iPlus  N  Y  Sales  Tax  where  applicable! 


.  I  Check  Of  money  order  enclosed  Card  Number  _ 
□  VISA   nMasterCard   DAm.  Ex.    Exp  Dale  


□  SEND  CATALOG  ONLY  (a  SI  00  leash  or  cnecxonly) 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York.  N  Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 
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Citv 


Zip 


•i  \ddress  Change 


Follow^Through 


Who's  smiling  now? 

John  J.  Veronis,  who  used  to  call' him- 
self an  "entrepreneurial  publisher," 
had  reason  to  smile  three  years  ago 
when  he  sold  his  million-circulation 
Book  Digest  to  Dens-  (ones.  The  price, 
Forbes  reported  then  (Oct  2,  1978), 
was  about  $10  million  in  cash,  and 
Veronis'  share  perhaps  $500,000.  For 
Peck's  Bad  Boy  of  publishing,  it  was  a 
comeback.  In  1974,  when  he  started 
Book  Digest ,  Veronis  and  his  partners 
were  recovering  from  what  he  called 
"a  major  disaster"  that  resulted  when 
they  tried  to  convert  Saturday  Review 
into  a  four-magazine  empire,  lost  $15 
million  and  ended  up  bankrupt. 

But  while  Veronis  could  smile  then, 
Dow  Jones  has  had  small  cause  to 
chuckle  over  Book  Digest  since  buying 
it.  The  first  pause  came,  says  Don 
Macdonald,  vice  chairman  of  Dow 
Jones,  when  they  got  their  purchase 
home  and  "opened  up  the  bag."  Ver- 
onis had  hyped  his  monthly  to  a  mil- 
lion circulation  with  a  barrage  of 
sweepstakes  that,  Macdonald  says, 
were  "not  in  harmony  with  other 
Dow  Jones  products.  We  consider  our- 
selves a  prestige  publishing  house."  So 
the  publisher  of  the  Wall  Street  Journal, 
Barron's,  community  newspapers, 
textbooks  and  business  titles  had  to 
turn  a  new  page.  Last  January  Book 
Digest's  circulation  rate  base  was  cut  to 
400,000  to  focus  it  on  the  top-drawer 
customers  Dow  Jones  considers  its 
real  market.  That,  Macdonald  says, 


John  J.  Veronis 
Why  is  this  man  smiling? 


was  recognition  of  the  circulation 
problem.  This  month  Dow  Jones  gave 
recognition  to  the  financial  problem, 
chopping  $9.4  million  from  the  good- 
will value  on  the  books,  reducing  it 
from  $12.7  million  to  $3.3  million. 
The  result  was  a  drop  in  third-quarter 
net  of  12%,  to  $13.1  million.  Even 
with  that  writedown,  however,  Dow 
Jones  expects  its  full  1981  earnings  to 
show  the  same  increase  it  enjoyed 
during  the  last  two  years,  when  year- 
to-year  net  went  up  15%. 

As  for  Book  Digest,  the  company 
foresees  an  aftertax  loss  this  year  of 
$1.7  million,  20%  less  than  1980's  red 
figure.  And  it  hopes  to  work  the  loss 
down  another  notch  next  year.  Dow 
Jones  still  feels,  Macdonald  says,  that 
it  bought  "a  solid  and  sound  concept" 
from  Veronis.  Next  time,  however,  it 
will  probably  look  in  the  bag  first. 
And,  if  it's  any  consolation,  while 
Veronis  did  push  his  Digest  to  1  mil- 
lion circulation,  it  never  showed  a 
profit  for  him,  either. 

How  to  beat  a  takeover 

"I'm  pure  overhead,"  J.  Frank  Leach 
told  Forbes  last  year  (Aug.  18,  1980), 
but  the  60-year-old  president  of  Ar- 
eata Corp.  was  kidding.  Even  with  the 
recession,  he  was  then  expecting  his 
seventh  straight  year  of  record  profits. 
This  year  he  made  it  eight  straight 
when  the  Menlo  Park,  Calif,  company 
rolled  up  revenues  of  $763  million  and 
earnings  of  $57.3  million  from  its  red- 
wood logs  and  lumber,  its  printing 
operation  (second  largest  in  the  U.S.) 
and  its  line  of  600  paper  and  plastic 
products,  ranging  from  egg  cartons  to 
fast-food  containers,  plus  a  hefty  $26 
million  from  Uncle  Sam. 

Despite,  or  perhaps  because  of, 
those  rosy  numbers,  however,  Leach 
had  worries  he  couldn't  kid  about. 
The  stock  market  had  pegged  Areata 
shares  below  their  book  value,  and  the 
$26  million  from  Washington  was 
part  of  an  assured  flow  of  cash  result- 
ing from  the  federal  government's  de- 
cision to  take  over  vast  tracts  of  Arca- 
ta's  redwood  trees  for  national  park- 
land. And  that  prospect,  Forbes 
commented,  "makes  already  healthy 
Areata  look  like  an  even  juicier  take- 
over target." 

Leach  has  solved  that  by  arranging 
the  takeover  himself.  He  and  other 
top  managers  are  principals  in  a  new 
group  that  is  buying  the  company  for 
$330  million.  And  Leach  is  ticketed 
to  be  its  new  chairman,  if  stock- 
holders approve  the  deal  in  a  vote 
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J  /  'rank  [.each 

Got  a  problem?  Solve  it  yourself. 

expected  for  next  January. 

The  new  company  will  be  formed 
by  Kohlberg,  Kravis,  Roberts  ck  Co., 
the  New  York  investment  bankers 
and  leveraged-buyout  specialists. 
Shareholders  should  get  $37  a  share, 
plus  rights  to  two-thirds  of  what  Ar- 
eata will  get  from  the  federal  govern- 
ment for  its  trees,  a  sum  the  company 
expects  will  reach  $200  million. 

A  small  group  of  Areata  sharehold- 
ers have  sued  (they  think  the  price  is 
too  low),  so  Leach's  lawyers  have 
muzzled  him.  If  he  still  likes  to  joke 
about  being  "pure  overhead,"  at  least 
now  he  will  be  his  own  overhead. 

Mitsui  in  the  middle 

For  two  years,  Japan's  Mitsui  trading 
company  has  been  trying  to  extricate 
itself  from  a  $3.8  billion  fiasco  in  Iran. 
First,  when  Mitsui's  huge  petro- 
chemical complex  was  85%  finished 
(at  a  cost  overrun  of  $1  billion),  the 
mullahs  overthrew  the  Shah,  and 
project  Bandar  Shahpur  became  Ban- 
dar Khomeini  (Forbes,  Oct.  15,  1979). 
A  year  later,  Mitsui  got  another  infu- 
sion of  Japanese  bank  loans,  plus 
grudging  agreement  from  Tokyo  to 
make  the  plant  a  "national  project," 
thus  entitling  it  to  government  mon- 
ey (and  a  government  voice  in  future 
decisions).  Then  came  the  Iran-Iraqi 
war  and  Baghdad's  bombers  blew  up 
the  heart  of  the  complex,  a  300,000- 
ton  ethylene  plant  (Follow-Through, 
Nor.  10,  19HO).  Mitsui  is  now  begging 
the  Iranians  to  take  on  all  future  fi- 
nancing, but  the  imams  insist  on  keep- 
ing the  deal  a  joint  venture.  With  Teh- 
ran's economy  in  chaos  and  the  war 
with  Iraq  dragging  along  like  a  Noh 
play,  Mitsui's  national  project  looks 
more  and  more  like  a  national  disaster. 


Compare  Radio  Shack's 
Top-of-the-Iine  TRS-80 
Model  III  Word  Processor 
With  IBM"  and  Wang. 

Just  check  the  chart  and  you'll  see  why  Radio  Shack  comes  out  on  top! 
When  you  buy  Radio  Shack's  TRS-80  system,  you  get  a  powerful  word 
processor,  complete  with  a  fast  printer  and  SCRIPSIT  —  the  finest  word 
processing  program  available  for  a  personal  computer.  A  TRS-80  lets 
your  secretary  electronically  prepare  your  memos,  letters  and  reports. 
Text  is  corrected  and  revised  right  on  the  video  screen.  Correction-free 
"originals"  can  then  be  printed  at  almost  500  words  per  minute!  And 
from  the  chart,  you  can  see  that  Radio  Shack  —  and  only  Radio  Shack  — 
includes  a  self-paced  training  course  on  audio  cassette  tape  that  quickly 
turns  typists  into  word  processing  professionals! 


FEATURE 

TRS-80 
Model  II 
SCRIPSIT 

IBM 

Dis- 
play- 
writer® 

Wang- 
writer® 

Block  Move/Duplicate 

Yes 

Yes 

Yes 

Full  Headers  and  Footers 

Yes 

Yes 

Yes 

Automatic  Decimal  Tab 

Yes 

Yes 

Yes 

Automatic  Word  Wrap 

Yes 

Yes 

Yes 

Automatic  Centering 

Yes 

Yes 

Yes 

Automatic  Pagination 

Yes 

Yes 

Yes 

Background  Printing 

Yes 

Yes 

Yes 

Daisy  Wheel  Printer 

43  char. 

/sec. 

40  char, 
/sec. 

20  char, 
/sec. 

Disk  Storage  Capacity 

350K 
chars, 
/disk 

264K 
chars, 
/disk 

240K 
chars, 
/disk 

Optional  Applications 
Software 

Acct, 
DBMS, 

Stat., 
&  more 

No 

No 

Audio  Training  Course 

Yes 

No 

No 

Approximate  Price 

$6297 

$8995 

$6400 

Other  TRS-80  Word  Processing  Systems  Start  As  Low  As  $2952.95 

We  support  what  we  sell!  TRS-80  Model  II  is  available  at  over  550 
Computer  Centers  and  selected  Radio  Shack  stores  nationwide.  Leasing 
plans  are  available,  as  are  two  service  plans.  Ask  for  a  no-obligation 
demonstration  and  see  how  word  processing  can  work  for  you!  There  may 
be  a  short  wait  for  delivery,  but  at  only  $6297  for  the  entire  system,  it's 
well  worth  it!  For  more  information,  write  Dept.  82-A-104,  1300  One 
Tandy  Center,  Fort  Worth,  Texas  76102. 

Radio  /hack 

The  biggest  name  in  little  computers® 

Retail  prices  may  vary  at  individual  stores  and  dealers. 
Dispiaywriter  is  a  trademark  oflBM  Corp.  Wangwricer  is  a  trademark  of  Wang  Laboratories,  Inc. 
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Westin  Hotels  gives  you  the  graceful  exit. 


Check  out  without  waiting  with 
American  Express  Card  Express  Service 
and  check  in  without  worrying. 

Express  Service5"  doesn't  just  guarantee  you 
a  fast  exit,  but  a  graceful  exit.  One  with  no 
waiting.  No  worries.  Just  ask  for  it  when 
you  call  to  make  an  American  Express® 
Card  Assured  Reservation5"  at  Westin 
Hotels  (formerly  Western  International). 

When  you  check  in,  just  show  the 
American  Express  Card.  Sign  your  name. 
Pick  up  your  key.  And  your  "Express 
Check-out"  envelope.  Then  head  for  the 
comfort  of  your  room. 

Hello  Westin 

Unpack  and  unwind  in  the  warmth 
and  hospitality  of  your  Westin  hotel. 
You're  sure  to  enjoy  the  experience.  After 
all,  Westins  are  grand  hotels.  Very  grand. 
Hotels  like  The  Plaza  in  New  York.  The 
Westin  St.  Francis  in  San  Francisco.  And 
The  Westin  Peachtree  Plaza  in  Atlanta. 

There's  a  saying  that  the  only  bad 
thing  about  staying  at  a  Westin  hotel  is 
that  eventually  you  have  to  leave.  But 


then  with  American  Express  Card  Express 
Service,  even  that  is  a  pleasure. 

Good-bye  Westin 

Just  place  your  key  in  the  "Express 
Check-out"  envelope.  Fill  out  the  check- 
out form  inside.  Drop  it  off  at  the  front 
desk.  And  depart.  Your  receipt  will  be 
mailed  to  you  within  three  working  days. 

For  an  American  Express  Card 
Assured  Reservation,  just  call  your  travel 
agent.  Or  in  the  continental  U.S., 
800-228-3000.  In  Canada,  800-268-8383 
(Toronto,  368-4684).  Then  not  only  can 
you  get  Express  Service,  but  with  an 
Assured  Reservation  you're  guaranteed  a 
room.  Even  if  you  arrive  hours  after  your 
check-in  time*  If  your  plans  change,  call 
Westin  before  6  pm  their  time,  (4  pm 
at  resorts)  to  get  a  cancellation  number  so 
you  won't  be  billed. 

Ask  for  American  Express  Card 
Express  Service  at  any  Westin  in 
the  continental  U.S.  or  Canada 
And  check  out.  Gracefully. 

Don't  leave  home  without  it. 


Cards 
Welcome 


*And  should  a  room  not  be  available  when  you  arrive,  Westin  will  pay  for  your  room  at  a  comparable  hotel,  transportation  there,  and  a  phone  call. 


Readers  Say 


Westin  Hotels 


UNITED  STATES 
Atlanta 

The  Westin 
Peachtree  Plaza 
Boston 

The  Westin 
(July  1983) 
Chicago 

The  Westin 
Cincinnati 

The  Westin 
Costa  Mesa, 
Orange  County,  CA 
The  Westin  South 
Coast  Plaza 
Dallas 

The  Westin 
(Early  1983) 
Detroit 

The  Westin 
Detroit  (Southfield) 

Michigan  Inn 
Hawaii,  Honolulu 
(Waikiki) 

The  Westin  Ilikai 
Hawaii,  Maui  (Wailea) 
The  Westin  Wailea 
Houston 

The  Westin  Galleria 
The  Westin  Oaks 
Kansas  City,  MO 
The  Westin 
Crown  Center 
Los  Angeles 
Century  Plaza 
The  Westin 
Bonaventure 
(Downtown) 
SJew  York 

The  Plaza 
(Philadelphia 

Bellevue  Stratford 
Phoenix 
The  Arizona 
Biltmore 
1  (Portland,  OR 

The  Westin  Benson 
"an  Francisco 
The  Westin  Miyako 
The  Westin 

St.  Francis 
eattle 

The  Westin 
ulsa 
Williams  Plaza 
/ail 
The  Westin 

(November  1982) 
Washington,  D.C. 
The  Mayflower 
ANADA 
Calgary 

The  Westin 
idmonton 

The  Westin 
Montreal 
The  Westin 
Bonaventure 


Ottawa 

The  Westin 
(August  1983) 
Toronto 

The  Westin 
Vancouver 
The  Westin 
Bayshore 
Winnipeg 
The  Westin 

DENMARK 

Copenhagen 

Hotel  Scandinavia 

EL  SALVADOR 

San  Salvador 

Camino  Real 

GUATEMALA 
Guatemala  City 

Camino  Real 

HONG  KONG 

Kowloon 

Shangri-La 

JAPAN 

Kyoto 

Miyako 
Tokyo 

Takanawa  Prince 
Tokyo  Prince 

KOREA 

Pusan 

Chosun  Beach 
Seoul 

The  Chosun 

MEXICO 

Acapulco 

Las  Bnsas 
Cancun 

Camino  Real 
Guadalajara 

Camino  Real 
Ixtapa/Zihuatanejo 

Camino  Real 
Mazatlan 

Camino  Real 
Mexico  City 

Alameda 

Camino  Real 

Galeria  Plaza 
Puerto  Vallarta 

Camino  Real 
Saltillo 

Camino  Real 

NORWAY 

Oslo 

Hotel  Scandinavia 

PHILIPPINES 

Manila 

Philippine  Plaza 

SINGAPORE 

Raffles  City  (1985) 
Shangri-La 

SOUTH  AFRICA 

Johannesburg 

The  Carlton 


Don't  blame  us! 

Sir:  You  criticized  government  loan 
guarantees  ("The  Real  D.C.  Villain," 
Sept.  28).  Some  80%  have  assisted  vet- 
erans and  other  families  to  purchase 
homes.  Surely  no  government  pro- 
gram has  provided  as  many  benefits  at 
so  little  cost  as  have  loan  guarantees. 
Reducing  them  will  contribute  to  our 
economic  problems,  not  reduce  them. 
— Donald  E.  Smith 
Chief  Economist, 

National  Rural  Electric  Cooperative  Assn. 
Washington,  D  C 

Sir:  You  mention  the  Farm  Credit 
Administration  as  being  one  of  the 
agencies  which  contribute  to  govern- 
ment "off  budget"  programs.  Our  bor- 
rowings are  not  a  part  of  the  "off 
budget"  borrowing  of  the  federal  gov- 
ernment and  are  essentially  no  differ- 
ent from  any  other  independent  orga- 
nization going  to  the  money  market 
for  capital. 
— Maurice  Russell 
Vice  President-Field, 
Federal  Intermediate  Credit  Bank 

of  Omaha 
Mitchell,  S.Dak. 

Here  is  how  the  Office  of  Management 
&  Budget  describes  such  agencies:  "Gov- 
ernment sponsorship  differentiates  them 
from  completely  private  institutions.  They 
have  been  given  special  preferences  and 
certain  tax  exemptions,  and  their  securi- 
ties may  be  offered  as  investments  of  fed- 
erally regulated  institutions.  These  ad- 
vantages give  [them]  a  prefetred  position 
in  the  credit  markets. " — Ed. 


Unintentional  thrill 

Sir:  Re  your  article  on  Consolidated 
Natural  Gas  ("  'I  like  being  charged  by 
water  buffalo,'  "  Oct.  12).  To  protect 
my  standing  among  "safari  friends," 
the  African  buffalo  is  a  Cape  buffalo, 
not  a  water  buffalo.  Further,  while  a 
buffalo  (Cape)  charge  is  a  thrill  after 
the  fact — one  does  not  intentionally 
precipitate  such  an  action. 
— G.J.  Tankersley 
Chairman, 

Consolidated  Natural  Gas  Co. 
Pittsburgh,  Pa. 


Sticks  to  bikes 

Sir:  Reading  about  your  motorcycle 
visit  to  Scotland  (Fact  and  Comment, 
Aug  17)  reminds  me  that  while  some 


of  you  old  fellows  have  taken  to  riding 
your  gurgling  Harleys,  some  of  your 
more  youthful-minded  friends  still  be- 
lieve in  self-propelled  locomotion. 
Mrs.  Reed  and  I  have  spent  our  last 
three  summer  vacations  in  England 
and  France  on  bicycle  trips.  This 
snapshot  was  taken  on  our  trip  from 
Le  Croisic  to  Paris. 
—John  S.  Reed 
Chairman  and  CEO, 
Santa  Fe  hidustries,  Inc. 
Chicago,  111 


Don't  blame  philosophy 

Sir:  Re  Peter  Drucker's  treatment  of 
business  ethics  ("Ethical  Chic,"  Sep/. 
14).  Is  it  not  conceivable  that  the 
Lockheed  payer  was  as  much  or  more 
the  initiator  of  the  "extortion"  than 
the  All-Nippon  payee?  Were  the  elec- 
trical apparatus  conspirators  possibly 
less  conspiratorial  and  more  slothful 
humans  who  sought  personal  and  cor- 
porate gains  that  required  little  risk, 
effort  and  energy? 

If  the  answers  describe  a  behavorial 
as  opposed  to  a  philosophical  lapse, 
the  solution  lies  not  in  the  "mirror," 
but  in  the  person  who  peers  into  it 
and  in  the  society  that  spawned  and 
shaped  his  or  her  values  and  conduct. 
— Daniel  T.  Carroll 
Ann  Arbor,  Mich. 

Sir:  Drucker  says,  "There  was  very 
little  difference  between  Lockheed's 
paying  the  Japanese  and  the  pedestri- 
an in  New  York's  Central  Park  hand- 
ing his  wallet  over  to  a  mugger." 

If  the  pedestrian  did  that  for  the 
privilege  of  selling  something  in  the 
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RCA  puts 
business  phones 
in  a  whole  new  light. 


WM  ffe  MM  Telephone 
ImWMlSystems 

A  Communications  Tradition 
on  the  Move. 


RCA's  worldwide  resources  and  on-the- 
spot  telephone  service  can  slash  your 
company's  phone  bill.  Read  on  and  find 
out  why  we've  converted  over  600,000 
phones  to  RCA  reliability. 

We'll  replace  your  present  phone 
system.  No 
down  pay- 
ment. No 
separate 
installation 
charge.  You'll  have 
an  RCA  system, 
custom-tailored  to 
your  needs,  that 
will  probably  cost 
you  a  lot  less  than 
you're  paying 
now.  RCA  rates  are 
nflation-proof ! 

No  rate  hikes  for  the 
ife  of  your  lease.  And, 
at  the  expiration  of  your  ' 
lease,  you  can  own  the 
entire  system  for  just 
$1.00!* 

Count  on  RCA,  a  most  respected 
name  in  communications,  to  give  you 
the  most  advanced  equipment  available. 

Count  on  trained  RCA  telephone 
systems  specialists  —  right  in  your 
neighborhood  —  to  give  you  fast 
delivery.  And  on-the-spot  24-hour 
service.  We'll  be  there  when  you  need 
us,  now  and  years  from  now. 

RCA.  The  inflation-proof  alternative. 
Call  (609)  665-5273  or  mail  the  coupon 
today.  And  start  seeing  business 
phones  in  a  whole  new  light. 

*$150  in  California:  • 


Readers  Say 

park  that  would  be  a  fair  comparison, 
but  he  did  it  for  fear  of  his  life. 

— Don  S.  Valente 
Westchester,  III. 


Saudis  don't  sit  on  it 

Sir:  In  Trends  (Oct.  12)  it  is  suggested 
that  the  $100  million  at  20%  interest 
daily  invested  by  the  Saudis  will  dou- 
ble in  five  years.  Compounded,  such 
money  would  actually  double  in  a  little 
less  than  four  years.  Do  they  not  rein- 
vest the  earned  interest/dividends? 
— William  R  Schwartz 
Briar  cliff  Manor,  NY 


Armchair  entrepreneurs 

Sir:  Your  Aug.  3  cover  article,  "Have 
you  got  what  it  takes?"  brought  back 
bittersweet  memories.  I  spent  the  bet- 
ter part  of  1980  writing  a  business 
plan  and  raising  venture  capital  for  a 
high-technology  startup.  After  it  was 
over  (the  company  was  funded  but  I 
am  no  longer  associated  with  it),  I 
realized  that  out  of  the  50-plus  ven- 
ture capital  people  I  met  during  that 
period,  only  2  stood  out  for  hard- 
earned  business  experience.  The  rest 
were  a  bunch  of  business  school  bo- 
zos, most  of  whom  had  never  raised 
venture  capital  themselves. 

A  tip  for  the  would-be  entrepreneur: 
Make  sure  that  your  investors  mea- 
sure up  to  your  high  standards.  Other- 
wise, being  your  own  boss  won't  be 
nearly  as  fulfilling. 
—John  C.  McPhail 
Salt  Lake  City,  Utah 


I  RCA  Service  Company 

i  A  Division  of  RCA 

I  Telephone  Systems  Marketing 

|  Bldg.  203-3,  Route  #38,  Cherry  Hill,  N.J  08358 

Tell  me  more  about  RCA's  inflation-proof  Telephone  Systems. 

j 

l  Name  


K-266 


Title. 


✓ompany 


_State 


_Phone. 


We're  not  nowhere 

Sir:  You  said  that  Joanna's  restau- 
rant, to  which  you  gave  questionable 
high  marks  (Fact  and  Comment,  Sept. 
14),  is  located  "Nowhere,"  just  be- 
cause it's  on  East  18th  Street.  You,  as 
a  longtime  corporate  resident  of  No- 
where (at  West  12th  Street),  disap- 
point me  with  your  midtown  provin- 
cialism. Nowhere  is  catching  the  eye 
of  midtowners,  including  us.  (Nov.  13 
we'll  be  moving  into  our  newly  ren- 
ovated offices  at  114  Fifth  Avenue.) 
Tenants  are  escaping  the  lunacy  of 
midtown  rents. 
— Richard  S.  Seclow 
President, 
Geer,  DuBois  Inc. 
New  York,  NY. 
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The  new  895: 
the  best  of  our 
best-selling  copiers 
in  one  copier. 


Our  new  895  combines  the  best  features  of  the  best-selling  Savins  in  a  single 
copier.  Document  feed  of  the  880.  Reduction  capability  of  the  790.  And  the 
short  paper  path  and  reliability  of  all  Savin  copiers. 

You  can  copy  on  just  about  any  paper  size.  Microprocessor  and  self  diagnos- 
es will  politely  warn  you  if  anything  is  wrong.  Smart?  Of  course,  that's  how 
you  get  to  be  a  best-seller.  ■  ■■  ■■■■  m  — 

sai/in 


in  and  Savin  logotype  are  registered  trademarks  of  Savin  Corporation 
81  Savin  Corporation.  Valhalla.  N  Y  10595 


Swissair  passengers  have  the  advantage 
of  Zurich  and  Geneva  airports. 


Experienced  travelers  know  airports 
differ  dramatically.  Some  they  avoid 
whenever  possible.  But  a  few  make  down 
to  earth  sense. 

Like  Zurich  and  Geneva.  They  maxi- 
mize time  with  Swiss  precision.  The  ILS 
system  (opposite),  a  sophisticated  elec- 
tronic guidance  system  used  by  Swiss 
airports  and  Swissair,  simplifies  smooth 
landings  even  under  the  most  extreme 
weather  conditions. 

And  travelers  find  the  same  precision 
on  the  ground.  Because  Zurich  and 
Geneva  airports  were  designed  on  a 
human  scale,  to  accommodate  people 
just  as  well  as  they  accommodate  planes. 
Every  convenience  is  within  a  short  walk 
—  places  to  sleep  and  shower,  four- star 
restaurants,  specialty  boutiques,  meeting 
rooms  —  even  an  international  pharmacy. 

There's  also  the  unique  advantage  of 
"Fly-Baggage."  Swissair  passengers 
leaving  Switzerland  can  check  their  bags 
through  to  their  final  destination  at  the 
local  train  station  in  any  town.  And  for- 
get about  them  until  they  reach  their 
Swissair  gateway. 

Whether  travel  plans  take  you  to 
Switzerland  or  anywhere  else  in  Europe, 
Africa,  the  Middle  East,  the  Far  East  or 
South  America,  take  advantage  of  Zurich 
and  Geneva  airports. 

They  make  time  fly. 

Swissair  departs  worldwide  from 
New  York,  Boston,  Chicago,  Toronto 
and  Montreal. 

Call  Swissair  or  your  travel  agent. 


Swissair 


•  em 
ir 


Here  are  some  traveling  times  from  the  farthest  gate  to: 


Minutes:  (Zurich  Airport) 

12       3       4  5 

I  t  I  I  I  L 
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Bank 

Duty-free  Shop 

International  Pharmacy 

Restaurant 

Jewelry/Watch  Shop 

Inform 

Mion  Counter 

t 
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A  little  more  than  a 
generation  ago,  it  was 
strictly  a  neighborhood 
business. 

Today,  it's  the  fastest- 
growing  sector  of  the 
American  economy. 


In  simpler  times,  service  was  a 
simpler  affair.  But  today's  society  is 
far  more  complex.  And  so  are  the 
needs  filled  by  the  service  sector. 

Service  used  to  be  a  straightforward 
affair.  We  depended  on  small  local 
businesses.  Or  did  it  ourselves.  It  worked 
fine.  And  sometimes,  still  does. 

But  not  for  everyone.  Times  have 
changed.  And  so  has  service.  In  fact, 
few  industries  have  ever  grown  so  fast 
in  so  short  a  time.  As  the  country's 
largest  service  company,  ARA  has  led 
the  way. 

How?  By  turning  the  service  busi- 
ness into  a  profession  -  service 
management 

Service  management  is  many 
things.  It's  the  knowledge, 
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DECAUSE  THE  WORLD 
WILL  NEVER  OUTGROW 
ITS  NEED  FOR  SERVICE 


skills,  and  resources  behind  every 
service  ARA  provides.  It's  planning. 
Marketing.  Training.  Scheduling.  Cost 
and  quality  control.  All  backed  up  by 
the  most  advanced  information  pro 
cessing  technology. 

Service  management  is  also  ARA's 
unique  ability  to  understand  the 
similarities  that  underlie  all  the  varied 
jobs  we  do. 

But  most  of  all,  it's  remembering) 
that,  no  matter  how  demanding  the 
need,  no  matter  how  complex  the 
solution,  our  business  still  depends  on 
person-to-person  contact. 

We  may  serve  ten  million  people 
a  day,  but  we  still  serve  them  one 
at  a  time.  Just  like  in  the  old 
neighborhood. 


Health  Care  Services 

Textile  Rental  and 
Maintenance  Services 
Food  and  Refreshment  Services 
Transportation  Services 
Distributive  Services 


At 
into 


cover  t 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


ECONOMISTS'  UNANIMITY  THAT  BAD  BUSINESS  IS  AHEAD 

is  the  most  reassuring  news  possible.  It's  very  un- 
likely that  this  will  be  the  one  time  they're  right. 

CUTS  ALONE  WON'T  KEEP  THE  DEFICIT  FROM  SOARING 

It's  now  time  to  recognize  the  unpalatable  but  inescap-  spur  development,  distribution,  use  of  such  alternatives  as 

able  necessity  for  more  federal  revenue.  The  Administra-  coal  and  atomic  power.  Remember,  'twasn't  exhortation 

tion  won't  lose  face  facing  up  to  this  painful  truth.  or  patriotism  per  se  that  so  remarkably  lessened  our  waste 

Done  right,  even  some  degree  of  good  can  come  of  it.  of  oil;  the  soaring  cost  did  it. 

A  tax  of  5%  or  10%  on  imported  oil  would  not  only  bring       Taking  back  some  of  the  unplanned  tax  goodies  given  to 

in  from  $3  billion  to  $6  billion  annual  revenue,  but  would  get  Speaker  O'Neill's  votes  (and  his  goat)  is  certainly  called 

further  spur  several  very  encouraging  new  means  of  getting  for  by  economic  circumstances  unforeseen  at  the  time  of 

billions  more  barrels  of  oil  from  old  fields.  It  would  also  that  lavish  bidding  for  political  prestige — by  both  parties. 

RANTINGLY  STRIDENT  RELIGIOUS  FUNDAMENTALISTS 

now  literally  rule  a  country — Iran.  That's  something  to  be  kept  in  mind 
when  exposed  on  TV  and  radio  to  some  of  our  Brimstone  Voices.  Raining 
intolerance  is  a  constitutional  right;  reigning  is  totally  something  else. 

THE  MOST  POWERFULLY  SOBERING  RESPONSE  TO  SADAT'S 

murder  would  be  the  elimination  of  that  murder-trainer,  say,  Syria. 

the  murderous  Qaddafi.  Forced  from  the  world  scene  though,  he  must  be — in  due 

As  Idi  Amin  escaped  to  Libya,  it  is  conceivable,  course,  which,  in  his  case,  could  be  better  referred  to  as  due 

.though  hardly  likely,  that  Qaddafi  could  take  refuge  in,  course  long  past  due. 

AS  SHERLOCK  HOLMES  SAID,  "IT'S  ELEMENTARY,  MY  DEAR  WATSON" 

Until  an  evil  ex-CIAer  started  publishing  the  names  and  penalty,  the  more  secure  our  country  will  be. 
locations  of  some  of  our  undercover  intelligence  agents,       And  while  on  that  subject,  consider  the  fact  that  our 

resulting  in  the  assassination  of  some  and  blowing  the  otherwise  very  valuable  Freedom  of  Information  Act 

cover  of  the  others,  I  don't  think  any  American  realized  doesn't  exempt  from  its  disclosure  requirements  the  files 

there  was  no  law  against  this  form  of  murder.  The  swifter  of  the  CIA  or  the  FBI  or  other  obviously  essential  secret 

Congress  makes  such  disclosure  a  crime  with  the  highest  agencies.  Can  you  imagine  anything  more  asinine? 
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Even  the  U.S.S.R.  couldn't  have  done  better  in  poking  making  it  illegal  for  the  U.S.  to  know  what  those  who 

out  the  eyes  and  ears  of  U.S.  intelligence  than  we  have  would  destroy  us  are  up  to  or  are  capable  of,  challenges 

done  by  these  supreme  bits  of  unintelligence.  belief. 

Placing  restrictions  on  our  intelligence  forces,  in  effect  And  threatens  the  Free  World's  survival. 

'TIS  SAID  THERE'S  NOTHING  MORE  PERISHABLE 

than  yesterday's  newspaper,  but  here  are 
two  full-page  advertisements  that  have  a 
far  longer  impact. 

The  Raytheon  picture  and  caption 
make  it  impossible  not  to  read  the  brief 
message  that  succinctly  points  out  an 
important  Raytheon  capability. 

This  one  in  a  series  of  messages  from 
United  Technologies'  CEO  Harry  Gray 
appeared  a  couple  of  weeks  before  Rea- 
gan's speech  on  the  subject  of  crime.  You 
can  read  its  potent  wording  on  the  Other 
Comments  page. 


impjniili'. 


REGRET  ANECDOTE 


In  explaining  that  a  hectic  schedule  and  a 
gamut  of  responsibilities  made  it  impossible 
for  him  to  join  us  on  a  trip  to  a  West  Point 
football  game,  Henry  Walker,  CEO  of  one  of 
Hawaii's  most  successful  businesses,  AMFAC, 
wrote: 

"I  applied  for  marital  permission  to  obtain  a 
motorcycle  and  I  was  sharply  shut  off.  No 


strongly  against  the  venture,  as  he  knew  she 
would  be.  He  amusingly  describes  the  conver 
sation  with  her  on  the  subject.  They  were 
flying  across  the  Atlantic  to  Paris  on  a  plea- 
sure trip.  They  had  had  two  martinis  and 
were  holding  hands  like  the  devoted  couple 
they  are. 

"He  said,  'Dear,  I  am  thinking  of  sailing  our 


dice.  I  am  reminded  of  William  Buckley's  charming  book    ship  across  the  Atlantic  next  summer.' 
about  sailing  across  the  Atlantic  in  his  schooner  with  his       "Her  reply  was,  'If  you  do,  I  will  leave  you.'  He  went  on 
son  and  friends  several  years  ago.  Mrs.  Buckley  was    to  say, 'So  far,  so  good.' " 


BOOKS 


EACH  THIEF 
PASSING  BY 

E.M.  SWIFT 


Each  Thief  Passing  By— by  E.M. 
Swift  (Little,  Brown  &  Co., 
$12.95).  The  hero,  of  Old  West 
character,  refuses  $18  million  for 
his  small  ranch  astride  a  rich  coal 
seam,  thus  jeopardizing  his  neigh- 
bors' chance  to  get  their  gobs,  too. 
It  could  only  happen  in  a  novel,  but 
this  Swift-moving,  sharply-written 
tale  makes  it  all  seem  real. 

Excerpt:  "I  never  forgot  nothin'  about  that  Johnstown 
Flood,  and  I'm  old  enough  where  I've  forgot  most  things. 
Nine-years  old — and  I  made  it  to  that  tree  and  lived.  I 
moved  in  with  my  Aunt  Cornelia  on  my  ma's  side,  who 
was  married  to  the  Reverend.  Them  were  lean  years  for  a 
growin'  boy.  Kept  talkin'  on  how  that  flood  was  the  work 
of  the  Lord,  cleanin'  up  the  sin.  Well,  Johnstown  had  its 
share,  but  I  say  bullfeathers  to  that,  sir.  That  flood  was 
the  work  of  some  jackass  engineer.  ..." 


Shrinklit^ 

Somt  of  the  worlds  lowering  fiuafcy 
cua  down  to  size 


ShrinkLits — by  Maurice  Sagoff 
(Workman  Publishing,  $3.95). 
Somehow  I'd  missed  earlier  best- 
seller editions  of  this  witful  wee 
paperback  containing  "70  of  the 
world's  towering  classics  cut 
down"  to  34-minute  reading 
time.  To  wit: 

Excerpt:  "Catcher  in  the  Rye" 

School  was  crummy, /Classmates 
mean.lHolden  Caulfield.lAged 
sixteen, /Dropped  out  to  the  New  York  scene. 

There  he  wanderedJSorrow's  sonJOvergrownlBut  under- 
done, Seared  by  girls.  .  .  it  wasn't  fun. 

Broke,  disheartened, IHome  he  slid, ISister  Phoebe, l(Perky 
kid),IBuoyed  him  up,  she  really  did. 

Only  for  the/Moment,  though-JDown  the  skids/Alas,  he'll 
go, Handing  in  a  shrink  chateau. 

Ah,  what  tormentlMust  be  hislWho  GoddamnslBut  feels, 
Gee  WhizllYouth  is  rough — it  really  is. 
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RESTAURANTS-GO, 


,  STOP 


The  Saloon— Broadway  at  64th  St.  (874-1500).  Even 
if  you're  not  attending  some  performance  at  Lincoln  Cen- 
ter, this  extraordinarily  imaginative,  big,  vibrant  place 
should  be  well  up  on  your  list.  The  most  wide-ranging  of 
cuisines  and  combinations  are  served  in  generous  and 
tasty  proportions.  Too  bad  its  popularity  has  taken  the 
waiters  off  their  skates. 

Salta  in  Bocca— 179  Madison  at  33rd  St.  (Tel:  684- 
1757).  Despite  one  of  the  best  carbonara  pastas  in  New 
York  and  most  friendly,  efficient  service,  this  somewhat 
out-of-the-way  restaurant  is  only  if  you  should  happen  to 
be  out  that  way. 

John  Clancy's  Restaurant — 181  West  10th  St. 
(Tel:  242-7350).  The  acme  of  Greenwich  Village  elegance, 
which  is  quite  some  acme.  The  menu  of  fresh  seafood  is 
mostly  excellent,  the  desserts  as  rich  as  the  fee. 

•  The  Cafe  at  Lord  &  Taylor— 39th  St.  and  Fifth 
Ave.,  fifth  floor  (Tel:  391-3344).  If  the  merchandise  were 


on  a  par  with  the  food,  there'd  be  no  waiting  line  at  the 
restaurant.  And  if  these  tea  sandwiches,  salads  and  des- 
serts are  "ladylike,"  I  don't  know  what  ladies  like. 

•  Rusty's— 1271  Third  Ave.,  (Tel:  861-4518).  Met  hit- 
ter Rusty  Staub's  on  First  with  his  spare-rib  specializing 
restaurant  on  Third — Avenue,  that  is.  Jock  names  and  fans 
abound,  along  with  jocular  service.  Another  rarity:  food 
and  prices  are  equally  moderate. 

*    *  * 

•  Maxim's — This  Paris  restaurant  has  been  bought  by 
Pierre  Cardin,  and  if  his  fashions  were  as  out  of  it  as  his 
restaurant  has  become,  he  certainly  couldn't  have  afforded  to 
buy  it.  Service  continues  to  waver  between  surly  and  snobby. 
More  than  a  decade  ago  we  suggested  that  three  stars  from 
Michelin  for  this  prime  tourist  exploiter  were  that  guide's 
most  singular  travesty.  Two  years  ago  they,  too,  agreed. 
Cardin's  long  suit  is  style.  Maybe  he  can  restore  some  to 
Maxim's  before  franchising  more  Maxim's. 


THE  VERY  BEST  RESTAURANTS 

here  and  around  the  world  have  humidors  containing 
the  finest  available  cigars  for  their  customers.  So  what 
does  that  say  about  those  eateries  that  forbid  'em? 


WHEN  YOU'RE  OLD  ENOUGH 

for  no  one  to  say  not  to  eat  all  the  sweets  you  want,  do. 


IF  YOU'RE  TOO  BIG  FOR  YOUR  BRITCHES 

get  a  bigger  pair. 


WHAT'S  A  TRILLION  DOLLARS? 


By  M.S.  Forbes  Jr. 


The  Reagan  Administration  is 
counting  heavily  on  manipulating 
the  money  supply  as  a  means  of 
restoring  economic  stability.  By 
gradually  slowing  money  growth,  it 
figures  it  will  reduce  inflation  and 
bring  down  interest  rates.  After  all, 
inflation  is  caused  by  too  much 
money  chasing  too  few  goods. 

But  stabilizing  the  economy  via 
the  money  supply  may  be  an  impos- 
sible task.  One  enormous  difficulty 
that  hasn't  received  sufficient  at- 
tention, for  instance,  is  the  phe- 
nomenon of  Eurodollars,  dollars  that 
are  outside  the  U.S.  No  one  knows 
the  size  of  this  market.  Estimates 
range  from  $500  billion  to  $1.5  tril- 
lion. Yet  most  of  these  greenies  are 
not  included  in  the  money-supply 
yardsticks  that  U.S.  officials  rely  on 
to  conduct  monetary  policy. 

The  money  supply  number  that 
financial  markets  eagerly  await 
each  Friday  afternoon — Ml-B — in- 
cludes not  a  penny  of  these  renegade 
greenbacks.    Broader-based  mea- 


sures, such  as  M2  and  M3,  include 
only  a  fraction. 

The  importance  of  Eurodollars  is 
not  academic:  A  U.S.  company  can 
now  borrow  them  with  the  punch  of 
a  button  and  spend  the  proceeds  in 
the  U.S.  It  can  just  as  easily  lend 
cash  to  the  Euromarket  for  as  short 
a  time  as  24  hours.  A  growing  num- 
ber of  companies,  including  utili- 
ties, have  used  the  Euromarkets  this 
year  to  sell  their  bonds. 

Because  the  Eurodollar  market 
has  not  been  covered  in  the  tradi- 
tional economic  texts,  financial  ex- 
perts really  don't  know  how  to  treat 
it.  The  tendency  is  to  overlook  its 
importance  when  it  comes  to  do- 
mestic monetary  policy,  to  put  it  in 
the  economic  profession's  version 
of  "miscellaneous." 

But  this  fast  growing  trillion-dollar 
loophole  raises  fundamental  ques- 
tions as  to  whether  the  Federal  Re- 
serve or  other  central  banks  can  fine 
tune  their  domestic  money  supplies: 
It  is  so  easy  to  move  massive  sums  of 
money  from  one  spot  to  another 
beyond  the  reach  of  regulators. 


Attempts  to  establish  effective 
controls  have  been  largely  futile.  If, 
say,  Nassau  or  the  Cayman  Islands 
cracked  down  on  banks  that  book 
loans  there,  the  business  would 
readily  flow  elsewhere. 

Our  lack  of  ability  to  control 
money  supply  is  not,  of  course,  sim- 
ply because  of  the  Euromarkets. 
There  are  domestic  equivalents  as 
well,  the  most  notable  being  money 
market  funds  whose  $160  billion 
aren't  included  in  Ml-B  either. 

Hence  the  confusion  about  the 
posture  of  the  Fed  (see  "Not  so  fast, 
Mr.  Sprinkel,"p.  252). 

The  implications  of  all  this  for 
investors  are  serious.  On  the  mone- 
tary front,  the  Administration  is  re- 
lying on  instruments  and  policies 
that  are,  to  put  it  gently,  unreliable. 
Which  means  that  the  instability, 
volatility,  of  our  finanical  markets 
won't  go  away  anytime  soon. 

As  the  present  unworkability  of 
monetary  policy  becomes  more  ap- 
parent, President  Reagan  will  likely 
consider  an  answer  to  which  he  has 
always  been  sympathetic — gold. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.-MSF 


Coal  Shoals 

Today  there  are  only  three  prob- 
lems with  coal:  Federal  leasing  policy 
makes  it  illegal  to  get  near  the  coal; 
the  Mine  Safety  Administration 
makes  it  illegal  to  mine  the  coal;  the 
EPA  makes  it  illegal  to  burn  the  coal. 
—Dr.  John  J.  McKetta,  World  Oil 

Crime  and  Punishment 

There's  a  major  crime  committed 
in  America  at  the  rate  of  1  every  3 
seconds.  A  murder  every  24  minutes. 
A  robbery  every  68  seconds.  An  as- 
sault every  51  seconds.  A  burglary  ev- 
ery 10  seconds.  A  theft  every  5  sec- 
onds. The  odds  are  narrowing  that 
you  will  be  a  victim  of  a  bodily  or 
property  assault. 

But  the  person  who  commits  a 
crime  has  only  a  l-in-5  chance  of  be- 
ing arrested,  and  a  1 -in- 100  chance  of 
going  to  jail.  Our  criminal  justice  sys- 
tem is  inadequate.  Perhaps  Lady  Jus- 
tice should  trade  in  her  blindfold  for 
an  eyepatch.  The  eye  with  the  patch 
would  retain  impartiality  for  the  ac- 
cused, but  the  other  eye  would  look 
for  ways  to  protect  you. 

— message  by  Harry  Gray,  CEO, 
United  Technologies 
(see  Fact  and  Comment,  p.  26) 

Stealing  Our  Secrets 

Among  the  computer  and  electron- 
ics firms  clustered  in  Silicon  Valley — 
the  region  between  Menlo  Park  and 
San  Jose,  Calif. — the  Soviet  Union  is 
boldly  and  methodically  stealing  some 
of  America's  most  vital  technological 
secrets.  By  using  front  men,  spies  and 
freelance  thieves,  the  Soviets  are  lay- 
ing hands  on  plans,  computer  chips, 
electronics  components  and  an  array 
of  other  equipment  with  important 
military  and  industrial  applications. 
Concedes  a  frustrated  agent  of  the 
Federal  Bureau  of  Investigation: 
"They  are  winning.  The  Soviets  are 
taking  our  technology  out  of  here  in 
truckloads." 

The  Soviets  are  trying  especially 
hard  to  close  a  gap  that  has  given  the 
U.S.  a  military  edge  in  the  electronics 
field. .  .  .  For  instance,  U.S.  equipment 
obtained  on  the  sly  has  improved  the 
accuracy  of  Russian  missiles  aimed  at 
the  U.S.  It  also  helped  the  Soviets 
develop  "killer  satellites"  and  modern- 
ize obsolete  radar  systems. 


The  government  should  move  swift- 
ly to  set  up  special  units  patterned  after 
federally  organized  strike  forces  al- 
ready working  successfully  in  other 
criminal  areas,  says  Theodore  Wu,  the 
federal  prosecutor  in  Los  Angeles.  But 
even  that  may  be  too  little  too  late. 
Commented  a  U.S.  Customs  Service 
official:  "What  we  have  is  a  sieve." 

—by  Orr  Kelly, 
U.S.  News  e)  World  Report 

A  "Master"  A  Plant? 

The  licensing  and  building  of  nucle- 
ar plants  .  .  .  now  takes  a  decade  or 
more.  Part  of  the  reason  is  the  indus- 
try practice  of  designing  each  plant 
differently.  That  requires  a  complicat- 
ed, lengthy  review  of  each  site. 

— Wall  Street  journal 

The  Poor  Taxpayer 

From  1965  to  1976  the  amount  of 
government  money  spent  for  "social 
welfare"  functions  exploded  from  $77 
billion  a  year  to  more  than  $33 1  bil- 
lion— an  increase  of  better  than  $250 
billion.  If  we  had  taken  this  $250  bil- 
lion increase  and  simply  given  it  to  the 
25  million  poor  people,  we  could  have 
given  each  and  every  one  of  them  an 
annual  grant  of  $10,000 — which  for  a 
family  of  four  is  an  income  of  $40,000  a 
year.  We  could  have  made  all  those 
poor  people  relatively  rich.  But  we 
didn't.  So  where  is  the  money?  Promi- 
nent among  those  receiving  such 
funds  are  people  that  ponder  methods 


of  helping  poor  people  or  administer 
government  programs  that  allegedly 
render  services  to  them. 

So  to  the  extent  that  we  increase 
funding  for  such  programs,  we  are  ac- 
tually transferring  money  from  people 
who  are  relatively  poor — the  taxpay- 
ers— to  people  who  are  relatively 
rich — people  who  work  for,  or  with, 
the  government. 

— William  E.  Simon, 
A  Time  for  Action 


I  don't  for  the  life  of  me  un- 
derstand why  people  keep 
insisting  marriage  is 
doomed.  All  five  of  mine 
worked  out. 

— a  character  in  Sauce  for  the  Goose, 
by  Peter  De  Vries 


Injudicious  Observation 

I  don't  think  [increasing  the  Court's 
membership  to  ease  the  workload  for 
each  Justice]  would  solve  the  problem. 
Life  on  the  Court  would  have  been  a 
lot  simpler  for  me  if  I  had  no  col- 
leagues at  all. 

— Potter  Stewart, 
retired  Supreme  Court  Justice 

No  More  Brady  Days  Off 

While  I  was  on  vacation  they  dug  up 
Lee  Harvey  Oswald,  raised  the  price 
of  stamps,  fired  Joe  Torre,  revived  the 
B-l  bomber  and  the  Rolling  Stones, 
decided  that  ketchup  was  not  really  a 
vegetable  and  put  a  woman  on  the 
Supreme  Court.  I'm  glad  I  was  only 
gone  12  days. 

— James  Brady,  New  York  Post 


"He  said  if  we  don't  let  him  in,  he'll  huff  and  he'll  puff  and 
he'll  fill  up  our  whole  house  with  cigar  smoke. " 
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NO  COMPUTER 
EVER  TAUGHT  ITSELF 

HOW  TO  RIPOFF 
H  <^OUR  COMPANY. 


SYSTEM  2190  MAKES 
SURE  YOUR  COMPUTER 
DOESNT  ESCAPE  AUDIT. 


Every  day,  computers  create  new  opportunities  for  business. 
And  new  potential  for  crime. 

Why?  Because  computers  are  complex.  And  transactions  are  stored  in  machine  language.  So 
they're  hard  to  check. 

But  they  don't  need  to  be. 

Peat  Marwick  has  a  new  software  package,  System  2190,  that  lets  you 
get  inside  the  computer  to  make  sophisticated  inquiries  and  get  quick 
answers  to  your  questions. 

With  System  2190,  for  example,  you  might  ask  the  computer  to  isolate 
individuals  with  above-average  overtime  pay. 

Or  to  verify  that  files  aren't  being  used  when  they  shouldn't  be. 
Or  to  highlight  an  abnormal  number  of  correction  entries,  usually  a  signal  that  something 
is  wrong, 

In  short,  System  2190  is  an  effective  management  tool  for  improving  computer  security  by 
enabling  your  internal  auditors  to  audit  the  computer  itself. 

It  can  also  be  used  to  extract  information  for  sound  business  decisions. 

For  detailed  information  on  this  innovative  new  system,  we  suggest  you  contact  your  local 
Peat  Marwick  office. 

Do  it  today.  Because  achieving  computer  security  could  be  the  first  step  toward  achieving 
another  form  of  security. 
Peace  of  mind. 

PEAT,  MARWICK,  MITCHELL  &  CO. 


State 
of  the  art 

vs. 

planned 
obsolescence. 


When  buying  a  typewriter,  what  should  you  choose— electric  or  elec- 
tronic? Which  will  give  you  the  most  for  your  money?  Which  is  the  most  tech- 
nologically advanced? 

The  answer  to  all  of  these  questions  is  electronic. 

Electronic  VS  Electric. 

Electric  typewriters  are  designed  with  1960s  technology.  Electronic  is 
todays  state  of  the  art.  And  there  are  lots  of  reasons  why: 

1.  Electronic  typewriters  help  increase  productivity.  Because  many  of  the  once 
"manual"  functions  are  done  automatically 

2.  Electronic  typewriters  have  fewer  moving  parts... fewer  parts  to  break  down. 

3.  Electronic  typewriters  have  daisy  wheel  printers.  So  each  document  has  a 
professional  look.  And  they're  quiet. 

Which  electronic  to  choose? 


Olivetti  is  the  only  company  that  offers  a  full  line  of  electronic  type- 
writers. So  you  only  pay  for  the  typing  power  and  automatic  features  you 


need.  No  more.  No  less.  Olivetti  offers  5  electronic  typewriters  to  choose  from. 
And  they' re  all  operator-friendly.  Because  all  functions  are  clearly  marked  on 
the  keyboard. 

Olivetti's  line  begins  with  an  electronic  portable  typewriter— and  ends 
with  an  electronic  typewriter  so  sophisticated,  its  a  word  processor— that  fits 
on  your  secretary's  desk.  So  whatever  your  typing  needs,  somewhere  in 
Olivetti's  complete  line  of  electronic  typewriters  is  a  machine  that's  just 
your  type. 


State  of  the  art  electronic  typewriters 

A  leading  company  in  electronics. 
Olivetti  has  installed  millions  of  typewriters.  Does  business 
'n  over  100  countries.  Has  29  factories.  53,000  employees. 
¥\nd  one  of  the  biggest  service  systems  in  the  business 
—technical-support  people  in  major  cities.  And 
dealers  in  every  state  that  sell  and  service 
(Olivetti  products.  The  fact  is,  Olivetti 
:s  one  of  the  top  companies 
n  electronics.  Worldwide. 


FB-11/9 


□  I'd  like  a  demon- 
stration of  Olivetti's  elec- 
tronic typewriters. 
□  I'd  like  more  information  about 
Olivetti's  full  line. 
□  I'd  like  some  information  about  type- 
riter  supplies. 


Company 


Address 


Phone 


1981  Olivetti  Co 


Mail  to:  Olivetti  Corporation,  155  White  Plains  Road,  Tarrytown.  New  York  10591 

if  you're  a  tough  customer 

orporation  mm 


$399  unlimited  travel 

Liberty  Fare  Get  3_15  days  of  uni,mite 

travel  anywhere  USAir  flies  in  the  U.S.  for  one  inclusiv 
fare!  Just  $399  for  adults,  $249  for  children  2-11.  Tickd 
must  be  purchased  7  days  prior  to  departure. 


Save  50% 

Savings,  savings  everywhere!   Saturday  Flight  Sale 


A/herever  you're  going,  whether  for  business  or  for 
)leasure,  USAir  offers  numerous  discount  fares.  Here's 
ust  a  sample  of  some  of  the  discount  fares  we  offer: 


Save30%to50% 

iljper  SaVer  Save  30%  off  our  roundtrip  full 
loacn  fare  every  day  on  every  flight  to  every  U.S.  city 
ve  serve.  Accompanied  children  2-11  save  50%.  Tickets 
nust  be  purchased  14  days  in  advance  (7  days  be- 
ween  selected  cities).  You  can  return  as  early  as  the 
irst  Sunday  or  stay  up  to  60  days! 


Travel  anytim 

on  Saturday  with  the  return  portion  of  your  roundtri 
flight  starting  before  12:01  p.m.  on  Sunday— the  ne 
day,  or  no  later  than  the  first  available  flight  on  Sunda 
You  can  fly  anywhere  in  our  system  except  Florid 
Arizona  and  Atlantic  City.  Tickets  can  be  purchase 
anytime  prior  to  departure. 


Sove33V3% 

Senior  Saver  Any  person  65  years  of  ag" 

or  older  can  save  every  day.  Fly  anywhere  in  the  U 
on  USAir  and  stay  up  to  one  year! 


Save  25% 


flexible  Flier  Save  25%  off  our  roundtri p 

ull  Coach  fares  on  available  flights  departing  between 
':30  a.m.  and  2:30  p.m.  and  between  8:00  p.m.  and 
:00  a.m.  Just  buy  your  ticket  anytime  prior  to 
lepatture.  Fly  anywhere  in  our  U.S.  system  with  no 

ninimum  stay  requirement. 


Seating  may  be  limited,  and  some  restrictions  m£ 
apply.  Slightly  different  restrictions  may  apply  for  travi 
to/from  Canada.  Fares  and  discounts  are  subject  i 
change  without  notice. 

For  more  information,  see  your  travel  agent  or  Cc 
USAir  today! 

The  savings  start  here  on  USAir! 


Fly  the  USA  on 


What's  Ahead  for  Business 


France  shrugs, 
Germany  glowers 


. . .  and  Japan 
keeps  on 
shipping 


The  dollar 
will  (gulp) 
remain  strong 


CAN  TRADE  WAR  BE  AVERTED? 

The  world's  major  exporters  could  be  heading  for  a  prolonged, 
nasty  trade  war  that,  because  of  differing  temperaments  and  tactics, 
will  be  hard  to  contain  and  harder  to  moderate.  The  causes:  lingering 
inflation  and  recession  in  virtually  every  major  trading  nation. 

In  France,  where  industrial  production  is  down  7%  and  inflation 
is  running  at  close  to  14%  this  year,  the  Socialist  government  of 
Francois  Mitterrand  is  committed  to  extending  social  programs,  which 
will  keep  inflationary  pressures  high,  and  to  preserving  jobs,  which  will 
build  pressures  to  protect  home  markets.  While  they  like  inflation  no 
more  than  anyone  else,  the  French  traditionally  muster  an  insouciant 
shrug  as  they  grapple  with  it.  Moreover,  a  weak  franc  helps  France  (the 
world's  fourth-largest  exporter)  compete  in  foreign  markets. 

J 

In  Germany  the  inflation  rate  is  officially  reported  to  be  running  at 
only  5.7% .  Nevertheless,  and  no  surprise  given  the  national  memory,  it 
has  powerfully  depressed  the  national  mood.  Consumers  are  chary  and 
business  is  holding  back  on  capital  spending.  As  a  result,  industrial 
production  is  down  by  1%  this  year.  For  Germany,  the  world's  second- 
largest  exporter,  there  will  be  a  tendency  to  cut  production  in  foreign 
plants  and  manufacture  internally. 

While  France  shrugs  and  Germany  glowers,  lapan  ships.  Industri- 
al production  there  is  up  1.9%  this  year,  and  inflation  is  running  no 
better  than  Germany's.  But  the  Japanese,  the  world's  third-largest 
exporters,  believe  the  way  to  beat  inflation  is  to  boost  economic 
activity  and  thereby  bring  down  unit  costs.  Its  home  market  cannot 
absorb  the  flow  of  goods,  so  .  .  .  still  more  pressure  to  export  precisely 
when  the  other  big  exporters  are  desperately  trying  to  do  the  same. 

Japan  has  been  under  sustained  pressure  to  put  realistic  restraints  on 
its  exports  and  to  open  its  home  market  to  foreign  goods.  The  paucity 
of  results  on  both  counts  will  add  a  self-righteous  note  ("self  defense!") 
to  protectionist  efforts  elsewhere. 

Including  in  the  U.S.  Markets  abroad  are  not  nearly  so  important  to 
the  U.S.  as  a  whole  as  they  are  to  the  other  major  exporters,  but  a 
stepped-up  foreign  invasion  of  domestic  markets  will  drive  unions, 
politicians  and  affected  businesses  to  demand  protection.  Free  trade 
will  inevitably  lose  further  ground. 

Declining  exports  and  rising  imports  lead  to  widening  deficits  in 
U.S.  balance  of  trade  accounts,  leading  in  turn  to  a  piling  up  of  dollars 
abroad.  Normally  this  would  weaken  the  dollar.  Not  so  this  time. 
Given  the  new  uncertainties  in  Europe  and  the  Middle  East  and  the 
ongoing  recession  in  Europe,  the  dollar  investments  should  be  attrac- 
tive and  the  currency  should  remain  strong.  That's  good  news,  of 
course,  for  U.S.  efforts  to  lower  its  inflation  rate,  since  it  will  reduce 
the  cost  of  imports.  But  it's  more  bad  news  for  U.S.  exporters,  and  for 
already  battered  U.S.  auto  workers,  whose  output  will  continue  to 
compete  poorly  with  Japanese  imports.  Under  the  circumstances, 
demands  for  quotas,  duties  and  anti-dumping  rulings  are  going  to  get 
louder  and  louder. 
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The  Forbes  Index 
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Bad  news  on  the  way?  The  latest 
Forbes  Index  is  unchanged  from  the 
previous  month.  However,  three 
components  of  the  September  index 
indicate  a  recession  might  be  immi- 
nent. Industrial  production  fell  0.8% 
and  new  housing  starts  were  off 
sharply.  There  was  also  a  slowdown 
in  the  growth  of  retail  sales.  Unless 
the  other  five  index  components 
contribute  large  gains,  the  Septem- 
ber index  is  likely  to  be  lower. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data  The  last  14  months'  data 
for  each  series  is  presented  at  right. 


The  Forbes  Index  Components 
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ell  International  know-ho 
21st  Century  avionics  for 
the  new  generation  of  jetliners. 


When  Boeing  engineers  developed  the  new 
fuel-efficient  757  and  767  jetliners,  they  naturally 
wanted  a  new  generation  of  advanced-technology 
avionics.  Their  choice:  Collins  avionics  from 
Rockwell  International. 

Our  Collins  avionics  provide  the  naviga- 
tion, communications,  and  flight  control  systems 
for  virtually  all  U.S. -built  jetliners.  The  new  digital 
avionics  developed  by  our  Electronics  Operations 
an  fewer  flight  delays  for  passengers,  and  lower 
ting  costs  and  fuel  savings  for  the  airlines. 


These  sophisticated  systems  will  be  used  into  the 
21st  Century. 

In  Electronics,  we're  a  worldwide  leader 
in  microwave  transmission  systems,  data  and  voice 
switching  equipment  and  microelectronic  devices. 
And  we  build  defense  products  and  systems  for 
strategic  programs  of  the  highest  national  priority. 

Electronics  is  one  of  the  vital  businesses  at 
Rockwell  International,  a  $7  billion  worldwide, 
multi-industry  company.  We're  at  the  leading  edge 
of  technology  in  our  other  principal  businesses  as 


Our  Rocketdyne  Division  builds  the 
reusable  main  engines  for  the 
Rockwell-built  Spafe  Shuttle. 
Rocketdyne  technology  has  designed 
and  built  the  engines  for  every 
American  manned  space,  mission 
since  Apollo. 

Our  Auto-Adjust™  Turbo-Meter: 
This  "state-of-the-art" gas  metering 
device  automatically  checks  and 
adjusts  its  own  accuracy. 

The  advanced  SQHP™  Axle: 
designed  to  provide  up  to  a  million 
miles  of  service  while  saving 
weight  for  greater  payload  in 
heavy-duty  trucks. 


veil:  Automotive,  Aerospace  and  General 
ndustries. 

Furthermore,  to  manage  these  technologies, 
ve've  developed  systems  that  are  as  advanced  as  the 
echnologies  themselves. 

We've  put  the  right  engineering  and  man- 
facturing  teams  together  with  the  right  manage- 
ent  to  meet  many  of  the  world's  unprecedented 
hallenges. 


If  you  are  interested  in  any  of  the  products  of 
Rockwell  International  or  want  to  learn  more  about 
us,  write:  Rockwell  International,  Department  815R-3, 
600  Grant  Street,  Pittsburgh,  PA  15219. 


Rockwell  International 


...where  science  gets  down  to  business 


Automotive  /Aerospace 
Electronics /General  Industries 


Without  its  graphics, 

the  HP-85  would  just  be  a 
great  computer. 


The  HP-85 ...  20  lbs.  of  professional 
computing  power  that  can  help  you  find  solu- 
tions to  your  business  problems.  But  that's  not 
all.  The  HP-85  can  also  help  you  express  your 
solutions  in  a  clear,  concise  manner  with  HP's 
amazing  graphics  capability. 

Reports  and  presentations  take  on  an  art 
department  quality,  without  art  department 
costs.  Your  ideas  are  convey  ed  with  speed, 
accuracy,  and  impact. 

At  the  touch  of  a  key.  complex  data 
become  immediately  understandable.  How 
does  the  HP-85  do  it?'  Easy.  As  part  of  an  HP 
Series  80  graphics  system,  the  HP-85  turns 
numbers  into  pie  charts,  bar  charts  and  line 
graphs ...  in  minutes.  With  a  plotter  you  can 
create  brilliantly  colored  graphs  and  text  on 
paper  or  overhead  transparencies. 


The  HP-85 
Personal  Computer 

and  HP-7225B 
Graphics  Plotter. 


If  you  thought  the  HP-85  was  just  anothei 
great  computer,  visit  your  local  dealer  and  ask 
about  Series  80  graphics.  For  details  and  addresj 
of  nearest  dealer,  call  toll-free  800-547-3400. 
Dept.  687B:  except  Hawaii  Alaska.  In  Oregon 
758-1010.  Or  write  Hewlett-Packard.  Corvallis. 
OR  97330.  Dept.  68"B.  6n  20 


When  performance  must 
be  measured  by  results. 


HEWLETT 
PACKARD 


Forbes 


Giant  companies  are  paying  fat  sums  to 
buy  into  Wall  Street.  Is  this  synergy?  Or  just 
another  sign  that  the  market  is  topping? 


A  stock  is  not 
a  dishwasher 


By  Richard  L.  Stern 


Is  Wall  Street  frightened  by  the 
stampede  of  corporate  elephants 
into  its  turf?  Impressed  by  the  big 
money,  yes.  Tempted  by  it  even.  But 
frightened,  no. 

Benjamin  Edwards,  for  example, 
who  runs  St.  Louis-based  A.G.  Ed- 
wards &  Sons,  a  highly  profitable 
firm,  predicts  disappointment  for 
some  of  his  new  competitors.  Many 
corporate  cultures,  he  points  out,  are 
incompatible  with  Wall  Street's 
wheeling-dealing  ways.  As  a  result, 
there  could  be  spoils  of  war.  Edwards 
has  already  been  contacted  by  sales- 
men at  a  branch  of  one  firm  who  just 
don't  want  to  be  conglomeratized. 
Says  he:  "It's  a  risky  thing  to  go  and 
pay  3  times  book  for  a  brokerage  busi- 
ness. The  only  thing  you  are  really 
getting  is  personnel  and  a  bunch  of 
office  leases." 

Indeed,  underneath  Wall  Street's 
newly  acquired  corporate  veneer  is  a 
cottage  industry.  These  fiercely  inde- 
pendent entrepreneurs  bring  in  loads 
of  cash  when  they  hit  big,  but  dig 
deep  holes  when  they  don't.  Loyalty 
changes  as  quickly  as  a  competitor 
can  say,  "Better  product,  six-figure 
bonus  and  corner  office."  Transameri- 
ca  Corp.  holds  a  2.9%  stake  in  E.E 
Hutton,  but  should  be  aware  of  the 
risks.  It  once  owned  United  Artists,  a 


similarly  people-intensive  business. 
But  in  1978  several  key  executives 
walked  out,  and  UA  lost  $44  million 
on  fleaivi i  s  Gate  before  Transamerica 
sold  out.  (You  can't  compare  movies 
and  investment  banking?  Don't  be 
too  dogmatic!) 

Outsiders,  in  fact,  have  a  spotty  rec- 
ord on  Wall  Street.  Philadelphia-based 
INA  Corp.,  a  $10.6  billion  financial 
conglomerate,  was  happy  to  sell  the 
once-powerful  Blyth  Eastman  Dillon 
to  Paine  Webber  in  1980,  after  losing 


$11.5  million  in  its  last  two  years. 
Then  there  was  Texas  conglomerator 
Ross  Perot,  who  had  big  plans  when 
he  took  over  duPont  Glore  Forgan  in 
1970.  "But  professionally  he  couldn't 
get  along  with  the  people  and  it  went 
under,"  says  A.  Michael  Lipper  of  Lip- 
per  Analytical  Distributors.  In  1976 
New  York's  Chemical  Bank  offered 
customers  a  deep  discount  brokerage 
service  but  pulled  out  after  several 
months,  sadder  but  wiser. 

Sears,  Roebuck  too  is  once-burned. 
Allstate  Insurance  agents,  it  discov- 
ered, are  not  good  at  selling  mutual 
funds.  In  a  classic  case  of  poor  timing, 
Sears  got  into  the  fund  game  in  1970 
as  the  go-go  era  was  collapsing,  and 
bowed  out  in  1979  just  before  busi- 
ness picked  up.  Lipper  figures  Sears 
may  have  done  it  again,  by  acquiring 
Dean  Witter  at  2Vi  times  book  value 
when  earnings  are  at  what  could  be  a 
cyclical  peak. 

E.E  Hutton  President  George  Ball 
adds  that  such  insurers  as  Allstate, 
Amex'  Fireman's  Fund  and  the  Pru 
may  be  sorely  disappointed  to  discov- 
er that  stockbrokers  don't  make  good 
insurance  agents.  Hutton,  for  exam- 
ple, owns  a  small  insurer  and  writes 
more  premiums  than  all  New  York 
Stock  Exchange  members  combined. 
But  compared  with  the  Pru's  annual 
revenues,  says  Ball,  "Our  business 
doesn't  amount  to  a  pimple  on  Eliza- 
beth Taylor's  face." 

Industry  leaders  also  wonder  how 
Prudential  and  Sears  will  react  to  the 
stream  of  lawsuits  and  enforcement 
actions  common  to  the  brokerage 
business.  There's  always  the  occa- 
sional salesman  who  takes  a  little  old 
lady  for  everything  she's  worth — 
maybe  even  the  cash  in  her  Pru 
whole-life  policy.  Imagine  the  scream- 
ing headline:  Aged  widow  swindled 
by  Sears.  Would  you  buy  a  washer- 
dryer  from  them  after  that? 

Some  mergers,  undoubtedly,  will 
work.  Acquisition  of  Salomon  Broth- 
ers by  Phibro,  the  largest  public  com- 
modity-trading firm  in  the  U.S.,  looks 
promising.  Ditto  the  link  between 
Dillon  Read  and  the  billion-dollar 
Bechtel  family:  Just  watch  Dillon  be- 
gin raising  capital  for  all  those  Bechtel 
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construction  projects  around  the 
world.  Exceptionally  strong  manage- 
ment at  Shearson  also  raises  odds  for 
the  success  of  American  Express'  ac- 
quisition. It  will  have  to  be  a  very, 
very  big  success,  however,  to  justify 
the  price:  $950  million,  3  times  book 
value.  In  buying  Bache,  Prudential 
paid  $385  million  for  a  firm  long  re- 
garded as  second-rate.  The  current 
Wall  Street  humor:  "Piece  of  the 
Rock?  Pru  got  a  piece  of  the  schlock." 

The  acquisitors,  of  course,  are  all 
thinking  about  the  much-heralded  fi- 


nancial supermarket  of  the  future.  But 
even  Merrill  Lynch  is  discovering  that 
there  are  limits.  It  is  now  selling  off 
AMIC,  a  Raleigh,  N.C. -based  com- 
pany acquired  in  1979  that  insures 
mortgages  held  by  savings  and  loan 
associations.  The  reason:  Merrill 
money  funds  were  draining  billions 
from  their  industry,  so  AMIC's  S&L 
customers  took  their  premiums  to 
somebody  else. 

There  is  many  a  corporate  boss  to- 
day who,  with  good  reason,  winces  at 
the  term  "synergy."  What  is  a  syner- 


gism? Webster  defines  it  as  "coopera- 
tion of  divine  grace  and  human  activ- 
ity." That's  more  than  even  the  most 
persuasive  investment  banker  would 
claim  for  a  merger,  and  some  of  the 
allegedly  synergistic  mergers  of  the 
past  might  better  be  defined  as  gro- 
tesque pairings  that  brought  out  the 
worst  in  both  partners.  It's  much  too 
soon  for  the  last  word  on  the  current 
couplings  but  not  too  soon  for  a  word 
of  caution:  All  experience  shows  that 
productive  mergers  are  easier  talked 
about  than  achieved.  ■ 


Last  year  Mars  made  a  bigger  candy  bar 
for  the  same  quarter  Now  it  wants  an 
extra  nickel.  What  would  Adam  Smith  say? 


Trick 
or  treat 


By  Jay  Gissen 


NOVEMBER  IS  A  TIME  when 
youngsters  sift  through  moun- 
tains of  Halloween  goodies  and 
dentists  gear  up  for  the  business  those 
excesses  will  inevitably  bring.  Candy 
manufacturers  traditionally  take  it 
easy.  After  ringing  up  over  $1  billion 
worth  of  sales  in  September  and  Octo- 
ber alone,  orders  taper  off  steadily  un- 
til July.  This  year,  however,  there  will 
be  no  relaxing. 

M&M/Mars,  the  $1  billion  subsid- 
iary of  privately  owned  giant  Mars 
Inc.,  took  the  industry  by  surprise  in 
September  when  it  hiked  the  suggest- 
ed retail  price  of  its  candy  bars  from 
25  cents  to  30  cents.  For  Mars — 
which  makes  favorite  munchies  like 
M&M's,  Snickers,  Milky  Way  and  3 
Musketeers — that  could  mean  almost 
$200  million  in  additional  sales  next 
year.  For  competitors,  the  move  was 
particularly  unexpected — a  bit  like 
finding  gum  on  a  seat. 

Last  November  the  company  be- 
nevolently raised  its  candy  bar  weight 
by  roughly  10%  without  a  jump  in 
prices.  What's  more,  su^ar  and  cocoa 
prices — about  half  of  raw  material 
costs — are  more  stable  than  they  have 
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been  in  months.  To  competitors,  last 
November's  treat  now  looks  like  a 
well-conceived  Mars  trick. 

A  toothsome  advertising  blitz  ac- 
companied Mars'  1980  weight  in- 
crease. Hershey,  the  nation's  second- 
ranked  manufacturer  with  candy  rev- 
enues of  $930  million,  kept  its  bars  and 
popular  Reese's  Cups  at  the  same 
weight.  Result:  Mars  increased  its 
market  share  from  an  already  leading 
37%  to  a  whopping  46%.  At  Hershey, 
market  share  fell  from  28%  to  26% 
despite  the  introduction  of  several 
new  products,  but  sales  actually  in- 
creased because  Mars'  ad  spending 
helped  total  volume  grow.  Smaller  can- 
dymen — such  as  Curtiss,  Peter  Paul 
Cadbury  and  D.L.  Clark — suffered 
even  more,  since  most  of  the  market 
expansion  went  to  Mars  and  Hershey. 
Says  Peter  Paul  Cadbury  President 


Lloyd  Elston:  "The  Mars  move  last 
November  hurt  just  about  everybody. " 

Now,  with  Mars  keeping  3.4  cents 
of  its  5-cent  suggested  retail  price 
hike,  the  industry  is  again  down  at 
the  mouth.  Though  retailers  and  man- 
ufacturers have  attacked  the  Mars 
move,  its  effect  may  force  competi- 
tors to  raise  their  prices  too.  With 
Mars  producing  so  many  top  sellers, 
candy  vendors  have  little  choice  but 
to  grudgingly  follow  its  pricing  sugges- 
tions— even  though  big  chains  like  K 
mart  and  Lucky  Stores  have  vowed  to 
stop  selling  30-cent  bars.  Competi- 
tors' big  worry  is  that  retailers  will 
raise  the  price  of  all  candies,  taking 
the  entire  extra  nickel  themselves  on 
everything  except  Mars  products. 

If  all  bars  sell  at  30  cents,  there's 
still  a  decided  weight  advantage  for 
Mars.  But  if  Hershey  and  smaller 
competitors  convince  retailers  to  es- 
tablish a  two-tier  system,  they  could 
enjoy  a  strong  marketing  advantage. 

Mars  is  notoriously  secretive,  and 
no  one  knows  its  real  strategy.  Last 
year's  weight  increase  came  during  a 
Hershey  work  stoppage  and  boosted 
Mars'  sales  dramatically.  "There's 
speculation  that  Mars  intended  to 
raise  prices  then,"  says  Gerald  Pres- 
cott  of  the  DEBS  Confectioner  Market- 
ing Data  Report.  "But  knowing  that 
Hershey  couldn't  follow  suit,  they 
went  after  market  share  instead." 
Others  point  out  that  the  gains  Mars 
enjoyed  from  the  weight  increase 
were  tapering  off  and  that  by  making 
the  inevitable  move  to  30  cents  first, 
Mars  will  profit  sooner.  Also,  with  its 
massive  market  share  it  will  surely 
profit  most. 

Last  November's  weight  increase 
looks  like  a  classic  competitive  move 
to  gain  market  share — something 
right  out  of  Adam  Smith.  The  current 
brazen  price  hike,  however,  seems 
more  like  the  action  of  a  greedy  mo- 
nopolist. Do  the  closemouthed  folks 
at  Mars  think  that  keeping  their  high 
market  share  is  as  easy  as  taking  can- 
dy from  a  baby?  ■ 
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In  which  the  former  ambassador  to  the 
Kremlin  argues  that  a  drive  for  nuclear 
superiority  is  precisely  the  wrong  way  to 
stand  up  to  the  Soviet  Union. 

The  case  for 
SALT  n 

An  interview  with  Thomas  J.  Watson 


As  I  See  It 


By  Jean  A.  Briggs 


In  a  speech  to  this  June's  graduat- 
ing class  at  Harvard  and  in  writings 
elsewhere,  Thomas  J.  Watson,  for- 
mer President  Carter's  ambassador  to 
Moscow,  has  sounded  almost  dovish 
in  his  views  on  relations  with  the 
Soviet  Union.  Dovish?  Is  that  a  fair 
assessment?  In  the  following  frank  in- 
terview, he  speaks  his  mind.  His  views 
on  Russia  are  essentially  those  of  a 
businessman  rather  than  those  of  an 
ideologue — pragmatic,  hard-nosed,  yet 
expressing  a  heartfelt  abhorrence  for 
an  allout  nuclear  arms  race. 

Are  you  a  dove  on  the  Soviet  Union? 
Watson:  I  am  neither  a  hawk  nor  a 
dove.  I  hope  that  I  am  a  realist.  The 
Soviets  are  exceedingly  difficult  peo- 
ple. For  example,  when  one  tries  to 
relate  the  way  they  would  play  a  hand 
of  cards  to  the  way  Westerners  would 
play,  you  would  think  that  they  were 
playing  outside  the  rules. 

Let's  talk  about  SALT—Strategic  Arms 
Limitation  Treaty.  Should  we  have  signed 
the  draft  treaty? 

Watson:  I  think  most  people  in  the 
U.S.  believe  you  cannot  make  treaties 
with  the  Soviets.  They  are  quite 
wrong.  Quite  wrong.  The  commission 
on  the  compliance  with  SALT  I  re- 
ported that  there  were  an  equal  num- 
ber of  questions  raised  by  the  Soviets 
and  by  ourselves  about  infractions.  All 
the  questions  were  disposed  of  to  the 
satisfaction  of  both  parties.  It  is  a  sad 
thing  that  this  is  not  better  known. 
There  are  enough  unhappy  things  in 
the  U.S.-U.S.S.R.  relationship,  that  it 
would  be  good  if  the  less  unhappy 
facts  were  known. 

The  Soviets  did,  in  fact,  abide  by  SALT  I? 
Watson:  Yes,  and  they  were  terribly 
disappointed  about  SALT  II.  Most 


people  say  they  wanted  it  to  save 
money.  I  think  they  wanted  SALT  II 
because  they  understand  that  the 
weapons  can  do  them  in. 

/s  SALT  II  dead  now  or  might  it  be 
revived? 

Watson:  Well,  it's  a  funny  one  to  me. 
Most  people  involved  in  this  tell  me 
they  hope  the  Soviets  continue  to 
abide  by  SALT  II  and  that  we  are 
going  to  abide  by  SALT  II.  We  have 
essentially  indicated  that  to  the  Sovi- 
ets, and  they  indicated  to  us  that  they 
would  do  the  same.  So  we  have  a 
treaty  that  is  fatally  flawed,  to  which 
both  sides  are  adhering. 

But  isn't  it  true  that  the  Soviets  will  in- 
to use  the  sense  of  security  created  by  a 
treaty  to  outfox  us? 

Watson:  They  would  press  a  treaty  to 
the  very  limit.  I  don't  think  they 
would  press  it  to  the  point  where  you 
could  say,  "This  is  a  clear  violation." 

Now,  we  aren't  supposed  to  make 
treaties  that  are  not  verifiable.  I  don't 
think  they  trust  us,  either.  I  think  it 
will  be  decades,  if  not  centuries,  be- 
fore there  is  any  mutuality  of  trust. 
But  once  you  understand  the  arms 
equation  you  realize  there  is  no  way 
other  than  seeking  agreements. 

Until  we  become  educated  that  this 
[nuclear  arms]  is  a  weapon  that  can't 
be  used  and  had  best  be  contained,  we 
will  have  to  keep  the  perception  of 
being  ahead  or  equal.  But  we  could 
keep  the  perception  through  appropri- 
ate treaties.  The  Soviets  are  quite 
willing  to  cap  out  on  the  treaties. 

But  what  of  the  possibility  of  a  preemp- 
tive strike? 

Watson.  I  never  heard  of  a  preemptive 
strike  suggested  that  could  destroy 
more  than  10%  to  30%  or  40%  of  the 
other  fellow's  weapons.  I  will  give  you 


the  proposition  that  if  we  could  take 
out  90%  of  the  Soviet  weapons,  or  the 
Soviets  could  take  out  90%  of  our 
weapons — which  would  be  impossi- 
ble, because  you  would  have  to  find  a 
lot  of  submarines  that  you  couldn't 
find — but  if  it  were  possible,  we  would 
end  up  with  900  warheads  instead  of 
9,000,  and  they  would  end  up  with 
700  instead  of  7,000.  Either  nation 
could  still  destroy  the  fabric  of  the 
attacker  with  those  700  warheads. 

The  argument  is,  of  course,  that  they 
would  go  far  our  missile  capability  and 
not  our  cities  and  then  we  would  have  to 
surrender 

Watson.  In  my  opinion  that's  impossi- 
ble because  we  would  want  to  extract 
an  eye  for  an  eye.  And  the  things  in 
their  country  that  are  important  to 
them  are  not  only  missiles  and  cities. 
We  could  go  through  shipyards,  dock 
facilities  and  gold  mines,  we  could  go 
through  all  their  dams  without  killing 
anybody.  They  would  kill,  I  think 
they  say,  6  million  to  knock  out  our 
Minutemen.  Well,  with  almost  the 
precise  amount  of  death  in  the 
U.S.S.R.,  we  could  wreak  appropriate 
havoc  without  touching  their  cities. 

I  have  talked  about  this  a  great  deal 
with  Paul  Nitze,  the  man  who  came 
up  with  the  idea  of  Minuteman  vul- 
nerability. He  is  a  dedicated  fellow  but 
I  think  this  idea  has  carried  him 
away,  and  he  has  carried  away  a 
whole  lot  of  other  people. 

So  you  think  the  idea  of  a  Soviet  first 
strike  that  would  cause  us  to  surrender  is 
preposterous? 

Watson:  I  don't  think  it  would  ever 
happen.  I  am  getting  on  treacherous 
ground  here  because  I  think  some  pre- 
vious arms-control  people  have  said 
that  and  had  the  whole  Senate  come 
down  hard  on  them.  But  I  ask  the 
question,  "How  would  you  do  it  if  you 
were  the  Soviet  Union?"  You  would 
have  to  bet  on  the  psychological  reac- 
tion of  the  President  of  the  U.S. — or 
maybe  not  even  the  President.  Maybe 
the  President  will  be  out  on  inspec- 
tion and  the  bomb  will  kill  him,  too. 
Maybe  it  won't  be  the  President  or 
even  the  Vice  President  but,  say,  the 
Speaker  of  the  House.  I  would  have  to 
put  the  whole  future  of  my  nation  on 
how  well  I  could  predict  American 
reactions.  Now,  they  are  not  very 
good  at  predicting  American  reac- 
tions. They  didn't  think  we  would 
react  at  all  on  Afghanistan. 

You  don't  agree  .with  those  who  say 
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that  without  new  weapons  we  are  sus- 
ceptible to  a  first  strike? 
Watson:  I  don't  believe  that  in  the 
thermonuclear  area.  If  it  weren't  for 
perceptions  we  could  fall  back  on 
what  de  Gaulle  said  when  somebody 
kidded  him  about  his  small  (nuclear] 
force  de  frappe.  He  said,  "You  don't 
know  about  thermonuclear  weapons. 
All  you  need  is  enough."  That's  the 
truth:  We  are  overarmed. 

Are  you  then  against  spending  more 
money  on  national  defense? 
Watson:  We  do  have  a  window  of  vul- 
nerability as  far  as  conventional 
weapons  are  concerned,  and  I  would 
be  for  closing  it.  I  would  be  for  very 
strong  conventional  rearmament  in 
the  U.S.,  for  an  immediate  return  of 
the  draft.  I  would  try  hard  to  sell  na- 
tional military  service. 

I  would  try  to  strategize  those 
places  in  the  world  that  I  thought  I 
could  defend.  I  would  say,  "I  can't 
defend  China,"  so  that  is  not  going  to 
be  in  my  equation.  I  would  decide 
what  I  wanted  to  do  about  India  and 
Pakistan  and  the  countries  on  the 
southern  border  of  the  Soviet  Union, 
and  then  I  would  cast  my  force  to 
accomplish  those  tasks.  I  would  not 
simply  start  buying  arms.  I  would  ask, 
"What  is  the  military  mission  of  the 
U.S.?  And  how  do  our  allies  fit  into 
that  military  mission?" 

One  thing  that  concerns  me  is  that 
the  Soviets  have  a  lot  of  borders  at 
places  which,  like  Afghanistan,  are 
very  hard  for  us  to  reach.  I  think  we 
ought  to  be  awfully  cautious  and  alert 
about  implied  or  stated  commitments 
that  we  will  be  unable  to  fulfill.  I  think 
the  Soviets  would  like  to  embarrass  us 
by  proving  that  we  would  not  fulfill  an 
agreement. 

I  am  an  advocate  of  conventional 
weaponry.  But  I  would  be  very  cau- 
tious about  deploying  it  in  areas 
where  I  would  be  eyeball  to  eyeball 
with  Russian  soldiers.  Under  those 
conditions  one  side  someday  is  going 
to  win  and  the  other  is  going  to  lose. 
At  that  point  I  don't  know  who  would 
do  what,  but  I  certainly  know  what 
Hitler  would  have  done  and  I  don't 
think  we  have  had  our  last  Hitler  born 
in  the  world. 

So  you  warn  against  pushing  the  Sovi- 
ets into  a  corner.  What  should  be  our 
stance  toward  a  nation  that  seems  to  be 
our  implacable  enemy? 
Watson:  I  think  our  stance  should  be 
one  of  a  relatively  formal  relationship 
without  high  expectations  or  hopes  of 
a  breakthrough.  Every  ambassador 
who  has  ever  been  there  has  had 
hopes  of  a  breakthrough,  including 


myself.  Mine  were  cut  off  at  the  knees 
by  Afghanistan,  but  I  suppose  it  would 
have  been  better  if  I  hadn't  any  opti- 
mism at  all.  Then  I  would  have  had 
less  to  lose  when  I  heard  they  were 
marching  into  Kabul. 

I  try  to  think  in  terms  of  old  business 
practices.  These  people  have  the  force 
to  destroy  U6.  We  have  the  force  to 
destroy  them.  I  don't  think  in  that 
kind  of  an  equation  one  says,  "I  am  not 
afraid  of  you."  I  don't  think  that's  an 
appropriate  point  when  each  side  is  so 
armed.  So  to  me,  a  formal,  quiet  rela- 
tionship that  does  not  seek  to  be  either 
unusually  warm  or  unusually  cold  is 
the  right  way  to  handle  the  Soviets, 
until  they  do  something  like  invade 
Afghanistan.  Then  we  have  to  respond 
firmly.  Unfortunately  [in  Afghani- 
stan], we  don't  have  much  to  respond 
with.  We  are  essentially  cut  off  from 
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We  are  overarmed. 


armed  response,  because  of  the  suici- 
dal effect  of  using  thermonuclear 
weapons.  We  have  only  the  kind  of 
things  we  cooked  up  after  the  Afghani- 
stan invasion — the  grain  embargo,  the 
Olympic  boycott,  the  trade  ban. 

Henry  Kissinger  and  others  hare  spok- 
en about  the  Soviet  Union's  staggering 
internal  problems — infant  mortality,  al- 
coholism, chronic  poor  harvests,  econom- 
ic underperformance.  Aren  't  they  likely  to 
become  preoccupied  with  internal  prob- 
lems as  the  Eighties  wear  on? 
Watson-  I  certainly  agree  that  they  are 
facing  grave  problems.  They  have  al- 
ways had  problems  with  incentives, 
making  the  economy  work.  Graft  is 
built  in.  The  people's  expectations  are 
going  up  all  the  time.  They  see  travel- 
ers coming  back  from  Eastern  Europe 
with  big  shopping  bags  full,  so  they 
know  their  satellites  are  living  better 
than  they  are.  There  are  many  prob- 
lems. But  if  the  question  is,  "Will 
these  problems  make  them  any  less  of 


a  problem  to  us?"  my  answer  to  that 
is  a  resounding  no.  None  of  those  will 
be  big  enough  to  change  their  method 
of  governing  themselves,  to  change 
their  traditional  Russian-Soviet  way 
of  thinking  or  to  change  their  being  a 
very  vexing  problem  for  the  West  for 
as  far  out  as  I  can  see. 

But  isn't  it  conceivable  that  the  unrest 
could  reach  such  a  point  that  they  would 
have  to  reorder  their  priorities  away  from 
the  military? 

Watson:  I  have  been  going  to  the  Sovi- 
et Union  since  1937.  I  never  believed 
that  they  would  be  able  to  do  the 
things  that  they  have  done.  In  1937  I 
didn't  think  the  government  would 
last  very  long,  maybe  eight  or  ten 
years.  When  I  heard  that  they  had 
declared  war  on  Finland  and  the  Finns 
had  walked  right  through  them,  I  said, 
"Aha!  There  you  are."  Then  when  the 
Germans  walked  in  there,  even  though 
winter  was  coming,  it  seemed  to  me 
the  Russians  would  never  survive.  But 
they  stopped  the  Germans  at  the  end 
of  the  winter  and  then  began  to  roll 
them  back.  They  have  done  many 
things  since  then  that  I  never  thought 
they  would  be  able  to  do. 

This  is  a  nation  of  people  who  have 
been  suffering  under  their  leadership 
in  the  most  bloodcurdling  way  for 
centuries.  I  think  their  capacity  to 
bear  such  suffering  is  tremendous  and 
I  don't  think  they  object.  Rather,  I 
think  they  welcome  a  strong  hand  of 
leadership. 

You  know  how  that  government  is 
organized  and  you  know  it  is  really 
self-perpetuating.  They  start  looking 
at  a  kid  when  he  is  in  about  the  sixth 
grade.  The  people  examining  him  are 
normally  Party  members  and  that  dis- 
tillate keeps  getting  rarer  and  rarer 
until  they  finally  get  the  people  going 
into  the  Party.  For  each  one  they  ac- 
cept they  have  looked  over  ten.  So 
this  is  a  stable  kind  of  arrangement. 
You  wouldn't  like  to  live  there  and 
neither  would  I.  But  I  think  it  would 
be  foolish  to  put  any  American  chips 
ori  the  possibility  that  the  govern- 
ment would  fail. 

The  Soviets,  and  the  Russians  be- 
fore them,  have  had  a  paranoia  be- 
cause of  all  of  the  invasions  they  have 
suffered — the  Mongols,  the  Greeks, 
Charles  of  Sweden.  They've  been 
walked  over  by  all  sorts  of  people,  so 
they  are  paranoid  about  their  borders. 
This  has  led  them  to  a  policy  of  want- 
ing to  own  all  the  land  adjacent  to 
them,  which  of  course  has  widespread 
connotations. 

Their  belligerence  is  basically  defen- 
sive, not  ideological? 
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Watson.-  In  the  early  days  there  was  a 
worship  of  the  ideas  of  Marx  and  En- 
gels  and  Lenin.  Their  long-term  plan- 
ning probably  included  taking  over 
the  world.  It  has  been  impossible  for 
them  to  do  that  for  a  long  time  now. 
But  they  would  still  like  to  or,  at  least, 
have  the  world  friendly  to  them.  For 
the  most  part  it  is  not  friendly,  but 
they  haven't  given  up. 

Speaking  of  national  will,  what  kind  of 
reaction  did  you  get  at  Harvard  when 


you  urged  a  military  draft? 
Watson:  Whenever  I  talk  to  youngsters 
about  this,  I  find  they  are  perfectly 
willing  to  spend  money,  perfectly 
willing  to  have  their  taxes  go  up.  But 
when  you  say,  "How  about  you, 
young  fellow?"  they  all  tend  to  say: 
"Well,  if  I  could  choose  and  maybe 
work  in  a  hospital  or  learn  a 
trade.  ..."  But  as  far  as  turning  their 
futures  over  to  the  military  for  a  year 
or  two,  they  are  not  at  all  willing. 
I  take  comfort,  however,  from  the 


following.  In  1937  I  signed  a  pledge  at 
Brown  University  that  I  wouldn't  go 
into  the  military  unless  the  U.S.  were 
invaded.  A  lot  of  kids  were  doing  that. 
The  catalyst  that  turned  everybody 
around,  of  course,  was  Pearl  Harbor. 
But  we  can't  wait  for  a  Pearl  Harbor  to 
show  national  will.  The  leadership  is 
going  to  have  to  convince  young  peo- 
ple that  this  is  the  thing  to  do.  I  think 
we  have  leaned  on  the  thermonuclear 
weapon  rather  than  facing  up  to  the 
need  for  manpower.  ■ 


Burned  in  REITs,  burned  in  tanker  loans, 
burned  in  bonds. . . .  Are  some  banks 
about  to  get  burned  in  energy  lending? 

Wildcatting  with 
Continental 


By  Thomas  0  Donnell 

If  you  own  a  piece  of  land  that 
might  have  oil  underneath,  give 
Ed  Jackson  of  Continental  Illinois 
a  call.  He  runs  Continental  Illinois 
Energy  Development  Corp.,  the  bank- 
ing company's  controversial  Houston- 
based  subsidiary.  If  Jackson  also 
smells  oil,  he  might  just  give  you  a 
loan  below  the  market  rate. 

Why  should  a  banker  be  so  friendly? 
You  will  understand  if  you  bring  home 
a  gusher.  Jackson  wants  up  to  2%  of 
the  royalties  (gross  revenue)  in  ex- 
change for  the  attractive  rate.  This 
little  condition,  some  critics  contend, 
puts  Continental  smack  dab  in  the 
energy  business,  where  it  doesn't  be- 
long. "I  personally  think  that  banks 
shouldn't  be  doing  that,"  says  Gary 
Wright,  an  energy  lender  at  Texas 
Commerce  Bank.  "Other  banks  have 
looked  at  this,"  adds  Jay  Rudd,  a  natu- 
ral resources  officer  for  Northern 
Trust,  "and  some  have  decided 
they're  not  oil  companies  so  they 
shouldn't  get  involved  in  the  owner- 
ship of  minerals.  They're  banks,  and 
they  should  be  banks,  and  that's  all 
the  business  they  should  do." 

Continental,  which  established  the 
low-profile  sub  nearly  two  years  ago, 


is  quick  to  insist  that  it  is  not  doing 
anything  wrong.  To  be  sure,  the  sub  is 
a  unit  of  the  parent  holding  company, 
not  the  bank — and  thus  avoids  regula- 
tory and  legal  hurdles.  And  banks 
have  long  accepted  warrants  in  return 
for  rate  reductions  on  venture  capital 
loans.  So  where's  the  problem?  "The 
jury  is  still  out  on  this,"  Jackson  ad- 
mits. "We  haven't  had  any  loan  losses 
to  date,  but  how  safe  and  sound  this 
is,  is  not  known." 

That  may  not  spell  trouble  for  Con- 
tinental, which  has  been  a  pioneer  in 
energy  lending  for  nearly  two  decades, 
but  it  may  for  some  newcomers  unfa- 
miliar with  the  complexities  of  the 
game.  "If  Continental  is  successful, 
it'll  create  a  host  of  imitators,"  pre- 
dicts William  Lear,  senior  vice  presi- 
dent of  First  National  Bank  of  Chica- 
go. And  when  bankers  compete  too 
aggressively,  credit  standards  begin  to 
slip.  "Some  banks  seem  to  be  getting 
carried  away,"  says  Darrell  Egertson 
of  Apache  Corp.,  which  is  frequently 
offered  credit.  "I  wonder,  where  are 
their  thinking  caps?" 

Ten  years  ago  several  Texas  lenders, 
along  with  the  Chicago,  California 
and  New  York  giants,  had  the  energy 
lending  field  pretty  much  to  them- 
selves. Now,  with  about  40  special 


energy  lending  departments  nation- 
wide, many  newcomers  are  canvass- 
ing the  country.  At  the  same  time,  the 
very  nature  of  oil  and  gas  exploration 
is  changing.  Traditionally,  banks 
would  make  loans  equal  to  at  most 
50%  of  the  value  of  the  reserves  they 
collateralized.  Now,  many  are  making 
loans  up  to  75%  of  estimated  value. 
And  while  most  banks  deny  they 
make  highly  risky  exploration  loans, 
they  are  in  effect  freeing  up  funds  for 
such  credits  by  lending  higher 
amounts  against  reserves. 

Now  Continental  Energy  is  taking 
this  risk  one  step  further.  Many  of  its 
borrowers  are  independent  drillers 
who,  says  Jackson,  are  unable  to  get 
credit  from  banks.  "There's  no  telling 
what's  there,"  says  a  Texas  banker. 
"The  reserves  might  be  worth  a  lot  of 
money.  Then  again.  .  .  ." 

That  may  strike  you  as  something 
very  close  to  gambling.  "Our  main 
emphasis  is  on  the  equity  kicker," 
Jackson  concedes.  "That's  where  we 
expect  to  make  the  bulk  of  our  prof- 
its." But  if  these  profits  are  so  good, 
why  are  drillers  willing  to  give  them 
to  the  bank?  "It's  the  last  type  of 
financing  we  would  consider  if  we 
thought  we  really  had  something  in 
the  ground,"  says  Jaye  Dyer,  president 
of  Dyco  Petroleum. 

In  short,  Continental  is  allowing 
deals  to  take  place  that  would  not  be 
done  under  normal  banking  condi- 
tions— and  that's  not  all  bad.  The 
recent  run-up  in  land  prices  and  leas- 
ing rights  has  put  the  cost  of  drilling 
far  beyond  the  reach  of  many  inde- 
pendent oil  companies.  But  what  if 
energy  prices  soften?  It  all  depends,  of 
course,  on  how  far  they  fall.  Especially 
hard  hit  would  be  those  newcomers 
and  risk-takers  that  built  market  share 
with  shaky  credits,  hoping  that  ever- 
rising  prices  would  bail  them  out. 

Concludes  the  Texas  banker  who 
decided  against  royalty  lending:  "We 
took  a  look  but  decided  the  timing 
just  wasn't  right."  But  what  if  a  good 
customer  insists?  "No  problem.  We 
would  refer  him  to  Continental."  ■ 
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The  U.S.  and  Egypt  seem  determined  to 
defend  the  Sudan.  Just  what  is  it  they  are 
defending?  And  why? 


Spotlight  on 
the  Sudan 


By  Jefferson  Grigsby 
and  Tassin  El  /kyouty 


ALL  THOSE  WHO  HAVE  LIVED  in 
Sudan  cannot  fail  to  reflect  on 
i  the  pointlessness  of  possessing 
this  country."  General  Sir  Charles 
(Chinese)  Gordon  said  that.  Chinese 
Gordon  died  defending  Khartoum  in 
1885,  and  he  could  not  have  been 
more  wrong  about  the  place. 

The  Sudan  is  a  country  with  enor- 
mous problems — but  enormous  po- 
tential. Vast,  vulnerable,  backward, 
incredibly  diverse,  staunchly 
pro-West,  inextricably  linked 
with  Egypt  by  history  and 
the  Nile,  it  is  a  sleeping  giant 
rudely  awakened  by  the  as- 
sassination of  Anwar  El-Sa- 
dat. It  is  the  largest  country 
in  Africa,  one-fourth  the  size 
of  the  U.S.,  ten  times  as  large 
as  the  U.K.,  but  it  has  a  popu- 
lation smaller  than  Califor- 
nia's, and  less  than  1,000 
miles  of  paved  highway  in  an 
area  of  nearly  1  million 
square  miles. 

Potential?  The  Sudan  has 
more  than  100  million  acres 
of  arable  land,  but  only  18.5 
million  under  cultivation.  It 
is  one  of  the  last  virgin  agri- 
cultural territories  left  in  the 
world,  the  future  food  source, 
perhaps,  for  Africa  and  the 
Arab  world. 

Diversity?  The  Sudan  is 
Arab  in  the  north,  equatorial 
African  in  the  south.  It  has 
400  spoken  languages  and  at 
least  59  ethnic  or  tribal 
groups,  from  Bedouin  no- 
mads roaming  its  northern 
deserts  to  Zande  tribesmen 
living   in   a    state   of  na- 


ture in  the  rain  forests  of  the  south. 

Problems?  The  only  completely  un- 
troubled border  the  Sudan  has  is  its 
northern  border  with  Egypt.  To  the 
east  there  is  Marxist  Ethiopia,  torn  by 
the  Entrean  war  for  independence.  To 
the  south,  Uganda — post-Idi  Amin — 
unstable  and  occupied  by  several 
thousand  Tanzanian  troops.  To  the 
west,  the  Central  African  Republic, 
Chad  and  Libya,  whose  raving  dicta- 
tor, Muammar  Qaddafi,  foments  mili- 
tary incidents  and  infiltration. 

Who  cares?  We  all  should.  If  World 


Nimeiri  and  Sadat  in  Khartoum  in  May 
Since  the  Pharaohs,  two  lands  inextricably  linked 


War  HI  were  to  break  out  in  the  Mid- 
east, the  Sudan  is  as  likely  an  arena  as 
the  Persian  Gulf  itself.  In  Anwar  Sa- 
dat's last  press  interview,  he  promised 
Egypt  would  not  stand  by  if  "the  luna- 
tic of  Libya"  were  to  invade  the  Sudan 
and  thus  try  to  encircle  Egypt.  Saudi 
Arabia  and  Egypt,  Sadat  said,  are  the 
primary  targets  of  Soviet  encircle- 
ment; Russia  is  only  awaiting  the  in- 
evitable fall  of  Khomeini  in  Iran  be- 
fore striking  at  the  whole  area. 

For  his  part,  Sudanese  President  Jaa- 
far  al-Nimein  has  likened  Qaddafi  to  a 
watermelon:  "[Arab)  green  on  the  out- 
side, red  on  the  inside."  Nimeiri  told 
Forbes  this  summer:  "We  know  that 
Qaddafi  is  only  a  facade  and  a  tool  of 
the  Soviets.  The  Soviet  Union  be- 
lieves that  the  domination  of  the  Su- 
dan will  automatically  lead  to  the 
domination  of  Egypt.  According  to 
Soviet  strategy,  this  will  insure  domi- 
nation of  the  Arab  world  and  Africa." 

Make  no  mistake,  Sadat's  commit- 
ment to  defend  the  Sudan  was  not 
lightly  made  but  rests  on  history  back 
to  the  Pharaohs.  As  Nimeiri  said: 
"Since  the  dawn  of  history  the  Sudan 
and  Egypt  have  formed  one  civiliza- 
tion." Egyptians  agree.  In  fact,  it  was 
in  defense  of  Egyptian  interests  that 
the  colorful  Chinese  Gordon  died. 

But  the  Sudan's  problems  are  not 
only  with  its  neighbors,  but  with  its 
own  economic  straits  as 
well.  A  huge  capital-develop- 
ment program  in  the  Seven- 
ties has  left  it  with  $4  billion 
in  external  debt  and  an  enor- 
mous balance-of-payments 
deficit.  Production  of  cotton, 
its  principal  cash  crop,  has 
been  declining  since  1974.  A 
new,  $660  million  sugar  re- 
finery at  Kenana  may  not 
have  a  surplus  to  export  be- 
fore 1985.  Sudan's  oil  bill 
rocketed  from  $30  million  in 
1970  to  $440  million  this 
year,  and  now  consumes 
more  than  85%  of  its  foreign 
exchange  earnings. 

The  country  has  been  kept 
afloat  largely  by  the  Interna- 
tional Monetary  Fund,  which 
has  agreed  to  lend  it  $510 
million  through  1983;  an- 
other $400  million  or  so  from 
the  World  Bank;  aid  from 
Arab  oil  producers  like  Saudi 
Arabia;  and  the  forbearance 
of  nearly  100  commercial 
banks  throughout  the  world, 
to  which  the  government 
owes  $400  million. 

All  the  while,  refugees 
from  Ethiopia,  Uganda  and 
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Chad — an  estimated  500,000  so  far — 
pour  in  on  this  fragile  economy,  and  a 
brain  drain  to  the  rich  Arab  oil  coun- 
tries continually  draws  away  Sudan's 
own  best  and  brightest. 

Fertile  ground  for  Qaddafi's  med- 
dling. But  don't  write  the  Sudan  off  yet. 
Despite  its  problems,  it  has  a  lot  going 
for  it,  not  the  least  of  which  is  Nimeiri 
himself.  Part  mystic,  part  dictator,  Ni- 
meirj  is  a  curious  military  strongman 
indeed.  Despite  at  least  five  attempts 
on  his  life,  he  has  remained  in  power  for 
12  years — not  a  bad  record  in  the  Third 
World  these  days — and  managed  to 
hold  together  his  astonishingly  diverse 
country  through  a  sophisticated  policy 
of  "reconciliation"  with  onetime  mor- 
tal enemies. 

Nimeiri  seized  power  in  1969  with 
the  backing  of  the  army  and  Sudan's 
Communist  Party  after  a  succession 
of  sectarian-ridden  governments  had 
tried  unsuccessfully  to  govern  the 
country  since  independence  in  1956. 
He  suppressed  dissent  ruthlessly.  In 
1970  he  even  sent  air  force  planes  to 
strafe  Aba  Island  on  the  White  Nile, 
stronghold  of  the  Ansar  sect,  the  po- 
litical heirs  of  the  Mahdi  himself — the 
conqueror  of  Khartoum,  whose  men 
slew  Chinese  Gordon. 

Then  came  the  Communists'  turn. 
Nimeiri  ruled  briefly  with  their  sup- 
port; the  press  was  muzzled  and  a 
good  deal  of  the  private  economy  na- 
tionalized. But  when  the  Commu- 
nists tried  to  seize  power  in  1971,  he 
destroyed  them,  executing  virtually 
all  the  party's  top  leadership  and  driv- 
ing the  remnants  underground.  By 
1972  he  held  absolute  power  in  Khar- 
toum. A  familiar  story — up  to  that 
point.  Then  Nimeiri  broke  the  mold. 
In  a  land  abounding  in  surprise,  Jaafar 
al-Nimeiri  turned  out  to  be  one  of  the 
biggest  surprises  of  all. 

In  1972  Nimeiri  did  what  all  pre- 
vious governments  could  not  do.  He 
concluded  an  agreement  with  Joseph 
Lagu,  military  leader  of  the  17-year 
southern  rebellion  against  Khartoum. 
The  accord,  negotiated  in  Addis  Aba- 
ba with  the  help  of  Haile  Selassie, 
guaranteed  semi-autonomy  for  the 
south's  5  million  people.  It  was  a  mile- 
stone. First,  because  it  lasted — it  has 
held  the  country  together  for  nearly  a 
decade.  But  it  had  other  far-reaching 
results.  It  has  become  a  model  for 
other  Third  World  countries  with  re- 
bellious minorities  and  has  given  Ni- 
meiri a  historical  place  in  the  evolu- 
tion of  the  Sudan  toward  a  modern 
state.  It  led  to  eventual  reconciliation 
with  other  enemies.  Finally,  it  pro- 
vided an  impetus  for  the  later  "region- 
ahzation"  of  the  rest  of  the  Sudan  into 
a  federal  system  something  like  Can- 
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Mediterranean 


ada's.  Nimeiri  began  to  implement 
the  plan  this  year  in  the  face  of  deter- 
mined opposition  from  proponents  of 
a  strong  central  government  (as  well 
as  from  bureaucrats  with  something 
to  lose). 

Reconciliation  seems  to  be  working. 
Today  the  visitor  can  drive  across  the 
White  Nile  to  Omdurman,  the  city  of 
the  Mahdi,  to  a  large  house  enclosed  by 
a  high  white  stucco  wall.  The  front  gate 
bears  the  pale  blue  sword  and  crescent 
of  the  Great  Mahdi.  Inside,  dressed  in  a 
flowing  galabia,  sits  his  great-grand- 
son, the  Oxford-educated  Sadiq  El- 
Mahdi.  Interviewed  in  his 
book-lined  study,  Sadiq  says 
President  Nimeiri 's  reconcili- 
ation is  "here  to  stay."  Five 
years  ago,  he  was  plotting 
against  Nimeiri's  regime. 
Now  he  is  as  close  to  a  loyal 
opposition  as  the  Sudan  has. 

Visit  the  sprawling,  mili- 
tary-like headquarters  of  the 
Sudanese  Socialist  Union, 
Nimeiri's  party,  in  down- 
town Khartoum  and  meet 
Lagu,  56,  the  former  guerril- 
la, now  a  member  of  the 
SSU's  politburo.  Lagu,  like 
Sadiq,  has  his  criticisms  of 
Nimeiri:  The  south,  he  says, 
is  still  underrepresented  and 
underserved.  He  refers  to  the 
central  government  con- 
temptuously as  "the  Khar- 
toum town  council."  But  he 
adds:  "The  enmity  was  not 
between  the  people  in  the 
north  and  the  people  in  the 
south.  The  problem  was  that 
those  who  took  over  the  ma- 
chinery of  government  from 
the  colonialists  immediately 
tried  to  replace  the  colonial- 
ists." Even  then,  he  says, 
"We  told  them:  'We  are  Su- 
danese!' "  What  should  be 
done  now?  "Build  the  roads! 
Open  the  country!" 

Quite  obviously,  Jaafar  Ni- 
meiri is  no  ordinary  strong- 
man. He  tells  quite  a  bit  about  himself 
in  his  book  Why  the  Islamic  Path''1  Pub- 
lished in  1979  and  little  known  out- 
side the  Arab  world,  Nimeiri's  book 
outlines  in  eloquent  Arabic  his  faith 
in  Islam*  as  a  force  for  fusion  and 
reconciliation,  and  his  vision  of  the 
Sudan  as  "a  giant  entity  where  all 
ethnic  groups  and  cultures  melt." 


'Nimeiri's  view  of  Islam  is  not  so-called  Islamic  fun- 
damentalism, a  term  used  (and  much  abused)  in  the 
West  to  refer  to  various  strains  of  fanatic  Islamic 
cultism  People  like  Khomeini  are  not  really  funda- 
mentalists; true  Islamic  fundamentalism  calls  for 
simplicity  in  both  life  and  worship,  and  is  a  brand  of 
Islamic  populism,  not  of  theocracy. 


There  seems  to  be  a  Mahdi-like  streak 
in  Nimeiri.  Who  else  but  a  man  with  a 
mission  would  think  he  could  create  a 
real  nation  of  such  diverse  elements? 

When  Nimeiri  was  growing  up  in 
Wad  Meddani,  south  of  Khartoum,  he 
writes,  "Some  of  my  people  did  not 
know  Arabic,  nor  did  I  know  Nubian. 
I  felt  afraid  for  my  country,  whose 
existence  I  could  scarcely  feel."  He 
was  later  to  be  depressed  by  the  back- 
ward state  of  a  country  with  so  much 
potential.  "The  High  Dam  was  com- 
pleted in  Egypt,"  Nimeiri  writes. 
"The  Euphrates  Dam  was  built  in  Syr- 


A  giant  in  the  middle 


The  Sudan's  long  border  with  Egypt  is  one  of  the 
friendliest  in  the  world.  Most  of  its  other  neighbors, 
though,  pose  problems;  Libya  is  openly  hostile. 


ni.  In  Yemen,  mountains  were  criss- 
crossed by  roads.  Power  lines  spread 
over  Africa,  Asia  and  Latin  America. 
But  in  the  Sudan  we  lived  on  an  an- 
them, a  flag,  amid  impassable  roads, 
deteriorating  factories,  services  that 
were  promised  and  not  delivered,  and 
thirst,  disease  and  conflict." 

As  president,  Nimeiri  has  had  con- 
siderably more  success  in  settling  the 
conflicts  than  building  the  roads,  re- 
pairing the  factories  and  ending  the 
thirst  and  disease.  In  fact,  he  tried  to 
develop  the  Sudan  in  grandiose  proj- 
ects that  nearly  bankrupted  it.  Con- 
cedes  Badr   El-Din   Sulaiman,  Ni- 


meiri's minister  of  finance  and  na- 
tional economy:  "Our  priorities  were 
sometimes  ill-conceived."  By  the  late 
Seventies  the  development  program 
had  to  be  sharply  curtailed.  It  was  a 
harsh  experience  from  which  the 
country  may  not  recover  for  years. 

One  bright  spot  is  represented  by 
some  small  but  promising  oil  discov- 
eries south  of  Khartoum  by  Chevron 
Overseas,  the  international  arm  of 
Standard  Oil  of  California.  The  oil  will 
not  start  flowing  until  the  mid-Eight- 
ies, and  at  first  may  not  amount  to 
more  than  15,000  barrels  a  day.  But 
that  will  help.  The  country's 
total  consumption  of  oil — all 
imported — is  only  about 
30,000  barrels  a  day  now. 

Clearly,  though,  the  Sudan 
will  also  need  massive  eco- 
nomic aid.  U.S.  nonmilitary 
aid  already  totals  about  $100 
million,  more  than  to  any 
other  country  on  the  conti- 
nent but  Egypt  itself.  The 
U.K.,  France,  Belgium,  Japan, 
Denmark,  Italy,  West  Ger- 
many and  the  European  Eco- 
nomic Community  also  have 
helped.  The  Reagan  Admin- 
istration is  moving  fast,  too, 
to  supply  military  aid.  The 
Sudan  will  need  help  if  it  is  to 
solve  its  problems,  both  ex- 
ternal and  internal. 

Otherwise,  Nimeiri's  syn- 
thesis politics  may  not  hold 
together,  and  the  ensuing 
chaos  would  be  welcome  to 
the  Soviet  Union  and  Qad- 
dafi.  Old  irritations  have  re- 
surfaced in  the  south  this 
year  over  plans  for  building 
an  oil  refinery  for  Chevron's 
production,  not  in  the  south, 
but  at  Kosti  in  the  north. 
Across  the  Nile  in  Omdur- 
man, Sadiq  El-Mahdi  waits 
and  watches. 

There  is  no  doubting  Ni- 
meiri's popularity  in  the  long- 
troubled  south.  "I  think  histo- 
ry will  show  he  was  as  great  as  the 
Mahdi,"  says  a  southern-born  instruc- 
tor at  Khartoum  University.  There  is  a 
consensus  as  well  that  the  Sudan's 
spectacular  potential  remains.  That  po- 
tential, most  Sudanese  know,  lies  in 
food.  On  the  road  from  Khartoum  to 
Gezira,  traveling  through  this  vast, 
empty  land,  a  young  Sudanese  journal- 
ist sums  it  up:  "When  the  oil  is  gone, 
the  land  will  still  be  here.  When  the  oil 
war  is  over,  the  wheat  war  will  begin. 
The  Sudan  is  privileged."  Privileged, 
but  cursed  by  poverty  and  dangerous 
enemies.  It  is  a  land  that  needs — and 
deserves — help.  ■ 
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This  number  can  add 
to  your  bottom  line. 

Call  our  800  number  and  we'll  tell  you  how  Telemarketing  can  help  you  meet  and 
beat  the  soaring  cost  of  doing  business  today. 

Telemarketing  combines  the  two-way,  personal  contact  capabilities  of  the  Bell  network 
with  basic  marketing  principles. 

Your  Telemarketing  center  can  be  set  up  for  processing  orders  coming  in  on  your  800 
number.  Or  it  can  help  you  provide  better  customer  service— answer  questions,  head  off  problems, 
build  good  will.  Telemarketing  can  help  you  support  your  field  sales  force,  too,  and  reduce  wasted 
in-person  visits.  You  can  handle  accounts  entirely  by  Telemarketing,  especially  marginal  accounts  you 
can't  afford  to  visit. 

Anyway  you  use  it,  a  Telemarketing  facility  can  yield  amazing  benefits— from  improved 
cash  flow  to  lowered  costs,  greater  revenue  and  increased  productivity. 

Contact  us  today.  We  can  discuss  applications  and  network  services  (such  as  800 
Service,  Outward  WATS,  and  Remote  Call  Forwarding)  and  help  you  select  what  is  best  suited  to 
your  needs. 

See  how  easy  it  is  to  put  Bell  knowledge  to  work  for  you.  Fill  out  the  coupon, 
or  better  still,  call  us  now,  toll  free,  at  1-800-821-2121,  Ext.  515  (in  Missouri,  call  1-800-892-2121, 
Ext.  515).«* 


Bell  System  Sales  Center, 
811  Main  Street,  RO.  Box  549, 
Kansas  City,  Missouri  64141 
Call  1-800-821-2121,  Ext.  515 

(in  Missouri,  call  1-800-892-2121,  Ext.  515). 

□  Tell  me  how  Telemarketing  can  add  to  our 
bottom  line.  Our  customers  are  □  local,  □  state, 

□  out-of-state,  □  national. 


Company - 
Name  


.Title. 


Area  code_ 


_Bus.  Phone _ 


Addr 


City, 


_State. 


.Zip. 


The  knowledge  business 


Imagine  turning 
hot  exhaust  into  cold  cash*  A 


\tedid. 

And  lowered  fuel  costs  up  to  30%. 


You  don't  become  a  Garrett 
engineer  by  letting  energy 
yo  to  waste.  If  there's  a  way 
:o  save  it,  you  find  it.  And 
one  of  the  things  we've 
I'ound  is  a  way  to  help  make 
nclustrial  gas  turbines 
;vork  even  harder. 

By  applying  Garrett's 
idvanced  heat  transfer 
;echnology  we've  designed 
a  new  kind  of  gas  turbine 
"egenerator  that  can 
'educe  a  turbine's  fuel  bill 
Dy  up  to  30% .  Simply  by 
naking  more  efficient  use 
}f  exhaust  heat  to  increase 
:he  temperature  of  the 
ricoming  air. 

Because  greater  effi- 
ciency goes  hand -in -hand 
vith  longer  service  life, 
jarrett  regenerators  are 
iesigned  to  last  up  to  20 
/ears  before  needing  any 
maintenance.  The  credit 
toes  to  a  patented  core 


configuration  that  solves 
thermal  fatigue  problems. 
And  the  use  of  corrosion- 
resistant  stainless  steel 
that  easily  handles  operat- 
ing temperatures  up  to 
1,200 °F. These  new  regen- 
erators will  be  on-line  and 
operational  in  more  than 
30  installations  by  the  end 
of  1981. 

Equally  remarkable  is 
the  application  of  that 
same  heat  transfer  tech- 
nology to  other  areas  of 
industry.  By  putting  high 
temperature  flue  gas  back 
to  work  with  a  special  kind 
of  heat  exchanger  called  a 
recuperator,  we'll  be  reduc- 
ing the  fuel  requirement  of 
large  industrial  furnaces 
this  year  by  more  than  25% 
Comparable  savings  are 
also  available  for  direct - 
fired  manufacturing  pro- 
cesses, like  glass -making. 

At  Garrett,  we  earned 
our  wings  in  aerospace, 
then  built  ourselves  into  an 
industrial  giant  by  keeping 


our  feet  on  the  ground. 
And  our  hands  on  a  tech- 
nology base  one  step  ahea 
of  tomorrow.  We're  unique 
structured  to  put  that  asse 
to  work  for  you,  today. 
Our  engineers  work  in 
teams.  No  one  is  isolated. 
They  work  together. 
The  result  has  been  result 

You'll  find  us  in 
everything  from  nuclear 
powerplants  to  hospitals. 
Agriculture  to  automobile 
But  the  real  frontier  for  us 
is  you. 

If  you'd  like  to  make 
your  endeavors  more 
energy  efficient,  you'll  fine 
us  easy  to  work  with. 
Just  write  our  President, 
Jack  Teske.  You'll  find 
him  at:  The  Garrett  Corp( 
ration,  P.O.  Box  92248, 
Los  Angeles,  CA  90009. 


The  Garrett  Corporation 
One  of  The  Signal  Companies 


Garrett 

The  aerospace  company  with  its  feet  on  the  ground. 


Milton  Peine,  79  and  still  firmly  in  control  at  />«  Secaucus,  A./  headquarters 

As  one  retailing  analyst  puts  it,  "They've  got  good  control  systems,  but  fear  is  the  dominant  factor." 


Fear  is  Milton  Petrie  s  management  style.  It 
seems  to  work  wonders — except  that  he 
cant  scare  up  a  successor. 


Retailing  through 
intimidation 


By  Howard  Rudnitsky 


BUSINESS  SCHOOL  PROFESSORS 
aren't  likely  to  hold  Milton  Pe- 
trie  up  as  a  case  study  in  mar- 
keting. Still,  over  the  past  49  years 
Petne  has  budt  one  of  the  nation's 
most  successful  retail  chains.  His  Pe- 
trie  Stores  Corp.,  selling  medium- 
priced  clothing  mostly  to  teenagers — 
usually  for  cash — will  rmg  up  revenues 
of  nearly  $550  million  this  year.  Mar- 
gins are  10%  aftertax,  and  the  balance 
sheet  debt-free.  Petrie  earns  a  grossly 
understated  24%  return  on  capital, 
but  on  its  retailing  assets  alone,  that 
return  more  than  doubles. 

Petrie  owns  63%  of  his  chain's 
stock — worth  some  S275  million — 
and  he  just  bought  a  high-priced  pent- 
house in  Manhattan's  Carlyle  Hotel 


from  Henry  Ford.  But  Petrie  didn't  get 
where  he  is  by  encouraging  consensus 
management.  As  one  retailing  analyst 
puts  it,  "They've  got  good  control  sys- 
tems at  Petne,  but  fear  is  the  domi- 
nant factor.  That's  what  finally  makes 
it  work,  and  it  starts  at  the  top." 

Petrie  now  works  only  mornings  at 
his  Secaucus,  N.J.  headquarters,  yet 
employees,  from  President  Hilda 
Kirschbaum  Gerstein — one  of  the 
highest-paid  women  in  U.S.  business 
(S300,000  annually) — to  store  manag- 
ers and  handymen,  still  brace  as  he 
issues  orders  via  his  elaborate  switch- 
board push-button  phone.  "I'm  asking 
you  again  about  the  manager  m  Salt 
Lake  City,"  he  barks  to  an  executive. 
"Why  is  her  business  in  the  bigger 
store  poorer  than  in  the  smaller  store? 
Something's  wrong,  and  I  just  want 


you  to  check  it.  There's  no  shrinkage 
in  the  store?  You're  to  confirm  to  me 
that  the  girl  is  all  right."  Even  at  79,  in 
Milton  Petrie's  world  you  always  have 
to  be  suspicious. 

There  is  also  an  ulterior  motive  be- 
hind every  action.  For  example,  fon- 
dling a  Don  Diego  cigar,  he  launches 
into  a  pep  talk.  "America,"  he  says, 
"is  going  to  be  competitive  again.  We 
had  to  cut  costs  and  become  produc- 
tive, and  we're  doing  it."  What  Petrie 
is  really  saying  is  that  he's  optimistic 
about  his  company's  prospects  in  the 
Eighties.  Petrie  Stores  have  tradition- 
ally been  concentrated  in  the  Mid- 
west, and  profits  were  off  8.5%  last 
year,  the  first  decline  since  he  went 
public  in  1968.  Petne  thinks  he  will 
recover  in  the  Midwest  as  the  auto 
industry  recovers. 

But  back  in  the  late  Seventies, 
when  energy  costs  and  interest  rates 
soared,  shopping  center  owners  began 
demanding  sharply  higher  new  lease 
rentals.  Petrie  neatly  sidestepped  that, 
though  it  meant  abandoning  a  long- 
standing policy  of  relying  on  internal 
growth.  As  he  saw  it,  the  solution  was 
to  "buy  stores  in  existing  centers, 
where  older  costs  were  in  place  and 
they  were  operating  at  lower  rents." 
Over  the  past  few  years  he  has  ac- 
quired smaller  troubled  retailers, 
buying  up  scores  of  leases.  Recently, 
for  example,  he  offered  S10  million  in 
cash  to  buy  out  Hartfield-Zodys'  68- 
store  chain. 

By  early  1982,  with  that  last  deal 
out  of  the  way,  Petrie  will  have  added 
some  300  stores.  That  expands  his 
operations  by  over  50% — to  more 
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Basic  creative  approaches  from  Toshiba. 


Toshiba  offers  you 
a  realistic  way  to  start 


automating  your  office. 
It's  as  easy  as  ABCD. 


Toshiba  knows  you  can't  automate  your 
office  overnight.  But  Toshiba's  approach 
to  office  automation  lets  you  enjoy  the 
efficiency  and  cost-effectiveness  of 
starting  to  automate  right  now. 

Toshiba  believes  in  automating  by 
stages.  Our  products  reflect  the  effort  to 
intelligently  integrate  the  functions  of 
several  formerly  isolated  machines  so 
that  they  function  in  a  new  and  highly 
effective  way.  For  example,  we  have 
combined  the  computer  and  the  facsim- 
ile machine  to  produce  a  unit  capable  of 
storing  and  automatically  routing  corres- 
pondence anywhere  in  the  world.  We've 
combined  a  word  processor  and  an 
optical  character  reader  for  automatic 
input  and  highly  effective  editing  of  text. 

These  machines  represent  a  new  level  of 
office  automation.  Toshiba  is  one  of  the 
very  few  manufacturers  with  experience 
in  the  three  essentiai  fields:  Business 
machines,  communications,  and  data 
processing.  That's  why,  where  other 
companies  are  only  talking  about  the 
theory  of  office  automation,  Toshiba  is 
ready  to  deliver  advanced  office  auto- 
mation equipment  today. 


Office  Automation 

reaches  new  levels  with 
Toshiba 's  progressive 
approach  to  advanced 
technology. 


ULTRA  HIGH  SPEED 
FACSIMILE 

INTELLIGENT  FACSIMILE 

MULTI  WORK  STATION 
OFFICE  COMPUTER 

FIBER  OPTICS 
COMMUNICATIONS 
TECHNOLOGY 


A=  THE  AUTOMATED  OFFICE 


OFFICE  AUTOMATION 
PILOT  SYSTEM 


VOICE  RECOGNITION 
TYPEWRITER 


OFFICE  COMPUTER 
WITH  OPTICAL  CHARACTER 
READER  FUNCTION 


OFFICE  COMPUTER  WITH  WORD 
PROCESSOR  FUNCTION 


WORD  PROCESSOR 


IMAGE  FILING  SYSTEM 


OFFICE  COMPUTERS, 
MINICOMPUTERS. 
COMPUTER  TERMINALS 


C=  LINE  OF  COMMUNICATIONS  SYSTEMS 

Toshiba's  progressive  approach  to  Office  Automation 
Is  characterized  by  three  levels  of  development.  Each  level 
comprises  a  group  of  office  equipment,  subdivided  into  three 
categories  (B,  C,  D)  or  a  combination  of  those  categories 


B=  LINE  OF 

BUSINESS  MACHINES 


For  further  information    TOSHIBA  AMERICA,  INC. 

2441  Michelle  Drive,  Tustin,  CA  92680  Phone:  (714)  730-5000 


D=  LINE  OF  DATA  PROCESSING  SYSTEMS 


CONSUMER  ELECTRONICS  AND 
APPLIANCES 

■  HOME  APPLIANCES 

■  VIDEO,  AUDIO  EQUIPMENT 

■  LIGHTING  APPLIANCES 

■  MATERIALS 


INDUSTRIAL  ELECTRONICS 

■  BROADCAST  AND  COMMUNI- 
CATION EQUIPMENT 

■  ELECTRONIC  COMPONENTS 

■  LABOR-SAVING  EQUIPMENT 

■  MEDICAL  EQUIPMENT 

■  ELECTRONIC  COMPUTERS  AND 
OFFICE  EQUIPMENT 


HEAVY  INDUSTRIAL  EQUIPMENT 

■  NUCLEAR  EQUIPMENT 
■TRANSPORTATION  EQUIPMENT 

■  POWER  EQUIPMENT 

■  INDUSTRIAL  EQUIPMENT 

■  INDUSTRIAL  MEASURING 
INSTRUMENTS 


TOSHIBA 

...  In  Touch  with  Tomorrow 


Announcing 
the  first 
Granada 
wagon  ever. 

Granada,  it's  a  car  built  with 
Ford's  commitment  to  quality 
And  for  1982,  Ford,  the  Wagon- 
master,  is  proud  to  introduce 
the  first  Granada  wagon  —  with 
all  the  style  of  Granada  and 
more  room  than  any  other 
American-built  wagon  in  its 
class,  based  on  EPA  Cargo 
Volume  Index.  Comparison 
excludes  other  Ford  Motor 
Company  products. 


New  3.8  liter  V-6. 

Choose  the  optional  3.3  liter 
six-cylinder  engine,  standard  on 
Granada  wagon,  or  move  up  to 
Ford's  brand-new  3.8  liter  V-6. 
A  2.3  liter  four-cylinder  engine, 
standard  on  Granada  2-  and  4- 
door,  has  remarkable 
fuel  economy 
ratings. 


33  hwy  22 


EPA 
EST 
MPG 


For  comparison.  Your  mileage 
may  differ  depending  on  spee 
distance  and  weather.  Actual 
highway  mileage  and  wagon 
ratings  lower. 

The  interior:  settle  back 
and  settle  in. 

Granada's  interior  is  craftec 
both  engineers 
and  artisans.  You'll 
find  lots  of  family 
room,  subtle 
colors,  rich 
woodtones 
and  sumptuous 
fabrics.  And 
new  for  '82, 
the  deep-well 
trunk  on 
Granada 
2-  and  4- 
door  offers 
plenty  of  cargo  room. 


New  two-way 
liftgate  option.  Open 
window  for  loading 
small  packages 
conveniently 


I 


Granada  engineering: 
the  science  behind 
a  smooth  ride. 


Starting  right  at  the  road, 
Granada  rides  on  P-metric 
steel-belted  radials.  You'll  have 


the  precision  of  rack  and  pinion 
steering.  Your  ride  is  smoothed 
by  a  MacPherson  strut  front  sus- 
pension and  Ford's  4-bar  link 
coil  suspension  in  the  rear.  Power 
front  disc  brakes  are  standard. 
Sound  insulation  has  been 
generously  engineered  right 
down  to  the  double  weather- 


MacPherson  strut 
stripping  around  all  doors. 
Granada  VIP  means  value. 

The  Granada  VIP  special  op- 
tion package  offers  a  savings  of 
more  than  s350.  Based  on  the 
sticker  price  for  individual  op- 
tions purchased  separately  Just 
buy  power  steering  and  you'll 
get  a  split  bench  seat,  folding 
armrests,  tilt  steering  wheel  and 
electric  clock  at  no  extra  cost. 

Granada:  something  to 
arrive  in. 

This  is  Granada.  This  is  Ford's 
commitment  to  quality,  comfort 
and  value.  So  see  your  Ford 
Dealer  and  buy  or  lease  the  car 
that's  something  to  arrive  in: 
Ford  Granada  for  1 982. 


FORD  GRANADA 


FORD  DIVISION 


organized  the  funding 
for  The  Cleveland 
Museum  of  Arts 
purchase  from  London jg 
of  The  Martyrdom 
of  St.  Andrew  by 


put  Crysteco,  Inc.,  maker  of 
computer  chip  silicon  wafers, 
on-line  with  modern  financial 
services,  like  accounts  receivable, 
inventory  financing  and 
revolving  credit. 


Amerflrust. 


set  sales  ablaze  for 
Buckeye  Fire 
Equipment  Compar 
of  Kings  Mountain,  North 
Carolina,  with  funds  to  grc 
into  a  significant 
manufacturer  of  fire 

extinguisher 
equipme 


helped  wrap  up  a 
large  contract  for  General 
Fabrics  Corporation  to  make 
duffel  bags  for  the 
Federal  government. 


/hienTrust 

Headquarters  Cleveland.  Ohio 

The  Bank  that 
makes  things  happen. 


than  800  outlets — at  a  total  cost  of 
just  $35  million.  And  Petrie's  acquisi- 
tion cost  was  an  estimated  $6  a  square 
foot,  vs.  the  $8-to-$9  price  in  new 
shopping  centers.  Another  plus:  Many 
of  the  new  stores  are  in  California, 
Texas  and  on  the  East  Coast,  reducing 
Petrie's  Midwest  exposure  to  25%. 

Petrie  is  just  as  tough  with  suppliers 
as  with  employees.  "They  will  order 
350  coats  from  us,  put  them  in  a  few 
stores  and  see  how  they  sell,"  says 
one  small  manufacturer.  "If  the  coats 
don't  move,  they'll  send  them  back 
without  paying.  If  the  coats  take  off, 


Petrie's  only  problem  is 
choosing  a  successor.  Rela- 
tives? "My  mother  made  me 
hire  everybody  and  they 
were  ruining  the  business. 
Eventually  I  got  rid  of  them." 


they'll  order  5,000  at  the  lowest  possi- 
ble price,  pay  cash  in  advance  and 
demand  that  we  deliver  fast — or  else." 

Paying  in  advance  or  "anticipating 
our  bills"  gives  considerable  leverage 
with  suppliers.  "Currently  our  dis- 
count is  at  a  21%  annual  rate,  always 
2%  above  the  prime  rate,"  Petrie  ex- 
plains. "The  factors  would  charge 
30%."  Back  to  the  telephone.  "Hello, 
Hilda?  Get  me  our  inventory  returns 
last  year  .  .  .SVi  times?  Okay.  I  don't 
pay  much  attention  to  it.  We  have  no 
problems  there." 

Still,  Milton  Petrie  wasn't  always  as 
flush  with  cash  as  he  is  today,  with 
over  $100  million  in  the  till.  He  start- 
ed out  in  the  Thirties,  with  the  help  of 
a  Reconstruction  Finance  Corp.  loan. 
He  went  bust  in  1937,  but  he  climbed 
out  of  bankruptcy  a  year  later,  paying 
off  his  creditors  in  full.  That  explains 
Petrie's  aversion  to  debt. 

In  1960,  however,  Petrie  got  lucky. 
Risking  about  half  his  $5  million  in 
capital,  he  acquired  a  stock  position 
in  Lerner  Stores,  a  major  competitor. 
The  logic  was  crafty:  "They  were 
squeezing  me,"  claims  Petrie,  "telling 
the  underwear  guys  if  you  sell  to  him 
you  can't  sell  to  us,  so  I  became  their 
biggest  outside  shareholder  to  try  to 
get  a  merger."  Typical  Petrie  risky 
belligerence.  Instead,  Meshulam  Rik- 
lis'  Rapid-American  Corp.  tendered 
for  Lerner — more  than  doubling  the 
value  of  Petrie's  investment  and  giv- 
ing him  ample  capital  to  expand. 

Petrie  did  that  rapidly  during  the 
Sixties  and  Seventies,  and  now  that 
the  recent  acquisitions  have  broad- 
ened his  geographic  base,  his  only 
problem  is  choosing  a  successor.  Pe- 
trie will  be  80  next  year.  President 
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It  helps  management 
manage. 


At  A  Glance  Personal  Planners 

Mix  business  with  pleasure  without  getting  mixed  up. 
See  your  day  week  or  month  At-A-Glance. 


SHEAFFER  EATON 

Sheaffer  Eaton  Division  of  Textron  Inc 


TEXTRON 


Harriott  s  ESSEX  HOUSE 


HP 


In  Manhattan,  a  breath  of 
fresh  air  on  Central  Park. 


More  than  two  thirds  of  the 
businessmen  and  women  who 
stay  at  the  Essex  House  have 
been  our  guests  before. 

They  come  back  for  our  loca- 
tion: near  Fifth  Avenue,  Lincoln 
Center,  Broadway,  and  the  fash- 
ion district.  Towering  42  stories 
over  the  Park. 

They  come  back  because  they 
don't  have  to  wait  for  breakfast 
in  our  parkside  restaurant.  They 
come  back  for  our  businesslike 
ambience  and  our  view. 


But  most  of  all,  they  return  for 
our  impeccable  service:  wake-up 
calls  that  come  on  time.  First- 
class  room  service. 

They  know  they  can  count  on 
Marriott  to  do  it  right. 

Write  for  a  brochure.  For  reser- 
vations, call  direct  (212)  247-0300, 
or  toll-free  800-228-9290.  Telex 
12-5205. 

Marriotts, 

ESSEX  HOUSE 

160  Central  Park  South,  New  York  10019 
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CNA  believes  working  with  agents  is  one  of 
the  most  effective  ways  we  help  keep  insurance  affordable. 


"Our  strong  relationship 
with  insurance  companies  like  CNA 
is  one  of  the  most  important  things  we 

can  give  our  clients.  A  strong  working  relationship, 

like  the  one  we've  built  with  CNA  over  the  years,  makes  it  much 
easier  to  work  together  through  the  rough  spots.  We  know  that 
CNA  is  not  going  to  back  out  of  any  commitments  they  make  to  us. 
We  stress  the  advantages  of  this  stability  with  our  clients  all  the 
time.  It's  the  reason  CNA  is  our  number  one  insurance  company/' 


INSURANCE  FROM 

OVA 

Judge  us  by  the  agents  who  represent  us 

CNA  Insurance  Cornpanies/CNA  Plaza/Chicago  Illinois  60685 


Gerstein  is  71  and  three  other  top 
officers  are  in  their  60s.  Relatives?  "My 
mother  made  me  hire  everybody,  and 
they  were  all  over  the  place,  ruining  the 
business,"  says  Petrie.  "Eventually  I 
got  rid  of  them."  And  his  son  Bernard 
decidedly  prefers  law  practice. 

Petrie's  approach  to  this  ultimate 
problem  is  characteristically  blunt.  He 
has  had  an  eye  on  Charles  Lazarus, 
the  58-year-old  founder  and  chairman 
of  Toys  R  Us.  To  lure  Lazarus,  Petrie 
started  buying  Toys  stock  in  1978.  He 
now  has  22%,  acquired  at  a  cost  of 
$40  million  and  worth  $140  million 
today.  There's  only  one  hitch.  Laza- 
rus, who  holds  7.5%  of  Toys  stock, 
doesn't  want  to  sell — even  in  return 
for  the  opportunity  of  running  Petrie 
Stores.  Investment  banker  Herbert 
Allen  once  arranged  a  meeting  be- 
tween the  chief  executives,  and  Laza- 
rus showed  up  wearing  boxing  gloves. 

So  Petrie  is  stymied.  "The  idea  of 
trying  to  acquire  Charlie  Lazarus  is  no 
good,"  he  explains.  "If  we  merged  he 
would  own  too  small  a  piece  of  the 
business.  We're  both  very  opinionat- 
ed, so  we  would  probably  fight."  For 
the  moment,  he  has  promised  to  buy 
no  more  Toys  R  Us  stock  and  is  con- 
tent to  consolidate  his  share  of  its 
earnings.  Hardly  painful  since  Laza- 
rus' company  is  growing  more  than 
2Vz  times  as  fast  as  Petrie's. 


"Look  at  Armaria"  Hammer 
or  William  Paley — they're 
still  active.  When  the  job  be- 
comes available,  the  right 
person  will  turn  up." 


Still,  Wall  Street  isn't  impressed. 
Petrie's  stock  today  sells  for  about  $30 
a  share,  down  from  nearly  $50  in 
1978.  Profits  this  year  will  be  up  13% 
and  bouncing  back  nicely  from  the 
1980  slump,  but  the  earnings  multiple 
is  an  unimpressive  7 — in  part  because 
analysts  give  little  value  to  the  11%  of 
Petrie's  income  attributable  to  Toys  R 
Us.  Investors  are  looking  to  the  fu- 
ture, a  future  without  Milton  Petrie 
running  the  store. 

With  things  as  they  stand,  Petrie 
admits  he  needs  to  look  outside  for  a 
succe  ssor.  But  he  is  quick  to  point  out 
that  he's  in  no  hurry.  "Look  at  Ar- 
mand  Hammer  or  William  Paley — 
they're  still  active,"  he  explains. 
"When  the  job  becomes  available,  the 
right  person  will  turn  up." 

Lazarus,  of  course,  denies  he's  in- 
terested. But  he  may  still  be  the  ideal 
man  for  Petrie  Stores.  If  he  takes  con- 
trol, however,  it  will  be  on  his  terms, 
not  Milton  Petrie's.  ■ 


FORBES,  NOVEMBER  9,  1981 


It  keeps  photographers 
sharp. 
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At -A-  Glance"  Personal  Planners 

Don't  make  any  snap  decisions. 
Focus  on  your  day,  week  or  month 
At«A*Glance. 


SHEAFFER  EATON  G_£_____I_] 

Sheaffer  Eaton  Division  of  Textron  Inc 


UNWIND  IN 
SECLUSION 

.  at  some  very  special  and  exclusive 
vacation  resorts.  Our  highly  respected 
monthly  newsletter  is  a  connoisseur's 
guide  to  unspoiled  places,  providing 
executives  independent  reports  on  peace- 
ful mountain  sanctuaries,  uncrowded 
countryside  retreats  and  enchanting 
islands  we  regularly  uncover  here  and 
abroad.  Accommodation  offerings, 
ambience,  food,  staff,  service,  rates 
and  recreational  diversions  are  all 
described  in  lively  detail.  Twelve  monthly 
reports,  $29.  (Overseas  airmail,  $35.) 
Satisfaction  guaranteed  or  subscription 
price  refunded. 

%c  Hidea\^iy'Hcporl 

Published  Monthly 
by  Harper  Associates,  Inc. 
Box  66-R  •  Fairfax  Station,  VA  22039 


WHEN 
DIG 
YOU 
UST. 


Let  us  do  the  spadework 
foryou  We'll  turn  up  the  un- 
varnished facts — discreetly,  confi- 
dentially and  economically— and  give  you 
the  objective  and  essential  information 
about  people  and  companies  you  need 
for  considered  opinion  and  judgment. 

Before  you  recommend  or  take  action 
on  a  joint  venture,  an  acquisition,  a  merg- 
er, an  investment  or  tax  shelter  oppor- 
tunity, an  important  new  executive  or 
other  critical  matters— get  a  "Bishop's 
Report "  Please  call  us  or  send  our  coupon 

BISHOP'S  SERVICE,  INC. 

The  leading  confidential  reporting  service  since  1898 


NEW  YORK  WASHINGTON  LOS  ANGELES  BRUSSELS 


BISHOP'S  SERVICE,  INC  F-11/9 
41  East  42nd  Street,  New  York,  NY  10017 
212-867-2700 

Yes.  I'd  like  more  information  about  your  service 

Name  :  .  

Company    

Address  __  * 

City         ■  State  Zip   

Telephone  _____  
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EVERY  DAY  THE  AVERAGE 
BUSINESSMAN  COMMUTES  TO  THE 
NINETEENTH  CENTURY 

It  wouldn't  take  very  long  for  the  average  twentieth  century  business- 
man to  feel  right  at  home  in  the  average  nineteenth  century  office. 

Because  for  the  most  part,  the  way  office  workers  and  executives 
work  and  the  tools  they  use  are  merely  refinements  of  {  ; 

procedures  and  products  invented  in  the  1800s  or  before. 

The  typewriter  was  patented  in  1827.  The  pencil  \  j 

with  an  eraser  attached  was  patented  in  1858.  The  — — 
telephone  was  invented  in  1876  and  the  ball-point  pen  dates  from  1888. 

No  wonder  productivity  in  the  office  isn't  keeping  pace  with  the  times. 
At  Xerox,  helping  people  work  more  productively  is  our  business. 
Today  we  produce  advanced  machines  that  not  only  make  copies  of 
incredible  quality,  but  automatically  reduce,  collate  and  staple  sets  together. 

Machines  that  create,  store  and  retrieve  documents  faster 
than  humanly  possible.  Machines  that  print  out  computer 
information  faster  than  ordinary  computer  printers. 

And  machines  that  help  business  professionals,  who  earn 
80%  of  the  salaries  paid  by  American  business,  create  reports 
with  charts,  tables  and  graphics,  in  hours  instead  of  days. 

There's  even  a  special  cable — called  the  Xerox  Ethernet  cable — that 
can  connect  these  machines  into  an  information  network.  So  that 
the  people  in  your  office  and  in  offices  around  the  country  can  have 
the  information  they  need  to  get  their  jobs  done. 

In  fact,  Xerox  people,  machines  and  services  can  not  only 
help  you  stay  on  top  of  your  job,  but  even  get  ahead  of  it. 

Which  can  put  you  a  century  ahead  of  where  you  were  yesterday. 

XEROX 
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Taxing  Matters 


If  a  forest  products  company  cant  use  its 
timber  tax  shelter,  it  can  try  to  sell  it  to 
someone  who  can — among  other  things. 


The  rent-a-tree 
gambit 


By  Janet  Bamford 


With  all  the  tax  incentives 
written  into  the  recent  tax 
ict,  you  might  think  that  the 
Reagan  Administration  invented  the 
idea.  Far  from  it.  Some  of  the  most 
attractive  and  effective  tax  incentives 
have  been  around  for  some  time.  Take 
the  forest  products  industry's  capital 
gains  shelter  on  timber,  for  example. 
Some  15%  of  the  industry's  earnings 
have  been  taxed  at  the  lower  capital 
gams  rate  since  the  late  Forties  be- 
cause of  this  provision  in  the  tax  code. 
By  taxing  the  market  value  of  freshly 
cut  timber  as  capital  gams  rather  than 
as  ordinary  income,  lawmakers 
sought  to  offer  forest  products  compa- 
nies an  incentive  to  replant,  rather 
than  simply  to  lay  waste  any  forest 
they  could  get  their  saws  on. 

There  was  only  one  hitch.  This  is  a 
fair-weather  tax  shelter  that  works 
best  when  times  are  good.  Mainly 
that's  because  capital  gains  are  calcu- 
lated in  a  different  way  from  ordinary 
income.  As  a  result,  the  forest  prod- 
ucts industry  is  busily  trying  to  mar- 
ket its  long-standing  shelter  to  other 
corporations. 

For  forest  products  the  dilemma  is 
clear-cut: 

Let's  say  they  have  a  tract  of  tim- 
berland  on  their  books  for  SI  million 
and  the  gomg  rate  for  that  amount  of 
timber  is  now  S10  million  |as  deter- 
mined by  a  government  auction  or  by 
sales  of  comparable  timber).  Okay, 
that's  a  S9  million  capital  gain  that 
would  have  been  taxed  at  28%  last 
year,  or  about  S2.5  million.  But  wait. 
They  have  expenses,  too.  Let's  say 
those  total  S6  million.  So  they  have  S3 
million  in  ordinary  income,  which 


would  only  cost  about  SI. 4  million  in 

taxes.  Clearly,  in  a  case  like  this,  a 
timber  firm  is  better  off  electing  to 
pay  the  ordinary  income  tax  instead 
of  the  capital  gains  tax.  Fortunately, 
the  IRS  gives  it  that  choice. 

It's  even  possible  for  a  company  to 
have  a  capital  gain  at  the  same  time  as 
it  has  an  operating  loss — especially 
since  the  capital  gains  are  based  on 
government  auctions  rather  than  real 
sales.  It  may  be  that  although  the  IRS 
wants  you  to  take  capital  gams  of  $9 
million  on  those  trees,  you  sell  them 
for  only  S6  million.  Then,  if  you  paid 
the  capital  gains  rate,  you  would  actu- 
ally change  a  break-even  proposition 
into  a  loss. 

Weyerhaeuser  is  one  company  that 
chose  to  take  the  ordinary  income  tax 
deduction  last  year.  Neil  Wissing, 
Weyerhaeuser's  vice  president  of  tax- 
ation, foresees  a  similar  situation  this 
year.  Says  Wissing,  "The  value  of  tim- 
ber established  in  auctions  in  the  last 
few  years  has  been  very  high.  You 
reach  a  point  where  it's  cheaper  to 
pay  a  tax  on  the  46%  total  taxable 
income.  In  effect,  you  derive  no  bene- 
fit from  the  capital  gains." 

Scott  Paper's  Robert  Ladig  agrees: 
"If  your  total  income  is  60%  or  less  of 
your  capital  gains  income,  you're 
probably  better  off  taking  46%  of  the 
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total  gain  as  opposed  to  28%  of  the 
capital  gain."  So  some  of  the  sharper 
forest  products  companies  are  hard  at 
work  figuring  out  new  ways  to  use  the 
capital  gams  tax  treatment  to  their 
best  advantage.  For  example,  could 
they  not,  like  other  capital-intensive 
companies,  sell  unusable  tax  breaks  to 
more  profitable  companies  and  lease 
back  the  assets?  Since  timber  histori- 
cally appreciates  at  about  15%  a  year 
and  can  be  held  off  the  market  in  a 
downturn,  the  corporate  investor 
would  be  assuming  little  risk  other 
than  hyperinflation.  Meanwhile,  the 
forest  products  company  would  have 
the  use  of  that  capital. 

Alternatively,  a  timber  and  paper 
company  can  try  to  take  full  advan- 
tage of  its  capital  gains  breaks  by  in- 
creasing operatmg  profits  through  ac- 
quisitions. "You  could  acquire  a  com- 
pany and  then  shelter  its  earnings 
under  the  capital  gains,"  explains 
Paine  Webber  timber  analyst  Law- 
rence Ross.  Of  course,  no  manage- 
ment in  its  right  mind  would  make  an 
acquisition  purely  because  of  such  a 
tax  play,  but  all  other  things  being 
equal,  it  could  tip  the  balance.  Such 
considerations  might  play  a  large  part 
in  Louisiana  Pacific's  increasmg  stake 
(now  about  7%)  in  National  Gypsum, 
for  example,  although  Louisiana  Pa- 
cific denies  it. 

Yet  a  third  possible  device  could  be 
the  structuring  of  joint  venture  deals 
in  which  profits,  expenses  and  timber 
properties  are  shuttled  in  and  out  of 
the  jomtly  owned  subsidiary  as  they 
work  best  for  the  parent  companies. 
For  example,  a  forest  products  com- 
pany could  provide  the  timberland  m 
a  joint  venture  in  which  another  com- 
pany put  up  the  capital.  The  partners 
would  then  each  benefit  from  having 
profits  taxed  at  the  capital  gams  rate 
when  it  came  time  to  cut  the  timber. 

Why  go  to  such  trouble  instead  of 
asking  Washmgton  for  help-  Because 
the  industry  is  nervous  about  drawing 
too  much  attention  to  its  incentives 
by  asking  for  legislative  changes.  "It's 
a  topic  that  the  forest  products  people 
tend  to  be  highly  sensitive  about," 
says  one  Big  Eight  accountant  who 
doesn't  want  to  be  named.  "To  some 
people  it  looks  like  a  giveaway." 
While  Washington  seems  ready  to 
give  rather  than  take  from  industry, 
there  are  critics  who  argue  that  the 
timber  business — properly  run — is 
profitable  enough  without  help  from 
Uncle  Sam.  If  times  are  hard  right 
now,  they  argue,  well,  that's  what 
happens  in  any  cyclical  industry.  ■ 
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DIESEL  ELDORADO 


DIESEL  SEVILLE  ELEGANTE 

■■■■  mm 


THE  V8 
DIESEL 
CADILLACS 
FOR  1982. 

Instead  of  moving 
down  to  get  better 
mileage. ..maybe  you 
should  move  up. 

Move  up  to  a  beautiful  new  1982 
Diesel-powered  Cadillac . . .  any  of 
eight  different  Cadillacs  offering 
extraordinary  mileage  estimates  and 
range.  (See  chart  below.)  The  point 
is . . .  you  don't  have  to  give  up  room 
and  comfort  to  get  good  mileage. 
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•IN  CALIFORNIA  32  HWY.  EST     832  EST  HWY  RANGE 

Use  estimated  mpg  for  comparison.  Your 
mileage  and  range  may  differ  depending  on 
speed,  distance,  weather.  Actual  highway 
mileage  and  range  lower.  Range  estimates 
obtained  by  multiplying  EPA  est.  mpg  and 
hwy.  est.  by  standard  fuel  tank  ratings.  Some 
Cadillacs  are  equipped  with  engines 
produced  by  other  CM  divisions, 
subsidiaries,  or  affiliated  companies 
worldwide.  See  your  dealer  for  details. 


Best  of  all., 
it's  a 
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Smart  electronics  need  a  smart  labor  force. 
That's  why  Hewlett-Packard  came  to  Scotland. 

"All  we  had  when  we  opened  here  in 
1965  was  a  production  facility,  though  we  hoped  we 
could  generate  our  own  product  line,"  says 
Peter  Carmichael,  managing  director  in  South 
Queensferry. 

"Now,  on  the  strength  of  our  own  design 
efforts, we  have  worldwide  responsibility  for 
telecommunications  test  equipment." 

More  than  a  quarter  of  the  800  Scottish 
employees  are  graduate  engineers  working  in 
research  and  development.  Technological 


achievements  rate  with  any  in  US,  German  or 
Japanese  divisions. 

There  are  over  200  US  companies- 
multi-nationals  like  Motorola,  Digital  and  National 
Semi- Conductor  included-who  came  for  one 
part  of  the  Scottish  program  and  are  now 
profiting  from  the  whole  show. 

A  workforce  that's  stable  and  skilled. 
A  wealth  of  grants,  loans  and  allowances. 
Universities  that  work  closely  with  industry.  Vast 
energy  resources.  And  quicker  air-freight  to 
Europe  than  out  of  Heathrow. 
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ising,  good  schools  -and  no  wonder  so  many 
inpanies  call  for  encore. 

Everything  you  need  to  set  up  and  expand 
le  is  now  available  from  a  single  source-  the 
:  ernment-backed  Locate  in  Scotland  bureau. 
>end  the  coupon.  We'll  send  you  a  preview. 

ocate  in  Scotland. 


For  further  information,  clip  this  coupon  and  mail  to  SDA,  11th  Floor, 
465  California  Street,  San  Francisco,  CA  94104  or  9  West  57th  Street, 
|    New  York,  NY  10019.  FBI 
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They  say  medium-size  regional  banks  are 
finished.  Philadelphia's  Provident  National 
apparently  hasn't  read  the  obituaries. 


Is  it  a  bank? 
Or  a  mutual  fund? 


By  Ben  Weberman 


W'e're  only  the  fifth-largest 
bank  in  Philadelphia,  so  we 
had  to  do  something  different 
to  make  our  mark,"  says  Roger  S. 
Hillas,  chairman  of  Provident  Nation- 
al Corp.  Make  it  he  did.  Five  years  ago 
Provident  National  earned  $2.39  a 
share;  last  year,  $7.24.  In  1981,  a 
mixed  year  for  banks,  Provident  Na- 
tional will  earn  about  $8.10.  In  a  gen- 
erally weak  market  for  bank  stocks, 
Provident  National's  o-t-c  stock  has 
more  than  doubled  over  the  past  few 
years.  What  makes  a  small  ($3  billion 
assets)  bank  stand  out  like  this? 

The  1 1 7-year-old  Provident  was 
formed  as  Provident  Trust  Co.,  a  pure 
money  manager,  and  only  since  1957 
has  the  company  acted  like  a  com- 
mercial bank  by  engaging  in  deposit- 


taking  and  commercial  lending.  As  if 
to  make  up  for  this  late  start,  in  1969 
Provident  was  one  of  the  first  banks 
to  go  into  nonbanking  financial  ac- 
tivities using  the  holding  company 
format.  When  that  didn't  work,  Provi- 
dent was  one  of  the  first  to  pull  out.  It 
sold  its  factoring,  leasing  and  land  ti- 
tle insurance  subsidiaries. 

Hillas,  54  and  a  veteran  of  30  years 
at  Provident,  explains  the  about-face: 
"We  found  that  the  subsidiaries  were 
growing  too  rapidly  for  us  and  we 
could  not  tund  them  efficiently.  We 
had  to  issue  commercial  paper  to  raise 
capital  for  them,  but  the  fast  expan- 
sion would  have  required  too  much 
paper  and  would  have  thrown  the 
holding  company's  financial  ratios  far 
out  of  line."  Hillas'  move  now  looks 
brilliant:  Merely  costly  at  the  time, 
that  kind  of  borrowing  is  now  lethal. 


Provident  National's  Roger  S.  1  lilies 
No  time  for  hand  wringing . 


Selling  the  subsidiaries  at  a  nice 
profit,  Hillas  and  his  partner,  Provi- 
dent President  J.  Richard  Boylan, 
looked  around  for  ways  to  invest  the 
proceeds,  a  substantial  $88  million. 
They  looked  for  two  things:  1)  a  busi- 
ness they  understood  and  2)  bargains. 
In  regional  bank  stocks  they  found 
both.  Most  of  these  stocks  were  sell- 
ing at  modest  multiples  and  substan- 
tial discounts  from  book  value.  And, 
as  Hillas  says:  "\know  banks  from  our 
day-to-day  relations.  I  know  which 
are  well  managed  and  which  are  poor- 
ly managed." 

Since  the  Bank  Holding  Company 
Act  limits  any  bank  from  holding 
more  than  5%  of  another  bank,  the 
money  remaining  after  a  $10  million 
contribution  to  Provident  National 
Bank's  capital  and  a  small  venture 
capital  investment  was  spread  over  15 
stocks  (see  table).  In  most  businesses 
$80  million  used  for  buying  bank 
shares  wouldn't  go  far,  but  since  re- 
gional bank  stocks  were  so  cheap 
Provident  National  ended  up  with  a 
good-size  block  of  stock  in  banks 
whose  total  assets,  $48  billion,  far  out- 
stripped its  own. 

Provident  National  hoped  to  gain 
something  more  than  dividends  from 
its  investments:  what  used  to  be 
called  synergy.  Hillas  explains:  "Be- 
fore we  buy  into  a  bank,  we  want  to 
feel  comfortable  in  two  ways.  First,  is 
the  bank  a  good  investment?  Second, 
but  just  as  important  for  us,  can  we 
build  a  super  correspondent  relation- 
ship with  the  bank?" 

Thus  a  stockholder  in  Provident 
National  owns,  in  effect,  a  dual  invest- 
ment—a piece  of  a  bank  with  extra- 
good  correspondent  relationships  and 
a  piece  of  a  portfolio  of  bank  stocks. 
Some  analysts  suspect  that  Hillas  is 
after  even  bigger  game  in  the  state  of 
Pennsylvania.  Says  Richard  Leech,  in- 
dependent bank  consultant  at  Bet- 
tinger  &  Leech,  Inc.:  "This  is  Hillas' 
way  of  getting  ready  for  building  an 
intrastate  bank  holding  company 
once  the  state  laws  change." 

Statewide  bank  holding  companies 
are  not  permitted  in  Pennsylvania  to- 
day. An  intriguing  thought:  By  them- 
selves,, medium-size  banks  like  Pitts- 
burgh National  and  Provident  might 
be  at  a  disadvantage  in  competing 
with  the  BankAmencas,  Chases  and 
Citicorps,  but  combined,  they  would 
be  a  match  in  size  and  geography. 

Do  not  conclude  that  Hillas  and 
Boylan  have  neglected  their  basic 
business  in  favor  of  playing  the  stock 
market.  Far  from  it.  Provident  Na- 
tional has  a  return  of  1.23%  in  earn- 
ings to  assets,  ranking  eighth  out  of 
82  banks  in  its  size  group,  according 
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CPT  shows  you  how  to  get  into 
word  processings  step  at  a  time 


Choosing  a  system  for  your  office  can  be  trying. 
Should  you  experiment  with  a  single  unit? 
Or  take  the  plunge  with  an  extensive 
network?  In  this  ad,  CPT 
explains  where  to  begin, 
and  how  to  expand 
with  your  needs. 


YOU  MAY  START  as  many 
companies  do,  by  replacing  severa 
electric  typewriters  with  one  or  more 
word  processors. 

CPT  offers  four  models:  from  the 
basic,  entry-level  CPT  6000  with  a  half- 
page  screen,  to  the  highly  sophisticated 
CPT  8100  (shown  on  the  right). 


A  better  way  to  type 

The  change  will  be  immediate  and 
dramatic.  Your  secretaries  will  type  on  a 
screen  instead  of  paper.  So  they  will  work 
at  full  rough-draft  speed  without 
worrying  about  typos  or  omissions. 


CPT  8100 


CPT  6100 


l  l 

1    FUTURE  I 
INSTALLATIONS 
I  I 
I  I 
I 


TELEPHONE 
MODEM 


Typical 
Small 
Office 
System 


WORDPAK  II 

WordPak  11  works  with  up  to  eight  CPT  word 
processors  or  telecommunications  lines.  WordPak  I 
(not  shown)  operates  with  a  single  workstation. 


Word  processors  also  "remember"  what 
is  typed.  (CPT  storage  disks  hold  up  to  150 
pages  each.)  This  electronic  filing  system 
allows  you  to  recall  individual  pages 
to  the  screen  in  seconds  for  changes 
and  additions. 


More  than  words 

At  first,  it  may  be  tempting  to  use 
your  new  word  processors  as 
"fancy  typewriters,'  simply  be- 
cause your  procedures  were  set 
that  way.  But  a  special  feature 
called  software  programming  lets  you 
alter  your  word  processor's  intelligence, 
to  do  jobs  impossible  with  an  ordinary 
typewriter. 

Your  CPT  dealer  offers  optional  soft- 
ware programs  that  can  turn  your  CPT 
word  processor  into  a  microcomputer, 
a  records  management  system,  and  more 


"How  do 
we  expand?" 

CPT  word  pro- 
cessing systems 
can  grow  in 
many  ways, 
beginning  with 
the  word  pro- 
cessors them- 
selves. If  you  started 
out  with  CPT  6000's  and  8000's,  they  can 
be  upgraded  right  in  your  office  to 
the  more  powerful  CPT  6100  and 
8100  word  processors. 

If  your  volume  of  paperwork  is 
high  enough,  you  may  wish  to  go  to 
the  next  step  in  the  CPT  system  — 
called  WordPak. 

WordPak  is  a  mass  storage  device 
that  can  hold  over  24,000  pages  of 
text.  Your  typists  can  find  any  page, 
almost  instantly,  with  the  touch  of  a 
few  keys. 

CPT  systems  can  also  communi- 
cate with  word  processors  in  other 
locations  through  phone  wires  and 
telecommunication  devices. 
Clean  originals  of  documents  can  be 
in  your  client's  hand  in  minutes  instead 
of  days.  Their  response  can  be  returned 
just  as  easily. 

"We've  expanded  our  CPT  system  to  do 
bookkeeping,  inventory,  and  advanced 
accounting 


Cost-cutting  breakthrough 

CPT  has  a  new  device  that  allows  an 
IBM  60  or  75  electronic  typewriter  to 
function  as  a  printer  when  connected  to  a 
CPT  6000  word  processor.  If  you  have 
these  IBM  typewriters  in  your  office  and  are 
thinking  about  a  more  advanced  system, 
you  can  save  thousands  of  dollars. 

The  next  step  is  yours 

We  realize  a  great  deal  of  thought  must 
go  into  selecting  a  word  processing 
system  for  your  office.  That's  why  we 
offer  a  special,  20-page  booklet  called 
CPT  Takes  the  Mystery  Out  of  Word 
Processing.  It's  yours,  free  for  the  asking. 
Just  fill  out  and  mail 
the  coupon  below. 


Mail  to:  CPT  Corporation 
P.O.Box  17 

Minneapolis,  MN  55440 
I'd  like  to  get  started  in  word  processing.  Please  send 
me  your  free  booklet  C/'T  Tcikcs  the  Mystery  Out 
of  Wind  Processing 


State. 


.ZiP. 


to  Kccfe,  Bruyettc  &  Woods,  Inc.,  the 
bank  stock  specialist.  Although  one  of 
the  best-capitalized  banks,  its  return 
of  IS. 6%  on  equity  handily  beats  the 
average  13.6%.  If  Provident  were  able 
to  consolidate  its  share  of  the  earn- 
ings of  the  banks  in  its  portfolio,  the 
return  would  be  more  like  20.68%. 

Provident  owes  much  of  its  edge  to 
money  management,  especially  in  the 
mutual  fund  field.  Provident's  trust 
department  consistently  had  ranked 
among  the  top  handful  in  investment 
performance  and  they  felt  that  this 
capability  could  be  transferred  to  mu- 
tual fund  management.  But  banks 
aren't  allowed  to  run  mutual  funds. 
Provident  found  a  way.  Hillas: 

"Dick  [Boylan]  spent  a  lot  of  time  in 
Washington.  He  spoke  to  regulators 
and  to  legislators.  He  succeeded  in 
having  them  agree  that  bank  manage- 
ment of  portfolios  for  others  did  not 
violate  Glass-Steagall  prohibitions 
against  bank  underwriting  of  corpo- 
rate stocks  and  bonds." 

In  short,  others  would  market  the 
funds;  Provident  would  run  their  port- 
folios for  a  fee.  Says  Hillas:  "None  of 
us  here  could  foresee  that  we  would  be 
pushing  $11  billion  in  mutual  fund 
assets  so  soon. 

"We  started  by  managing  a  bond 
fund,  Independence  Square  Income 
Securities.  Then  Chestnut  Street  Ex- 
change Fund  was  organized.  We  pro- 
gressed from  there.  Independence  is  a 


$22  million  fund  and  Chestnut  Street 
comes  to  $103  million." 

Trust  fees  and  mutual  fund  manage- 
ment fees  are  desirable  from  a  bank- 
er's standpoint  because  they  do  not 
require  much  capital  to  generate.  Fur- 
thermore, they  are  responsible  for  the 
biggest  boost  in  Provident's  earnings, 
particularly  the  growth  of  money  mar- 
ket mutual  funds.  Provident  manages 
Shearson/American  Express'  Temp- 
Fund  and  the  Paine  Webber  Cash- 
Fund.  Today  these  amount  to  $9  bil- 
lion. While  most  banks  are  losing  de- 
posits to  money  market  funds, 
Provident  turns  the  tables  by  earning 
fat  fees  from  them. 

Hillas  wants  more  money  market 
fund  business:  "We  have  applied  to 
start  a  bank  in  Delaware  to  handle  the 
investment  advisory  and,  perhaps 
more  importantly,  the  transfer,  rec- 
ord-keeping and  other  services  for  the 
money  funds.  Even  if  some  of  the 
sponsors  pull  back  to  do  their  own 
investment  management,  the  bulk  of 
the  revenues  would  still  come  in." 

What  is  good  management?  It's  an 
almost  indefinable  quality,  made  up  of 
such  things  as  a  willingness  to  seek 
new  ways  while  your  rivals  are  sitting 
around  wringing  their  hands  and 
moaning.  At  Provident  National,  Rog- 
er Hillas  and  Dick  Boylan  don't  waste 
much  time  in  handwnnging.  They  are 
too  busy  strengthening  their  bank 
against  an  uncertain  future.  ■ 


Provident's  bank 
stock  investments 


It  takes  one  to  know  one.  Provident  National  Corp.'s  portfolio  of 
regional  and  money  center  bank  stocks  has  the  advantage  of  selection 
by  a  banker  who  knows  other  bankers. 


No.  of 

Cost  per 

-Market 

shares 

share 

10/19/81  Ownership 

Yield* 

Growth  area  stocks 

American  Security  (Washington  DC) 

177,000 

$34.07 

$42.13 

4.92% 

12.15% 

Colorado  National  (Denver) 

245,000 

19.50 

28.63 

4.97 

8.84 

First  Atlanta 

350,000 

18.63 

23.50 

4.97 

10.37 

Hibernia  (New  Orleans) 

175,000 

12.81 

26.50 

4.96 

16.15 

Liberty  National  (Oklahoma  City] 

common 

100,000 

16.79 

19.00 

2.41 

10.27 

convertible  preferred 

30,000 

100.00 

100.00 

15.52 

Southwest  Florida 

287,026 

9.35 

15.88 

4.82 

14.75 

Texas  American 

403,812 

22.45 

30.38 

4.71 

9.22 

United  Banks  of  Arizona 

83,000 

32.67 

32.13 

4.98 

6.54 

Pennsylvania  stocks 

Central  Pennsylvania 

128,000 

12.16 

13.25 

4.96 

17.02 

National  Central  Financial 

224,000 

19.74 

16.50 

4.95 

13.62 

Pittsburgh  National 

619,600 

21.46 

25.38 

4.99 

13.82 

Southeast  National 

49,931 

25.49 

28.00 

4.99 

16.77 

Money  center/other 

Bank  of  New  York 

200,000 

37.05 

36.75 

2.92 

14.89 

Harris  Bankcorp  (Chicago) 

340,000 

26.74 

25.00 

4.95 

14.18 

Lincoln  First  (Rochester,  NY) 

common 

160,000 

22.29 

22.75 

4.87 

15.47 

convertible  preferred 

95,000 

1 1.61 

9.88 

15.59 

"Full)  laxable  equivalent  basis.  Only  15%  of  intracorporate  dividends  is  counted  as  income  which  is 

subject  to  tax. 


guaranteed  protection  against  air  fare  increases 
for  the  next  5, 10  or  15  years — even  a  lifetime. 


tmerican  Airlines  offers  fre- 
uent  fliers  a  revolutionary 
ew  concept  that  lets  you 
y  years  from  now  at  a  rate 
lat's  likely  to  be  less  than 
ou  are  paying  today. 

From  the  very  first  time  you 

se  AAirpass,  your  cost  per 
k\\e  for  air  travel  on  American 

Mines  will  be  lower  than  the 
(jrrent  Coach  fare  on  most 
;iutes.  What's  more,  it  won't 
!  d  any  higher  for  the  length  of 

)ur  contract  with  American — 
lb  matter  how  much  air 

res  increase. 

For  example,  if  you  fly  reg- 

arly  between  Dallas/Fort 

brth  and  Los  Angeles,  you 

irrently  pay  about  20c  per 
lile  for  Coach  travel.  With  a 

Year  AAirpass,  you  pay  only 
li.9c  per  mile.  And  if  you  make 

round  trips  per  year,  you'li 
.jive  $1,013  in  air  fares  the  first 
jsar  alone. 

4  AAirpass  is  designed  to  meet 
iijiur  needs  if  you  regularly  fly 
jili.OOO  miles  or  more  a  year 
I  about  one  round  trip  per 

fDnth)  to  cities  that  American  serves.  You  make  a  one- 
,  he  payment  at  the  start  of  the  program  for  an  amount 
Uat  depends  on  the  length  of  the  term  selected — 5, 10  or 
A  years,  or  even  a  lifetime. 

Not  only  do  you  benefit  from  the  air  fare  savings  but 
|u  also  know  exactly  how  much  to  budget  for  air  travel 
\]  penses  in  the  future.  And  more  importantly,  AAirpass 
'I  'es  you  a  hedge  against  future  air  transportation  infla- 
the  higher  the  rate  of  inflation,  the  more  you  save  by 
Ijirchasing  an  AAirpass  now. 
,  Moreover,  if  you  want  to  look  at  the  purchase  of 
.lAirpass  as  an  investment,  we  can  show  you  the  kinds  of 
ih  urns  you  would  need  on  other  investments  in  order  to 
J  ual  the  value  of  AAirpass. 

Urpass  carries  with  it  special  services 
id  privileges. 

n  iirpass  identifies  you  as  a  privileged  traveler  and  qual- 
s  you  for  many  services  designed  to  make  traveling  on 
lerican  Airlines  enjoyable  as  well  as  financially  attractive. 
You  receive  complimentary  membership  in  American 

Mines'  private  Admirals  Club  for  the  term  of  the  AAirpass; 

/.list  Class  Check-In,  regardless  of  class  of  travel;  free  in- 
ht  cocktails  and  headsets;  exclusive  luggage  ID  tags;  a 
mthly  statement  showing  your  mileage  status; 

:  capability  to  write  your  own  ticket;  and  participation  in 


the  AAdvantage  program — 
where  you  earn  free  or  reduced- 
fare  trips  for  mileage  accumu- 
lated on  American. 

Expect  only  the  best 
with  AAirpass. 

For  frequent  fliers,  AAirpass 
simplifies  and  organizes  your 
air  travel,  controls  your  ex- 
penses, offers  you  a  hedge 
against  inflation,  puts  your 
money  to  work,  and  lets  you 
travel  with  all  the  comforts  and 
conveniences  you  enjoy  today, 
plus  more. 

See  "Introducing  AAirpass" 
section  on  left- hand  page  for 
complete  programs  and 
pricing  information. 

To  receive  a  complete  in- 
formation package,  return 
the  postage-paid  card  or  call 
Toil-Free  800-433-6400  in  the 
continental  U.S.A.  In  Texas, 
call  800-772-7900. 

This  is  a  limited  offer  available 
only  until  March  31,  1982. 
AAirpass  is  subject  to  CAB 
approval. 


AAirpass" 

We're  AmericanAirSines. 
Doing  what  we  do  best. 


Use  this  coupon  if  postcard  has  been  removed. 
I  


AmericanAirlines  AAirpass  Department 
P.O.  Box  61140,  Dallas/Fort  Worth  75261 

□  Yes,  I  am  interested  in  learning  more  about  what 
AAirpass  can  do  for  me  and/or  my  company. 

Please  send  me  information  on  the  following  programs: 

□  5, 10  or  15-Year  Term  AAirpass  □  Leisure  Lifetime  AAirpass 

□  Regular  Lifetime  AAirpass        □  Unlimited  Mileage  Lifetime 

□  Leisure  5-Year  Term  AAirpass  AAirpass 


Name 


Title  (if  applicable) 


Corporation 


Address 


State 


Zip 


City 

My  Travel  Agent  is :  

□  Please  have  an  AAirpass  representative  call  me  at  one  of  these  numbers: 
Office  Home  


□  Please  do  not  telephone  me. 


F02 


I 

J 


AmericanAirlines 


Another  Tenneco  Venture: 


TENNECOi 


Building  an  inventory 

of  promising  energy  acreage. 

With  7.7  million  undeveloped  acres, 
we  rank  among  the  industry  leaders  in 
land  held  for  exploration. 


Tenneco  is  among  the  leaders  of  the  nation's 
energy  companies  in  building  its  holdings  of 
acreage  that  show  promise  of  yielding  future  oil 
and  natural  gas.  Our  7.7  million  carefully 
selected  acres — an  area  larger  than  Maryland 
— make  us  optimistic  about  the  future.  Our 
geologists  believe  there  is  a  lot  of  oil  and  gas  to 
be  found  in  the  United  States  that  can  help 
reduce  our  dependence  on  foreign  oil. 

So  we've  set  our  sights  on  acquiring  land 
for  exploration.  For  example,  we  added  1.4  mil- 
lion acres  with  the  acquisition  of  Houston  Oil  & 
Minerals  Corporation  this  year,  along  with  a 
group  of  talented  people  who  are  adding  their 
expertise  to  Tenneco's  own. 

This  year  we  will  drill  some  400  wells  in 
our  search  for  American  energy.  Offshore, 
Tenneco  is  a  leader  in  exploring  the  Gulf  of 
Mexico,  where  we  hold  214  federal  and  state 
leases.  We  are  also  planning  to  explore  prom- 
ising leased  acreage  in  the  Georges  Bank  area 
off  New  England  and  in  the  Beaufort  Sea  off 
Alaska,  close  to  the  giant  Prudhoe  Bay  field. 

Onshore,  Tenneco  is  active  in  the  signifi- 
cant energy  areas  of  the  country.  We  have 
more  than  a  million  acres  in  the  productive 
Williston  Basin  area  of  the  Dakotas  and  Mon- 


tana, where  we  increased  oil  production  from 
2,500  barrels  a  day  last  year  to  a  peak  of 
17,000  barrels  a  day  this  year. 

We  are  adding  production  in  the  San 
Joaquin  Valley  of  California  and  in  the  San 
Juan  Basin  of  northwestern  New  Mexico;  in 
fact,  we  plan  to  drill  100  wells  in  the  latter  area 
during  1981.  Other  promising  areas  for  us  are 
the  Colorado- Utah  border  region,  and  leases 
in  Arkansas,  Louisiana,  Oklahoma  and  Texas. 

Ail  this  takes  a  lot  of  money.  In  1981 
Tenneco  will  spend  $1.7  billion  on  energy  proj- 
ects, most  of  it  in  the  United  States.  And  when 
additional  promising  private,  federal  and  state 
lands  become  available,  Tenneco  will  be  in 
the  thick  of  the  competition. 

Although  energy  contributes  more  than 
three-fourths  of  our  income,  we  continue  to 
provide  other  basic  needs,  like  food,  construc- 
tion and  farm  equipment,  chemicals,  ships, 
automotive  components,  packaging,  and 
insurance. 

That's  Tenneco  today:  growing  in  energy 
...and  more. 

For  more  information  about  Tenneco,  write  Dept.  F-5, 
Tenneco  Inc.,  P.O.  Box  2511,  Houston,  TX  77001. 


TENNECO  OIL  O  TENNESSEE  GAS  TRANSMISSION  CD  J I  CASE  O  TENNECO  AUTOMOTIVE  O 
TENNECO  CHEMICALS  O  NEWPORT  NEWS  SHIPBUILDING  O  PACKAGING  CORP  OF  AMERICA  C3  TENNECO  WEST 


Buffalo  Savings  Bank  wanted  an  extra  $1 
million  a  year  from  customers.  Instead,  it 
got  clobbered  with  bad  publicity. 


When  borrowers 
will  not  pay 


By  Allan  Sloan 
with  Laura  Ron  man  n 


JEFF  KRAUS  IS  A  COURTEOUS,  Soft- 
spoken,  homeowning  member 
of  Middle  America.  But  to  the 
mortgage  industry,  he's  the  stuff  that 
bad  dreams  are  made  of. 

Kraus  became  a  lender's  nightmare 
in  September,  when  the  Buffalo  Sav- 
ings Bank  notified  him  it  was  calling 
in  the  8V2  %  mortgage  on  his  home  to 
replace  it  with  a  14%  one.  The  bank 
was  legally  entitled  to  call  the  mort- 
gage, and  a  14%  rate  is  a  bargain  these 
days.  But  Kraus,  laid  off  from  his  job 
at  the  local  Chevrolet  plant,  worried 
about  paying  the  extra  $120  a  month. 
"We  didn't  know  what  we  were  going 
to  do,"  he  says. 

Luckily  for  Kraus,  he  and  other  un- 
happy Buffalo  Savings  customers 
raised  such  a  stink  that  the  $2.9  bil- 
lion bank  chickened  out  and  decided 
not  to  call  the  mortgages.  Hard- 
pressed  Kraus  saved  $1,400  a  year. 
Hard-pressed  Buffalo  Savings,  which 
lost  $10.3  million  on  operations  in  the 
first  half  of  1981,  blew  its  chance  to 
refinance  900  mortgages  and  elimi- 
nate $1  million  a  year  of  losses. 

This  sent  fear  through  the  already- 
jumpy  real  estate  industry.  After  all, 
the  adjustable-rate  mortgage  is  one 
answer  to  the  problem  of  making  30- 
year  loans  without  being  able  to  pre- 
dict interest  rates.  But  if  reluctant 
borrowers  like  Kraus— and  demagogic 
elected  officials  like  the  Erie  County 
pols  who  dumped  on  Buffalo  Sav- 
ings— will  not  let  lenders  raise  rates, 
what  good  is  an  adjustable  mortgage? 

Despite  the  massive  publicity  Kraus 
helped  generate,  lenders  elsewhere 
aren't  doing  the  Buffalo  Savings  shuf- 
fle. An  informal  Forbes  survey  of 
lenders  that  began  making  adjustable- 
rate  mortgage  loans  in  1975  and  1976 


turned  up  just  one  other  we-will-not- 
pay  incident:  Orange  National  Bank 
of  Orange,  Conn.  Orange  National, 
trying  to  pick  up  $200,000  a  year  in 
extra  interest,  called  in  100  mortgages 
on  a  Friday  and  gave  up  on  Monday, 
after  community  pressure  all  week- 
end. But  it  was  a  much  smaller  and 
less-publicized  event  than  the  Buffalo 
Savings  fiasco. 

Like  Buffalo  Savings,  Orange  Na- 
tional was  calling  in  existing  mort- 


"It  was  80%  a  media  event. 
...  It  was  not  us  against 
900  people.  It  was  us 
against  150,000.  If  it  were 
just  us  against  900, 1  would 
still  be  hanging  tough." 


gages,  not  trying  to  roll  over  adjust- 
able-rate ones.  People  with  adjustable- 
rate  mortgages  know  their  homes 
aren't  being  taken  away  when  the  rate 
changes.  But  a  letter  calling  in  a  mort- 
gage is  a  formidable  document,  almost 
guaranteed  to  send  someone  scram- 
bling for  a  lawyer. 

The  experience  of  National  Bank  of 
Detroit  is  more  typical  than  that  of 
Buffalo  or  Orange.  In  1975  NBD  was 
among  the  first  lenders  to  issue  large 
numbers  of  mortgages  with  five-year 
maturities.  But  now,  in  an  area  as 
hard-hit  by  the  recession  as  Buffalo, 
refinancing  is  proceeding  without  a 
fuss.  How?  For  one  thing,  NBD  han- 
dles its  loans  individually  as  they 
come  due;  Buffalo  Savings  and  Orange 
National  scheduled  large-scale  call- 
ins.  NBD's  credit  policies  may  have 
been  better,  too.  "You  have  got  to 
make  darn  sure  you  don't  make  these 
loans  to  someone  who  can't  step  up  to 
the  call  provision,"  says  NBD  First 
Vice  President  William  Dwire.  "Oth- 


erwise, you  are  just  kidding  yourself." 

Ohio  Savings  Association  of  Cleve- 
land has  been  calling  in  mortgages, 
but  in  a  more  clever  way  than  Buffalo 
Savings  did.  Ohio  Savings  is  charging 
17%  or  so  in  interest,  but  gives  cus- 
tomers a  chance  to  base  monthly  pay- 
ments on  a  rate  of  about  13%.  The 
other  4%  gets  tacked  onto  the  mort- 
gage principal,  which  means  the  loan 
principal  will  constantly  increase. 
That  will  mean  problems  in  the  fu- 
ture, but  avoids  pain  for  now. 

The  recent  trouble  in  Buffalo,  then, 
doesn't  mark  the  end  of  civilized  be- 
havior on  the  part  of  borrowers.  In- 
stead, it  stems  from  an  unusual  com- 
bination of  dreadful  decision-making 
at  the  bank  and  a  26-year-old  would- 
be  rock  star  who  parlayed  $20.25 
worth  of  newspaper  advertising  into  a 
brilliant  bit  of  grassroots  populism. 

Buffalo  Savings,  upstate  New  York's 
biggest  residential  lender,  made  about 
900  callable  mortgage  loans  in  1975 
and  1976 — when  non-FHA  and  non- 
VA  loans  were  hard  to  find  in  its  area. 
Many  borrowers  say  they  were  told 
the  five-year-callable  clause  was  "just 
a  formality."  "We  didn't  help  too 
much,"  one  Buffalo  Savings  officer  ad- 
mits. "We  said,  'We've  never  called 
one  before.'  It  relaxed  them." 

This  year,  with  operating  losses 
mounting,  Buffalo  Savings  President 
Ross  Kenzie,  a  Merrill  Lynch  execu- 
tive vice  president  who  came  to  the 
bank  in  1979,  decided  he  needed  all 
the  cash  he  could  get.  So  Buffalo  Sav- 
ings, which  could  have  called  loans 
gradually,  starting  in  1980,  said  it 
would  call  them  all  at  once — and 
looked  as  if  it  had  been  waiting  pa- 
tiently to  extort  the  highest  possible 
interest  rate  from  its  customers. 

Enter  John  Bonner  HI,  would-be 
rock  star,  modest  capitalist,  instinc- 
tive strategist.  Bonner,  26,  works  a 
lathe  on  the  midnight  shift  at  the 
Moog  aerospace  plant  in  East  Aurora. 
That  gave  him  plenty  of  daylight 
hours  to  call  politicians,  members  of 
the  news  media  and  anyone  else  who 
wouldn't  hang  up. 

Bonner — who  doesn't  even  have 
one  of  Buffalo  Savings'  five-year 
loans— claims  his  only  interest  was 
helping  bank  customers  duped  by  the 
five-year  clause.  "My  whole  philos- 
ophy is  being  honest  in  business,"  he 
says.  "I'm  a  capitalist  myself.  I  didn't 
care  if  Buffalo  Savings  was  asking  for 
the  moon  within  two  years,  as  long  as 
they  were  fair  about  it.  They  had  just 
tricked  people." 

A  less  charitable  thought  is  that 
Bonner,  who  owns  two  three-family 
houses  and  a  two-family  house  in 
south  Buffalo,  wants  to  become  a 
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FORBES,  NOVEMBER  9,  1981 


ONE  OUT  OF  FOUR  OF  YOUR 
EMPLOYEES  HAS  A  POTENTIALLY 
SERIOUS  HEALTH  PROBLEM. 

AND  TOU  PRORAfflY  DON'T  INSURE  IT. 


Those  potentially  serious  health 
roblems  relate  to  orthodontics.  And 
le  "one  out  of  four"  is  a  government 
atistic. 

If  you  find  both  these  facts 
jrprising,  you're  not  unusual.  Many 
eople  perceive  the  mission  of 
rthodontics  to  be  "prettier  smiles 
)r  kids." 

That,  simply,  is  not  the  case. 

First  of  all,  about  20%  of 
rthodontic  patients  are  adults.  And 
lany  of  these,  like  younger  patients, 
!?e  being  treated  for  reasons  of  health, 
ihese  reasons  range  from  prevention  of 
iss  of  teeth  to  alleviating  speaking, 
jiewing  and  breathing  problems  — or 
wen  chronic  pain  in  the  jaws. 

The  growing  recognition  of 
rthodontics'  role  in  building  mouth 
salth  is  generating  new  interest 
nong  companies  wanting  timely  health 
ire  benefits. 

The  cost  is  also  surprising. 

Coverage  under  an  orthodontic 


rider  can  cost  as  little  as  $2.17  per 
month,  for  a  $1,000  benefit.  Adults  can 
be  added  to  this  same  plan  for 
approximately  33C  a  month  per  adult. 
Quite  modest  compared  to  many  health 
insurance  premiums. 

Why  our  free  consulting 
service  would  be  of  value  to  you. 

We,  of  the  American  Association 
of  Orthodontists,  will  provide  you  with 
the  help  of  specialists  in  the  area 
of  planning  orthodontic  benefits  for 
your  employees. 

Our  insurance  advisory  service 
will  aid  your  staff  in  the  evaluation 
of  either  new  plans  or  programs  you 
have  in  effect. 

As  an  impartial  —  resource,  we'll 
analyze  your  options,  specifying  the 
benefit  package  offering  the  best 
balance  of  services  and  costs  to  your 
employees  and  you. 

We  can  give  you  case  histories  of 
the  impact  which  orthodontic  insurance 
has  had  in  other  major  companies. 


Send  us  this  coupon.  We'll 
respond  with  more  information  or 
personal  contact. 


American  Association  of  Orthodontis 
460  North  Lindbergh  Blvd. 
St.  Louis,  MO  63141  •  7883 

I — |  Please  send  me  your  free  bookie 
' — '  on  orthodontic  insurance 

Please  contact  me  about  the  AA( 
Insurance  advisory  service 


□ 


NAME 


TITLE 


COMPANY  OR  ORGANIZATION 


ADDRESS 


CITY 


STATE 


ZIF 


TELEPHONE  NUMBER 

American  Association  of 
Orthodontists    ~  ~ 

In  cooperation  —  : 

with  The 

Canadian  Association 
of  Orthodontists 


community  figure.  The  fact  that  his 
rock  group  is  called  Sun  Merchant 
and  his  antihank  crusade  was  called 
Operation  Sunshine  is  certainly  no 
coincidence. 

Initially,  Buffalo  news  media  ig- 
nored Bonner.  So  he  bought  a  five-line 
personal  ad  for  three  days  in  the Buffa 
lo  Evening  News.  It  featured  his  phone 
number.  The  phone  began  ringing  off 
the  hook  with  calls  from  people  with 
five-year  mortgages. 

Buffalo  Savings,  which  had  prudent- 
ly briefed  the  city's  two  newspapers 
about  the  to-be-called  mortgages, 
would  not  produce  the  names  of  affect- 
ed homeowners.  Bonner  became  a 
clearinghouse.  "The  TV  stations  called 
and  said,  'Stage  a  media  event,'  "  he 
recalls.  "I  asked  them,  'What's  a  media 
event?'  "  Newspeople  suggested 
rounding  up  a  few  couples,  their  kids 
and  a  sign,  so  Bonner  got  some  of  the 
folks  who  had  called  him  to  show  up  at 
his  home  for  a  news  conference.  TV 
crews  waited  patiently  for  his  newly 
painted  sign  to  dry. 

Once  Bonner  and  his  telephone 
number  got  on  television,  he  became 
a  genuine  celebrity.  Even  Buffalo's 
print  journalists  finally  felt  compelled 
to  deal  with  him.  Because  weekends 


are  generally  slow  news  days,  the 
mortgage  battle  was  a  headline  event 
all  Saturday  and  Sunday  in  the  city's 
newpapers  and  on  TV.  Buffalo  Savings 
customers  had  no  hesitation  ahout 
calling  President  Kenzie,  whose  home 
phone  number  is  listed  in  the  Buffalo 
phone  book.  During  the  weekend,  he 
celebrated  his  SOth  birthday,  but  had 
to  spend  part  of  his  time  fielding  an- 
gry phone  calls. 

On  Monday,  he  threw  in  the 
sponge.  "It  was  80%  a  media  event," 
Kenzie  says  bitterly.  "It  became  a 
question  of  confidence  in  the  bank.  It 
was  not  us  against  900  people.  It  was 
us  against  150,000.  If  it  were  just  us 
against  900,  I  would  still  be  hanging 
tough." 

Much  of  what  happened  to  Kenzie, 
of  course,  was  bad  luck.  But  Buffalo 
Savings  deserved  most  of  it  In  1975, 
instead  of  being  straightforward  about 
what  it  was  doing,  the  bank  told  peo- 
ple not  to  worry  about  having  loans 
called.  Then,  instead  of  calling  loans 
in  1980,  when  the  interest  rate  was 
lower  than  now,  it  put  off  a  decision, 
not  wanting  to  offend  customers. 
When  management  finally  worked  up 
the  nerve  to  act,  it  sent  a  legalistic 
letter  to  people,  instead  of  explaining 


its  action  clearly.  And  when  the  pres- 
sure mounted,  the  bank  caved  in. 
After  all,  in  a  mutually  owned  institu- 
tion there  aren't  any  stockholders  to 
raise  a  fuss  about  the  loss  of  a  million 
dollars  a  year.  Other  institutions  have 
withstood  the  heat.  At  Connecticut 
Savings  Bank,  for  example,  Assistant 
Vice  President  Larry  McGoldnck  says 
local  news  media  ran  stories  about 
troubled  borrowers  when  it  adjusted 
mortgages.  "We  weathered  that  be- 
cause we  did  not  really  have  a 
choice,"  he  explains. 

"At  one  time,  the  challenge  to  the 
lender  was  to  figure  out  ways  to  get 
someone  into  a  house,"  says  Robert 
Nocera,  mortgage  vice  president  at 
Banking  Center  in  Waterbury,  Conn. 
"Now,  we  have  to  figure  out  creative 
ways  to  keep  them  there."  Coping 
with  adjustable  rate  mortgages  will 
pressure  borrowers.  But  well-run 
banks  see  problems  coming  and  de- 
vise ways  to  cope.  Buffalo  Savings' 
fiasco  aside,  the  trend  is  a  healthy 
one:  The  days  of  swindling  long-term 
lenders  are  gone.  If  people  want  banks 
and  S&Ls  to  pay  top  dollar  on  the 
funds  they  deposit,  they  should  expect 
to  pay  top  price  for  the  money  they 
borrow.  ■ 


JeffKraus  and  family,  members  of  the  Great  Buffalo  Mortgage  Rebellion 
Paying  an  extra  $120  a  month  is  no  fun,  especially  when  you  are  out  of  work. 
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CEO:  The  Forgotten  User 


A  Forbes  Magazine  Special  Advertising  Supplement 


With  so  many  vendors 
clamoring  for  attention,  Office 
Automation  has  become  a  con- 
fusing subject.  For  everybody. 

At  Honeywell,  we've 
been  helping  business  people 
interpret  technology  for  years. 
And,  more  importantly  how 
best  to  use  it. 

You've  probably  heard 
Office  Automation  Systems 
described  in  one  of  three  ways. 

Stand-alone.  This  is  single- 
station  word  processing.  The 
system  that  easily  transforms 
secretaries  into  fast,  accurate 
typists. 

Administrative.  An  entire 
network  of  word  processors 
producing  a  lot  of  information 
and  distributing  it  to  a  lot  of 
people  in  a  hurry. 

Multifunctional.  The  integra- 
tion of  word  and  data  process- 
ing with  communications  that 
allows  large  dynamic  organiza- 
tions to  manage  constantly 
changing  information. 

Only  a  handful  of  vendors 
offer  the  full  range  of  compati- 
ble Office  Automation  capabili- 
ties. Stick  to  those  who  do. 

Select  a  system  that 
meets  your  needs  today  and 
be  absolutely  certain  that  it  can 
be  expanded  for  your  future 
requirements. 

For  more  information  call 
Mr.  Laurie  Reeves  at  (800)  225- 
3222/3  (within  the  61 7  area,  cal 
552-2048).  Or  write  him  at 
Honeywell  Office  Automation 
Systems,  Three  Newton  Execu- 
tive Park  Drive,  Newton  Lower 
Falls,  Massachusetts  02162. 


Honeywell 
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CEO:  The  Forgotten  User 

by  Robert  L.  Bush,  Director, 

and  The  Staff  of  Cresap,  McCormick  and  Paget  Inc. 


The  tasks  of  the  Chief  Executive 
Officer  typically  revolve  around 
three  critical  areas: 

•  Setting  his  company's  strategic 
direction. 

•  Assigning  responsibility  for 
implementing  the  key  ele- 
ments of  that  strategy. 

•  Ensuring  that  he  and  his  man- 
agers are  equipped  with  effec- 
tive and  efficient  processes  for 
allocating  resources  and  moni- 
toring performance. 

From  the  first  commercial  in- 
stallation of  computers  in  the  mid- 
1950's  proponents  of  data  processing 
touted  the  new  technology  as  a 
means  of  making  managers,  includ- 
ing the  CEO,  more  effective,  and 
organizations  more  efficient.  CEO's 
were  urged  with  increasing  frequen- 
cy and  intensity  to  get  involved  in 
their  company's  data  processing 
efforts.  Most  did  not,  and  for  valid 
reasons: 

•  Early  applications  of  the  com- 
puter focused  on  displacing 
the  costs  of  transaction 
processing — typically,  order 
processing,  billing,  accounts 
receivable —  and  were  best 
devised  and  implemented 

by  financial  managers. 

•  The  power  of  early  computer 
installations,  although  im- 
pressive, was  difficult  to  bring 
to  bear  on  the  strategic  and  hu- 
man resource  issues  faced  by 
most  CEO's;  programming 
was  a  cumbersome  process,  as 
was  processing;  and  the  time 
between  a  CEO's  questions 
and  the  answers  was  too  ex- 
tended. 

•  CEO's  were  only  beginning  to 
think  strategically  about  their 
businesses  and  to  identify  the 
key  factors  in  their  environ- 
ment and  performance  about 
which  they  had  to  have  in- 
formation. 


In  short,  the  kinds  of  decisions 
CEO's  were  called  upon  to  make 
seemed  best  addressed  on  the  basis 
of  traditional  information  gathered 
and  analyzed  in  traditional  manual 
ways.  Most  important,  the  rate  of 
change  in  the  company's  business 
environment  was  not  so  great  that  it 
demanded  quicker  response  from 
the  CEO  than  these  traditional 
mechanisms  could  provide. 

OPERATING  ENVIRONMENT 
HAS  CHANGED 

In  the  relatively  brief  span  of  25 
years  the  CEO's  operating  environ- 
ment, his  responses  to  it  and  the  in- 
formation technology  available  to 
him  for  coping  with  it  have  changed 
radically. 

•  Today's  business  environment 
is  characterized  by  uncertainty 
and  risk. 

•  Today's  CEO  has  learned  to 
think  strategically  about  his 
company  and  to  prize  rapid 
access  to  information  about  its 
environment  and  performance. 

•  Today's  information  technolo- 
gy is  able  as  never  before  to 
equip  the  CEO  to  cope  with 
uncertainty  and  risk  and  to 
support  the  development  and 
execution  of  new  strategies. 

Although  uncertainty  and  risk 
in  business  are  not  new,  the  contrib- 
uting factors  are  for  the  1980's  gen- 
eration of  CEO's.  Behavior  in  both 
consumer  and  industrial  markets 
has  shifted  with  changing  economic 
pressures,  social  moves  and  demo- 
graphic composition.  Competition 
from  foreign  multinationals  has 
escalated,  reversing  the  long-term 
domination  by  U.S.  businesses  of 
their  domestic  markets  and  increas- 
ing penetration  of  foreign  ones.  Cost 
patterns  have  shifted  radically,  forc- 
ing a  rethinking  of  the  economics  of 
most  businesses  and  of  most  activi- 
ties in  them.  Work  ethics  have 


changed  and  affected  the  productiv- 
ity of  both  workers  and  managers. 
Finally,  the  economic  consequence 
of  a  misinformed  decision  or  of  a 
failure  to  address  a  developing  prob- 
lem in  a  timely  fashion  has  intensi- 
fied. The  introduction  of  the  Edsel 
by  Ford  was  a  costly  mistake,  but 
not  crucial  to  the  health  of  the  com- 
pany. The  failure  to  read  the  auto- 
mobile market  correctly  in  the  early 
1970's,  however,  has  led  to  the  loss 
of  30  per  cent  of  that  market  to  for- 
eign competition,  to  the  near  col- 
lapse of  one  major  automobile  com- 
pany and  to  an  uncertain  future  for 
the  others. 

While  uncertainty  and  risk  have 
shifted  rapidly,  so  has  the  CEO's 
posture  towards  them.  More  than 
ever  before,  today's  CEO  has 
learned  to  think  strategically  about 
his  business  and  to  demand  in- 
formation to  support  his  efforts. 
Such  questions  as  "Who  is  our  cus- 
tomer?" and  "What  does  he  buy?" 
are  familiar.  The  new  element  is  the 
systematic  analysis  of  the  market- 
place with  a  view  to  defining  what 
the  company's  business  is  or  should 
be.  Similarly,  the  periodic  review 
of  the  allocation  of  a  company's  re- 
sources to  its  different  markets, 
products  or  businesses  is  not  new. 
But  the  systematic  development  of 
growth/share  matrices  and  the  sys- 
tematic analyses  of  expected  returns 
on  investment  are.  As  the  risks  in 


Our  cover  design  is  based  on 
computer-generated  graphics 
produced  by  a  Hewlett-Packard 
HP  3000  business  system. 
Charts  and  graphs  suitable  for 
management  decision-making 
are  automatically  created  from 
the  system  data  base  and  may 
be  displayed  on  terminal 
screens  or  plotted  on  paper  or 
transparencies. 


What  if  you  chos 

as  a  busines 


User-acclaimed  software 
and  support  services. 

HP's  computer  solutions  are  de- 
signed from  a  user's  point  of  view, 
in  part  because  we  pay  close  atten- 
tion to  customers'  needs  and  ongo- 
ing information  management  objec- 
tives. And  since  we  are  ourselves 
experienced  users  of  computers  in 
our  diversified  manufacturing  oper- 
ations, we  combine  in-depth  appli- 
cations experience  with  innovative 
hardware  and  software  design  to 


produce  a  continuous  flow  of  practi- 
cal, upwardly  compatible  computer 
advances.  For  example,  HP's 
pioneering  approach  to  distributed 
processing  gives  customers  the 
degree  of  capability  and  control 
they  need — where  they  need  it. 
Further,  our  data  base  management 
software — the  recipient  of  numer- 
ous user-citations  and  industry 
awards — is  noted  for  cutting 
application  development  time 
significantly. 

When  it  comes  to  support  services, 


"At  Turbo  Resources,  a 
HP  computer  network 
saves  $2  million  annua 
in  intracompany 
communication  costs 
alone." 

Turbo  Resources,  Ltd.,  headqu 
tered  in  Calgary,  Alberta,  is  an 
international  conglomerate  of  4 
companies  and  divisions.  Its 
worldwide  operations  are  link* 
to  headquarters  via  a  network  ( 
HP  3000  computers.  The  Canac 
based  firm  estimates  that  in  thr 
years  the  network  will  have  grc 
to  48  HP  3000s  and  1,200  termii 

Corporate  MIS  Manager  Gerry 
Manwell  says,  "The  communic 
tions  and  networking  capabilit 
of  our  HP  distributed  systems  1 
enabled  us  to  shrink  program  c 
velopment  schedules  dramatic 
— over  90  percent  in  some  case 
Becoming  operational  so  quick 
with  materials  management, 
accounting,  and  electronic  mai 
was  a  major  factor  in  our  succe 
growth  and  diversification." 


COMPREHENSIVE  SUPPORT  SERVICE: 
Planning  and  Hardware  Mainti 

installation:  •  MaHrtMMee  nau 

.  Syittn  defiaition  •  Rewtdiil  mwittm 

•  Site  plannme,  *  Preventive  maieter 

•  System  instillation  •  Eniraetrtnj  inaprot 

•  Site  environmental  surveys 

.  Relocation,  reinstallation       Software  SuppOl 
*  Oe-sito/pkone-io  c 

Training  and  Consulting:  .  software  updates 

.  Aeplicition  desijnJcooversion  .  Documentation  opi 
.  Sjtstam  manaiement 

.  Performance  optimizatiaa       Computer  Slipp 


we  tailor  ours  precisely  to  cu  hi 
ers'  requirements.  From  infoiB 
consulting  to  complete,  aroui  I 
the-clock  support  managemei  I 


lewlett  -  Packard 
omputer  partner? 


'At  3M,  an  HP  computer 
network  helps  increase 
productivity,  control 
inventories,  and  optimize 
distribution." 

At  3M,  a  network  of  72  HP  3000 
computer  systems  supports  produc- 
tion, sales,  and  service  functions  at 
62  locations  throughout  the  U.S.  In 
St.  Paul,  Minn.,  Ewald  F.  Fischer, 
Manager  of  Information  Systems 
and  Data  Processing,  Customer  Ser- 
vice, says,  "The  number,  size,  and 
geographical  breadth  of  our  facili- 
ties created  a  need  for  a  corporate 
approach  to  distributed  systems. 

"We  selected  Hewlett-Packard, 
because  of  their  manufacturing 
experience,  to  aid  us  in  providing 
real-time  information  where  we 
wanted  it — immediately  and  effec- 
tively. Our  HP  computers  and  1,300 
HP  terminals  provide  data  process- 
ing capabilities  that  have  increased 
our  productivity,  improved  inven- 
tory control,  and  enhanced  both  our 
manufacturing  and  our  distribution 
capabilities." 
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des  the  support  level  required 
>ure  our  customers  of  cost- 
ive results  from  36  countries 
id  the  world. 


Improved  productivity 
through  linked  solutions. 

The  Manufacturers'  Productivity 
Network  is  a  network  of  computer 
hardware  and  software  that  helps 
you  collect,  measure,  control,  pro- 
cess, and  distribute  information. 
From  drawing  board  to  laboratory, 
from  factory  floor  to  front  office, 
MPN  not  only  helps  each  area  of 

When  performance  must 
be  measured  by  results 


your  company  run  more  efficiently, 
it  ties  them  all  together  to  give  you 
greater  control  over  your  entire 
operation — and  that's  the  first  step 
toward  improving  your  bottom  line. 

For  your  free  24-page,  4-color  brochure  The 
HP's  Manufacturer's  Productivity  Network, 
call  Dept .  306A  toll  free,  (800)  547-3400  (except 
Alaska  and  Hawaii).  Or  write  A.  P.  Oliverio, 
Vice-President,  Marketing,  Hewlett-Packard, 
3000  Hanover  Street,  Palo  Alto,  CA  94304. 


HEWLETT 
PACKARD 
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the  marketplace  have  increased, 
wise  CEO's  have  adopted  new  tech- 
niques to  make  sure  that  their  orga- 
nizations take  the  right  risks  and  to 
track  the  results  of  these  strategic 
decisions.  At  the  same  time,  new- 
techniques  require  new  information 
tools  for  the  CEO  and  the  senior 
members  of  his  management  team. 

Once  these  tools  could  be  de- 
veloped onlv  with  great  cost  and  dif- 
ficultv.  Now,  new  developments  in 
hardware,  software,  and  com- 
munications technology  are  putting 
them  at  the  disposal  of  the  CEO. 
The  change  since  1955,  when  the 
first  commercial  computer  was  intro- 
duced, has  been  a  radical  one. 

THEN  AND  NOW 

To  update  the  computer 
calendar: 

•  In  1955  there  was  one  installed 
general  purpose  computer  in 
the  United  States.  In  1981 
there  are  an  estimated  600,000 
to  700,000,  with  an  additional 
400,000  to  500,000  outside  the 
United  States. 

•  In  1955  all  programs  were  de- 
signed and  written  bv  special- 
ists schooled  in  the  arcane  arts 
of  designing  files  and  writing 
instructions,  and  ill-supported 
by  the  most  primitive  control 
systems.  In  1981  there  are  in- 
numerable tools  to  support  a 
programmer  in  the  design  and 
construction  of  a  system.  The 
abilitv  to  provide  instructions 
for  the  computer  is  no  longer 
the  preserv  e  of  a  limited  num- 
ber of  specialists,  but  is  now  a 
portable  skill  for  many  voung- 
er  users  with  primary  line  or 
staff  responsibilities. 

•  In  1955  there  was  no  remote 
communication  possible  with  a 
central  computer  installation, 
except  bv  paper  tape.  All  proc- 
essing was  done  on  the  batch 
basis  in  which  specified  inputs 
are  accumulated  and  held  for  a 
specified  processing  schedule 
(usually  each  night,  week 

or  month).  In  1981  remote 
terminal-to-computer  and 
computer-to-computer  com- 


munication, as  well  as  on- 
line processing,  are  common- 
place. 

•  In  1955  the  idea  of  large  com- 
pany or  market  data  bases  was 
little  more  than  a  glimmer  in  a 
designer's  eye.  In  1981,  com- 
pany data  bases  are  wide- 
spread, data  bases  of  external 
data  are  available  covering  the 
national  economy  and  demo- 
graphics; and  regional  data 
bases  are  being  set  up. 
Moreover,  data  is  available  on 
many  industry  markets,  and 
mechanisms  exist  for  coupling 
external  and  internal  data 
bases  together  with  "user- 
friendly"  statistical  packages 
and  inquirv  oriented  tools. 

•  In  1955  it  was  common  for  the 
individual  members  of  an  ex- 
ecutive team  to  make  decisions 
individually  on  the  basis  of 
different  assumptions  and 
different  information.  In  1981 
we  are  on  the  verge  of  systems 
and  hardware  designed  to  sup- 
port group  decision-making 
and  executive  team  interaction. 

•  Finally,  the  price  tags  on  col- 
lecting, storing  and  processing 
data  have  dropped  to  a  level 
where  cost  in  no  longer  the 
constraint  it  was  in  the  1960's. 
Todav,  the  chief  constraints  on 
the  employment  of  informa- 
tion technology  are  the  im- 
agination of  the  management 
team  and  the  ability  of  the 
CEO  to  induce  them  to  use  it. 

All  of  these  developments  have 
combined  to  bring  information  tech- 
nology to  the  point  where  it  can 
address  the  CEO's  primary  tasks  of 
strategic  planning,  resources  alloca- 
tion and  performance  monitoring  in 
an  effective  manner.  To  exploit  the 
new  technology  the  CEO  needs  to 
function  as  a  resource  allocator, 
motivator,  and  user. 

•  As  a  resource  allocator  he  has 
to  ensure  that  each  of  his 
business  activities  receives 
information  resources 
proportional  to  their  expect- 
ed contribution  to  his  strate- 
gy and  that  the  use  of  those 


resources  is  closely  coupled  tc 
the  business  plan. 

•  As  a  motivator  he  must  provid 
his  management  team  with 
incentives  to  master  the  tech- 
nology and  exploit  it  to  ad- 
vantage. 

•  As  a  user  the  CEO's  role  is  sti! 
being  defined,  but,  if  initial  e: 
amples  provide  a  worthwhile 
guide,  it  is  likely  to  focus  on 
the  financial  implications  of 
alternative  strategies  and  on 
the  analvsis  and  challenging  c 
business  plans. 

How  have  successful  CEO's 
coped  with  these  roles  and  their  in- 
teraction with  changing  technology 
Descriptions  of  some  of  these  ways 
follow. 

THE  CEO  AS  RESOURCE 
ALLOCATOR— RICHARD  FERRIJ 

For  the  CEO,  the  resource 
allocation  process  has  always  been  ; 
matter  of  directing  the  organization 
critical  resources  toward  perceived  I 
opportunities  in  a  changing  envirorB 
ment.  In  complex  organizations  thisB 
task  is  complicated  by  the  need  to 
ensure  that  resources  are  allocated 
appropriately,  both  among  busines:! 
units  or  activities  and  within  them. 
Applied  to  information  resources, 
this  task  has  long  been  difficult  for 
several  reasons. 

•  Most  managers  have  trouble 
demonstrating  a  tight  linkage 
between  their  business  plans 
and  their  proposed  use  of  sys- 
tems to  support  them. 

•  Both  the  cost  estimates  for  tht 
development  svstems  project; 
and  the  benefits  projected 
from  their  use  are  often  wide 
of  the  mark. 

•  Svstems  professionals  tend  to 
understand  their  technology 
far  better  than  thev  do  the 
needs  of  their  users,  while  us- 
ers tend  to  be  naive  concernin 
the  practicalities  of  exploiting 
information  technology. 

In  the  1960's  and  early  l'970's  ; 
the  resource  allocation  decision  was  I 
tvpicallv  taken  at  low  levels  of  the  ; 
organization.  Middle  management 
in  both  user  units  and  data  process- 1 


TheRoyalVows 

1.  We  promise  you  a  Royal  Copier  with  the 
performance  and  price  your  office  needs  today. 

2.  We  promise  you  a  wide  selection  of  advanced,  convenient 
features  to  suit  your  copying  needs,  whether  large  or  small. 
Features  such  as  reduction,  document  feeding,  collating  options, 
and  copy  speeds  ranging  from  10  to  30  copies  per  minute. 

3.  We  promise  that  each  member  of  our  Royal  "family" 
offers  the  kind  of  trouble-free  operation  that  earned 
our  Royal  115  model  the  highest  reliability  ratings. 

4.  We  promise  dry,  smudge-free,  brilliantly  clear  copies, 

all  the  time,  every  time. 

5.  We  promise  simple,  electronically  advanced  controls 

to  honor  and  obey  your  every  command. 

6.  We  promise  professional,  fast,  courteous,  nationwide  service. 

7.  We  promise  that  we'll  prove  every  promise  with  facts, 
figures  or  a  demonstration  if  you  mail  our  coupon  or 
contact  your  local  Royal  branch  or  dealer. 


Royal  Business  Machines  Inc., 
Dept.  510 

150  New  Park  Avenue 
Hartford,  CT  06106 


I  do 
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want  more  information  on  the  Royal  Family  of  reliable  copiers. 


Name. 


Title. 


Phone 


Company. 
Address  


City. 


State. 


Zip. 
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ROYAL  BUSINESS  MACHINES  INC 

Put  a  member  of  the  Royal  Family  to  work  for  you .  H ' 
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For  25  years,  the  mosi) 

the  20th  century  v/asf 

The  computer,  like  any  other  tool,  is  only  productive  when  it's 
in  the  hands  of  people.  But  for  years,  putting  the  computer  in  people's 
hands  was  a  problem. 

Computers  were  big, 
complicated,  and  mysterious. 
So  they  were  kept  in  the  back 
room,  keeping  information  out 
of  the  reach  or  many  decision- 
makers, and  most  of  the  main 
office  staff. 

But  then  Wang 
opened  the  door  to  office 
automation. 

Putting  the  power 
of  the  computer 
at  everyone's  fingertips. 

Wang  started  a  revo- 
lution by  making  computers 
adapt  to  people.  Instead  of  the 
other  way  around.  No  com- 
puters are  easier  to  learn  or 
operate.  Or  less  intimidating. 
And  that's  made  it  possible  for 
literally  anyone  in  the  office 
to  use  them. 

In  large  companies, 
the  Wang  VS  (virtual  Storage) 
computer  works  hand  in  hand 

with  the  big,  mainframe  computers.  And  many  times  it's  powerful  enougl 
to  act  as  the  main  computer  itself.  In  small  companies,  the  Wang  2200  wit 


iwwerfultoolof 
Kept  in  the  back  room. 

word  processing,  is  the  perfect  business  partner. 

And  Wang  computer  systems  are  uniquely  qualified  to  cope  with 
success.  Because  they  can  grow  as  fast  as  you  do,  without  re-programming 
or  costly  replacements. 

Wang  word  processing:  #1  in  the  world. 

Over  80%  of  the  information  handled  in  most  offices  is  in  the 
form  of  words.  So  Wang  used  its  computer  technology  to 
revolutionize  word  processing.  Secretaries 
in  Sydney,  bankers  in  Paris,  and  most  of  the 
Fortune  500  use  Wang  word  processing  to 
save  a  fortune.  And  we  were  the  first  com- 
pany to  put  word  processing  and  data  pro- 
cessing together  in  one  system. 

Making  Office  Automation  a  reality. 

From  the  beginning,  Wang  has  been  working  toward  the 
automated  office.  A  place  where  machines  do  the  repetitive,  tedious  tasks 
people  shouldn't  do,  and  don't  want  to  do.  So  that  people  have  time  to  do 
what  they  do  best:  identify  jobs,  evaluate  results,  and  make  decisions. 

That's  why,  along  with  computer  and  word  processing  systems, 


Wang  has  introduced  Mailway™  elearonic  mail 
and  message  system  Wang  Voice  Messaging.  And 
now  WangNet:  the  electronic  conneaion  mat 
links  togetner  all  kinds  of  office  equipment,  no 
matter  who  makes  it.  Giving  anyone  in  your  of- 

Bfice  any  kind  of  information  tney  need,  instantly. 

And  Wang  is  opening  new  doors,  so 

a!  businesses  can  continue  to  save  money  and  in- 
crease produaivity.  And  so  the  office  will  be  a 
more  rewarding  place  for  everyone  to  work. 


For  a  presentation  of  the  Wang  Office 
Automation  Story,  call 

1-800-225-0643 

(in  Massachusetts  call  1-617-459-5000. 
extension  5711).  Or  send  this  coupon  to: 
Wang  Laboratories.  Inc..  Business  Executive 
Center,  One  Industrial  Ave.,  Lowell,  MA  01851 


Name. 
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Company . 
Address  


City. 


State. 
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Telephone. 
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WANG 


Making  the  world  more  productive. 
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ing  organizations  set  priorities 
through  bargaining  processes  that 
reflected  the  priorities  of  the  busi- 
ness plan  only  by  chance.  In  the 
1970's,  the  use  of  steering  commit- 
tees of  middle  managers  to  review 
projects  became  commonplace;  costs 
and  benefits  estimates  were  made, 
projects  were  ranked  by  ROI  esti- 
mates, and  budget  limits  were  used 
to  set  cut-offs.  CEO's  were  urged  to 
get  involved  in  data  processing  deci- 
sions, but  few  did  in  any  meaningful 
way.  Part  of  the  problem  was  the  in- 
ability of  data  processors  to  devise 
any  meaningful  applications  for  the 
CEO  himself.  And  this,  in  turn,  was 
due  partly  to  the  lack  of  experience 
of  CEO's  in  coping  with  the 
problem. 

In  1981,  there  are  numerous 
working  models  for  the  CEO  to 
choose  from  in  handling  his  role  as 
resource  allocator  effectively.  One  of 
these,  United  Airlines,  uses  many  of 
the  devices  that  CEO's  have  found 
to  be  effective  in  harnessing  in- 
formation technology  and  ensuring 
that  the  allocation  of  its  investment 
in  it  is  consistent  with  business 
strategy. 

United  Airlines,  the  nation's 
largest  domestic  carrier,  is  a  data 
processing-intensive  operation.  The 
on-line  reservation  system  with 
which  its  agents  and  customers  deal 
is  only  the  publicly  visible  tip  of  a 
large  iceberg.  In  fact,  United's  Com- 
puter and  Communications  Services 
Division  (CCS)  operates  four  large 
programming  and  data  center  in- 
stallations, each  designed  to  serve  a 
major  function  or  group  of  functions 
of  the  airline  (reservations,  mainte- 
nance, flight  operations  and  general 
services).  The  size  of  the  airline's  in- 
vestment in  computers,  communica- 
tions equipment  and  skilled  EDP 
professionals,  although  huge  is,  of 
course,  dwarfed  by  its  investment  in 
operating  equipment  and  facilities. 
However,  CEO  Richard  Ferris  real- 
ized ixi  the  1970's  that  the  proper 
allocation  of  his  relatively  (for  Unit- 
ed) small  investment  in  computers 
could  contribute  significantly  to 
helping  him  build  the  fast  response 
organization  he  would  need  to  oper- 


ate successfully  in  a  deregulated  en- 
vironment. To  ensure  proper  alloca- 
tion of  these  resources  he  needed  to 
address  four  key  points: 

•  His  major  users,  in  this  case 
the  functional  executives,  had 
to  define  what  they  wanted  in 
the  way  of  applications,  data 
access  and  processing  capabil- 
ity, and  why  they  wanted  it. 

•  Users  had  to  take  responsibil- 
ity, along  with  the  CCS  ele- 
ments that  served  them,  to  en- 
sure that  CCS  resources  were 
planned  and  allocated  in 
accordance  with  those  wants. 

•  A  consolidating  point  was 
needed  to  array  the  costs  of  all 
development  projects  and 
hardware  installation  pro- 
grams and  to  identify  the  need 
for  corporate-wide  projects. 

'  A  corporate  priority  setting 
process  was  needed  to  make 
the  consolidated  whole  consis- 
tent with  corporate  needs  and 
corporate  funding  capabilities. 
Once  the  critical  points  for  re- 
source allocation  were  identified, 
Ferris  set  about  refining  the  orga- 
nization devices  and  management 
processes  needed  to  control  those 
points.  The  results: 

•  Within  each  function  an  effort 
is  undertaken  periodically  with 
the  help  of  CCS  personnel  to 
develop  or  update  an  informa- 
tion systems  plan  (ISP).  This 
reflects  the  best  thinking  of 
that  function's  management 
group  concerning  the  kinds  of 
operating,  control  and  strategic 
information  it  needs  in  the  fu- 
ture, and  the  speed  and  man- 
ner in  which  it  would  like  to 
receive  that  information.  The 
ISP,  with  the  help  of  the  Com- 
munications Systems  Division, 
is  translated  into  a  project  slate 
and  technical  strategy  (hard- 
ware/ software/communica- 
tions) and  becomes  the  pre- 
liminary basis  for  subsequent 
resource  allocation  decisions. 

•  CCS  consolidates  these  plans 
and  adds  to  them  cross- 
functional  projects  that  it  per- 
ceives as  needed  or  desirable 


across  the  company.  One 
example  is  putting  report- 
generating  software  and  hard 
ware  capability  in  place  for  al 
functions  in  order  to  distribut 
programming  workload  and 
control  to  users. 

•  Twice  a  year,  a  Priority  Revie' 
Board  (PRB),  consisting  of  the 
senior  executives  of  the  airlint 
with  every  major  function  rep 
resented,  and  chaired  by  the 
CEO,  reviews  the  allocation  o 
available  applications  develop 
ment  capacity  to  approved 
projects  in  the  light  of  corpo- 
rate strategy  and  finances,  an 
adjusts  priorities  accordingly 

•  An  Information  Systems  Com 
mittee  (ISC)  in  each  division, 
consisting  of  the  senior  execu 
tive  who  is  also  a  member  of 
the  Priority  Review  Board,  hi 
key  managers,  and  the  head  « 
the  Communications  System 
Division,  regularly  reviews 
progress  and  ensures  that  re- 
sources are  allocated  accordir 
to  the  priorities  set. 

The  combination  of  these  de- 
vices gives  the  CEO  clear  control 
over  resource  allocation,  as  well  as 
an  avenue  for  initiationg  projects  o 
corporate- wide  concern.  The  inter- 
locking of  divisional  committees  an 
the  corporate  review  board  provide 
for  consistency  in  priority  setting 
throughout  the  organization.  The 
periodic  reviews  serve  as  regular 
checkpoints  at  which  priorities  can 
be  shifted  to  meet  changing  condi- 
tions. And  most  important,  the  pre 
ess  of  allocating  resources  has  now 
become  a  working  part  of  a  quick- 
response  organization. 

THE  CEO  AS  MOTIVATOR- 
BEN  HEINEMAN 

Twenty-five  years  of  commerci 
experience  suggests  that  the  most 
successful  organizations  in  the  use 
of  information  technology  are  those 
whose  CEO's  have  led  their  manag 
ment  teams  in  stretching  their 
imaginations  to  become  conversant 
with  the  state-of-the-art.  They  have 
also  stressed  the  key  factors  of  per 
formance  about  which  they  must 


Introducing 
a  work  processor  so  easy  even 

the  chairman  of  the  board 
can  operate  it. 


LANIER'S  NEW  EZ-I™ 
MAKES  TYPING  SO  EASY 

Now  it's  easy  to  type  reports,  letters, 
memos,  lists,  and  more.  And  get 
them  done  accurately  right  away. 

THE  EZ-I  PROCESSES  WORK, 
 NOT  JUST  WORDS  

The  EZ-1  is  more  than  a  conventional 
word  processor  It's  a  work  processor 
that  also  files,  keeps  accurate  records, 
and  helps  you  stay  ahead  of  all 
your  paperwork.  It  can  grow  with 
your  Pusiness  too,  Pecause  Lanier 
will  continually  update  it  with 
new  capabilities. 

HARD  WORK  WAS 
NEVER  THIS  EASY 


while  most  other 
similarly  priced  equipment 
only  allows  you  to  process 
words.  And  when  you  consider 
how  the  EZ-I  can  increase 
office  efficiency,  you'll  see  how 
t  virtually  pays  for  itself.  Even 
though  your  chairman  of  the 
board  may  never  use  the  EZ-I, 
he'll  certainly  appreciate  all 
it  can  do. 
Send  us  this  coupon,  or  call 
today  for  a  demonstration 
of  how  easy  the  EZ-I 
really  is.  (800)241-1706 
Except  in  Alaska  or  Hawaii. 
In  Georgia,  call  collect: 

(404)  321-1244  .©1981  Lanier  Business  Products,  Inc 


Send  to  Lanier  Business  Products,  Inc. 

700  Chantilly  Dr  N  E ,  Atlanta.  GA  30324 


>bur  secretary  types  on  a  TV- 
like  screen  instead  of  on 
paper,  so  changes  are  made 
before  printing.  That  saves 
time  and  helps  avoid  typos.  All  your  work  is  produced  in 
letter-quality  printing  at  less  than  30  seconds  per  page. 
50-200  pages  can  Pe  stored  on  a  single  memory  disc  In 
addition,  the  EZ-I  does  more  than  one  job  at  a  time,  which 
can  free  your  secretary  to  work  on  other  administrative  tasks. 

 EASY  TO  AFFORD  

The  new  EZ-1  gives  you  the  ability  to  process  all  kinds  of 


LANIER'S  EZ-1 


Show  me  how  easy  the  EZ-I  is 
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Besi  Time  to  Call 


City 
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LANIER  We  make  your  good  people  even  better. 

Makers  of  trie  TypeM.istet'No  ProMern*  lypewnter  No  ProMem  Shared  SysiemTdncJ  EZ  TWortc  Processor 


—  .  .  ■— —  ■■  .  ■■   •  ■  .           -  1 

Business  Equipment 


THE  OFFICE  COPIER: 

VIEW  FROM  THE 
EXECUTIVE  FLOOR 


Over  the  last  several 
years,  the  office  copier  has 
progressed  with  new  fea- 
tures that  give  it  increased 
flexibility  and  better  quality 
in  on-site  document  repro- 
duction. These  develop- 
ments include  higher  oper- 
ating speeds,  better  contrast 
control,  improved  auto-feed 
and  collation,  and  the  op- 
tion of  reducing  or  enlarg- 
ing the  image. 

One  of  the  newest  de- 
velopments, which  weds 
facsimile  and  photo- 
reproduction,  is  a  unit  that 
can  receive  high-quality  fac- 
simile messages  from  dis- 
tantly located  compatible 
machines  and  replicate  them 
in  quantity  without  in- 
termediate manual  han- 
dling. Such  machines  will 
be  able  to  transmit  a  multi- 
page  document  automatical- 
ly to  a  remote  point. 

The  significance  of  these 
new  capabilities  should 
not  be  lost  on  the  CEO. 
Hard  copy  maintains  its 
importance  for  certain 
communications,  among 
them  briefings  from  the  ex- 
ecutive levels  of  the  orga- 
nization. The  copier  is  a 
medium  that  allows  mate- 
rials of  this  kind  to  be  deli- 
vered to  selected  addressees 
in  a  format  and  style  indis- 
tinguishable from  the  ori- 
ginal. Moreover,  it  can  be 
used  as  an  integral  link  in 
the  communications  chain 
or,  where  a  measure  of  con- 
fidentiality must  accompany 
timeliness,  off-line  to  limit 
distribution  to  authorized 
recipients. 


have  information  in  order  to  handle 
their  jobs  successfully. 

Perhaps  the  best  example  of 
this  kind  of  motivation  at  work  is  in 
Northwest  Industries,  Inc.  In  this  di- 
versified industrial  company,  CEO 
Ben  Heineman  and  Vice  President 
for  MIS  Ray  Epich  have  collaborated 
to  encourage  the  managers  of  each 
of  NWTs  subsidiaries  in  exploiting 
information  technology  more  effec- 
tively than  the  managers  of  most 
companies  their  size.  The  collabora- 
tion began  several  years  ago  when 
Heineman  first  made  up  his  mind  to 
master  information  technology  as  an 
aid  in  the  use  of  the  company's 
available  data.  The  initial  facility  was 
relatively  easy  to  set  up.  It  included: 

•  A  corporate-wide  planning 
system  that  required  each  of 
NWTs  subsidiaries  to  submit 
extensive  data  on  historical 
performance  and  to  base  near- 
term  projections  of  perform- 
ance on  careful  analysis  of 
markets,  costs  and  the  impacts 
of  proposed  new  programs. 

•  A  set  of  purchased  software 
packages  that  permitted  indi- 
vidual managers  to  manipulate 
that  data  and  apply  various 
statistical  techniques. 

•  A  timesharing  service  to  pro- 
vide processing  on  demand. 

The  chief  ingredient,  however, 
was  Heineman's  own  inquiring  atti- 
tude. It  led  him  to  learn  to  use  the 
analytic  power  of  this  relatively  sim- 
ple installation  to  probe  and  chal- 
lenge subsidiary  plans.  Starting  with 
simple  terminal-based  analyses, 
Heineman's  probes  became  pro- 
gressively more  sophisticated  and 
challenging  until  the  subsidiary 
executives  began  in  self-defense  to 
learn  how  to  analyze  their  own  data. 
In  this  task  Epich  was  ready,  willing 
and  able  to  educate  them. 

In  1981  the  system  has  been 
brought  "in-house"  on  an  NWI 
installation  that  now  focuses  on 

•  Strategic  planning  and 
analysis. 

•  Forecasting. 

•  Financial  and  operational  plan- 
ning and  control. 

•  Capital  expenditure  analysis. 


The  system  is  user-operated  via 
desk-top  terminals  that  provide  ex- 
tensive ad  hoc  inquiry  capability, 
allowing  users  to  develop  their  own 
analyses  of  historic  data  and  projec- 
tions of  future  performance.  The 
system  is  maintained  technically  by 
the  corporate  MIS  group;  system 
data  are  maintained  by  the  Finance 
Systems  group.  But  the  key  to  its 
use  rests  with  the  users  themselves. 
One  index  of  the  success  Heineman 
has  achieved  in  motivating  his  man- 
agers is  the  fact  that  the  system  is 
used  primarily  to  support  decision- 
making— that  is,  to  provide  analytic 
support  prior  to  executive  action. 
Thus,  only  about  10  per  cent  of  us- 
age is  accounted  for  by  predeter- 
mined report  contents.  Users  select 
the  information  they  need  for  deci- 
sion-making and  determine  its  sig- 
nificance. And  NWI  records  indicate 
an  amazingly  high  level  of  usage  by 
executives  throughout  the  company 
subsidiaries  as  well  as  at  the  corpo- 
rate level. 

Usage  alone  is  not  enough.  The 
second  element  in  NWI's  success  is 
the  continued  search  for  under- 
standing of  the  business  and  the 
focusing  of  management  attention 
on  what  John  Rockart  of  MIT  has 
labeled  the  critical  success  factors 
(CSF)  approach.  In  this  method,  the 
systems  effort  is  brought  to  bear  on 
the  limited  number  of  performance 
areas  to  which  the  overall  showing 
of  the  organization  is  truly  sensitive. 
These  key  success  areas,  properly 
identified  for  the  business  as  a 
whole  and  for  each  manager,  can 
define  the  information  necessary  to 
be  collected  and  stored  to  support 
each  of  a  company's  businesses, 
functions,  organization  units  or 
managers.  The  CSF  approach  is 
unlike  many  other  systems  design 
approaches  which  focus  on  transac- 
tions and  basic  processes,  trying  to 
build  systems  that  will  survive  all 
changes  in  management,  goals  and 
organization.  Instead,  it  accepts  the 
fact  that  organizations  are  dynamic, 
accepts  change,  and  encourages 
managers  to  dictate  concomitant 
changes  in  information  systems.  The 
wedding  of  approach  and  technolo- 


INTRODUCING 
THE  CANON  NP-210. 
THE  COMPACT  COPIER  OF 

A  DIFFERENT  SORT. 

Its  fast.  21  letter-size  copies  a  minute. 
Copies  any  size.  Up  to  11x17.  Has  a 
fixed  copyboara.  And  even  with  the  optional 
mini-sorter  it's  compact. 

So  what  sort  of  person  needs  a  Canon  NP-210  It  gives  you  all  the  advantages  of  automatic  collation 

copier?  Someone  who  wants  the  speed  and  flexibility  without  taking  up  much  room, 
of  a  big  copier,  but  the  size  and  price  of  a  compact.  And  the  NP-210  is  very  convenient.  With  a  single- 

Someone  like  you.  sheet  bypass.  An  interrupt  function.  Not  to  mention  a 

It  speeds  along  at  21  letter-size  copies  a  minute.  unique  "clam  shell"  design  for  simplified  maintenance. 
And  it  gives  you  as  many  as  99  pages  at  one  setting.  But  the  thing  that  makes  the  NP-210  really 

It  makes  big  copies  too.  Up  to  11  x  17.  On  virtually  different  is  the  fact  that  it's  a  Canon.  The  latest  addition 

any  kind  of  paper.  to  Canon's  line  of  dry  monocomponent  Toner  Projection 

And  the  NP-210  is  compact  in  so  many  ways.  copiers.  All  with  micronics  technology  for  reliability 

It  even  has  a  fixed  copyboard  so  you  can  tuck  it  in  that  and  excellent  copy  quality. 

inconspicuous  corner  in  your  office.  The  Canon  NP-210.  Different  enough  for  the  sort 


You  can  even  get  an  optional  mini-sorter.       ^Jfc^^^^^.      °f  business  you're  in. 


Business  Equipment 


gy  allows  CEO's  to  encourage  their 
management  teams  to  take  the  initia- 
tive and  to  experiment  with  their 
data  to  build  the  analytic  and  control 
systems  they  need. 

A  similar  approach  was  taken 
by  Dick  Ferris  in  United  Airlines. 
Here  again,  a  two-pronged  approach 
was  used  to  motivate  key  managers. 
Ferris  developed  increasing  pressure 
on  key  members  of  his  management 
team  to  equip  themselves  and  their 
functions  with  information  systems 
designed  to  permit  quicker  response 
to  the  changing  conditions  of  the  de- 
regulated environment.  At  the  same 
time  his  Computer  and  Communica- 
tions Services  Division  (CCS)  was 
encouraged  to  provide  the  hardware 
and  software  technology  in  the  form 
of  data  base  management  systems  to 
support  requests  for  management- 
oriented  systems.  The  systems  effort 
was  integrated  into  the  Information 
Systems  Plan  (ISP)  of  each  function, 


in  effect  pushing  the  responsibility 
for  defining  systems  requirements 
back  into  the  user  organization. 
Conversely,  technology  support  was 
coordinated  by  CCS,  and  managed 
locally  at  each  data  center,  thus 
pushing  the  support  responsibility 
as  close  to  the  ultimate  user  as 
possible. 

Looking  at  these  and  many 
other  situations,  the  same  elements 
of  success  emerge  repeatedly. 

•  A  planning  process  establishes 
a  uniform  classification,  quality 
and  level  of  data  to  be  collect- 
ed— a  data  base. 

•  The  ability  to  manipulate  and 
analyze  the  data  base  is  pro- 
vided by  installing  it  in  a  com- 
puter environment  that  is 
oriented  to  on-line  use  by 
managers  not  skilled  in  pro- 
gramming. 

•  Managers  are  encouraged  to 
exploit  the  technical  capability 


in  order  to  stay  abreast  of 
probes  and  challenges  pro- 
vided by  the  CEO. 

•  The  base  of  data  is  refined 
through  subsequent  analysis  ot 
performance  and  identification 
of  critical  success  factors. 

The  net  affect  of  this  combina- 
tion of  pressure  from  the  CEO  on 
users  and  technology  suppliers, 
when  properly  performed,  results  in 
a  dynamic  balance  between  the  de- 
mand for  information  and  the  sup- 
ply. When  coupled  with  the  success- 
ful resource  allocation  techniques, 
the  organization  can  be  brought  to 
the  point  that  was  originally  en- 
visioned in  the  early  1960's,  where 
the  CEO  becomes  the  user. 

THE  CEO  AS  USER:  DONALD 
REGAN  AND  ROGER  BIRK 

In  the  early  1960's  when  it  first 
became  apparent  to  vendors  and 
customers  of  data  processing  gear 
that  a  huge  new  market  had  opened 
up,  the  beneifts  to  the  CEO  were 
highly  touted.  The  new  systems 
were  going  to  change  management 
drastically  we  were  told.  Informatio 
flows  would  become  totally  inte- 
grated. Managers  would  be  freed  to 
think  about  their  jobs  and  watch 
their  performance.  The  ability  to 
spot  adverse  trends  in  performance 
and  take  corrective  action  or  to  spot 
developing  opportunities  and  take 
exploitive  action  would  be  en- 
hanced. The  coupling  of  the  compu- 
ter and  management  science  tech- 
niques would  provide  a  level  of 
sophisticated  decision-support  to 
CEO's  that  they  had  never  before 
received. 

Unfortunately  there  were  sever 
al  problems  with  the  vision  of  the 
60's: 

•  CEO's  knew  very  little  about 
the  technology  and  under- 
stood less 

•  Systems  designers  knew  very 
little  about  the  job  of  the  CEO 
or  how  he  used  information  ir 
it 

•  The  "lead  time"  to  design  a 
system  or  report,  or  to  secure 
an  answer  through  the  use  of 
the  system  was  very  long. 
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General 


Information., 
not  just  data. 


Our  printers  will  do  anything  to  illustrate  a 
point.  Pie  charts,  bar  charts,  maps,  3-dimensiona 
representations  —you  name  it. 

Printronix  is  the  only  printer  in  its  class  that 
also  produces  high  quality  alphanumeric 
printing,  OCR  and  machine-scannable  labels.  [ 
variable-size  characters  and  multi-part  special 
forms. 

For  the  complete  picture  on  graphics  capa- 
bility, call  (714)  549-7700  or  write  Printronix  Inc.. 
17421  Derian  Ave.,  PO.  Box  19559,  Irvine. CA  92713 


We  know 
the  Apple  II. 


Come  in  and  let  the 
ComputerLand  profes- 
sionals show  you  how 
the  Apple  II  Business 
System  can  make  your 
business  more 
profitable. 

For  less  than  $5,000, 
we  can  set  you  up  with 
an  entire  system.  A  system  that  will  start 
paying  tor  itself  from  Day  One. 

Your  Apple  II  Business  System  can 
help  you  manage  your  cash  with 
general  ledger,  accounts  payable 
and  accounts  receivable  systems. 
It  even  identifies  slow  pay  accounts, 
and  systemizes  bill  paying  to  take 
advantage  of  discounts  and  varying 
net  terms. 

An  automatic  posting  and  updating 
feature  saves  bookkeeping  time. 
And  you'll  get  management  summaries 
reports,  vendor  and  customer  lists, 
checks,  mailing  labels,  and  account 
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statements  printed 
automatically. 

And  then  there  are  all 
the  standard  features 
that  have  made 
Apple  II  the  best  sell- 
ing computer  in  its 
class  —  ease  of  opera- 
tion, reliability 
expandability, 
and  a  broad 
range  of  appli- 
cations and 
languages. 


Let  us 
introduce 

V  W^\&  &  Those  are  a  lot  of 

^#^J|LMA      reasons  to  come  to 

•      ComputerLand,  and 
™  have  an  expert  intro- 

duce you  to  the  Apple  II.  You'll  find  it 
a  very  profitable  meeting. 


ComputerLand® 

Over  200  stores  worldwide  Forthe  stores  near  you,  call  (800)  227-1617ext.  118. 
From  California  call  (800)  772-3545  ext.  1 18.  From  Hawaii  and  Canada  call  collect  (415)  930-0777 
In  Australia  or  Asia  call  Sydney  (02)  27-8959.  In  Europe  call  Luxembourg  43-54-55. 


©  ComputerLand  1981 


Desks  o 


We  would  like  to  propose  a  more 
perfect  union. 

You  and  one  of  the  innovative  work 
stations  from  Xerox. 

No  one  else  offers  you  such  a 
complete  range  of  office  machines  with  the 
*|  opportunity  to  use  each  individually  or 
as  a  total  information  network.  Today 
and  tomorrow.  So  if  you  work  at  a  desk, 
there's  a  Xerox  work  station  that'll  fit 


your  needs  no  matter  what  your  job.  For  example:  the  Xerox  820  Information 
Processor  is  a  desktop  computer  that  uses  industry  standard  software  to  help  man- 
agers handle  planning,  budgeting  and  forecasting. 

But  it  doesn't  stop  there.  The  820  is  also  the  perfect 
word  processor  for  secretaries  who  spend  only  a 
part  of  their  day  typing. 

For  secretaries  who  do  a  good  deal 
more  typing,  the  Xerox  860  Information 
Processing  System  is  the  answer.  It  can 
speed  up  and  simplify  text  editing. 

The  CP/JVT  operating  system  soft- 
ware is  now  available  for  the  860  and  the 
820,  which  gives  you  access  to  hundreds  of^ 


XEROX®.  820.  KM,  and  8010  .ire  trademarks  of  XEROX  CORPORATION.  CP  M®  is  a  registered  trademark  of  Digital  Reseatch.  Inc. 
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,  other  software  packages.  Allowing  both  work 
E$8e!J  stanons  to  compute,  do  statistics,  process 

records,  and  manage  and  store  information. 
The  Xerox  8010  Information  System 
is  a  unique  work  station  for  business 
professionals,  engineers,  analysts,  researchers 
and  on  and  on. 

They  can  use  it  to  create  reports  and 
presentations  with  tables,  charts  and  other 
graphics,  and  print  them  in  a  variety  of 


typefaces.  It  also  handles  electronic  mail  and  filing.  And  a 
full  system  of  communication  servers  and  file  servers  are 
available. Then,  whenever  you're  ready,  you 
can  begin  to  incorporate  your  office  of  today 
into  your  office  of  tomorrow  with  an 
Ethernet  network.Which  lets  your  machines 
work  together.  Which  gives  you  and 
your  company  the  most  complete 


xerox  1  information  system. 

Under  a  unified  network.  With 
more  opportunity  and  productivity  for  all. 

To  get  more  information,  mail  in  the 
coupon.  Or  call  1-800-527-1868* 


d  I'd  like  to  know  more  about  Xerox'advanced  office  machines. 
□  I'd  like  to  know  more  about  the  Ethernet  local  network. 

Send  to:  Xerox  Corporation,  P.O.  Box  470065,  Dallas,  Texas  75247. 

Name  Title  


Company- 
Address   

City  

Zip  


.State. 


_Phc 


XEROX 


F  11-9-81 


'In Texas,  call  1-HOO-442-5030. 


Business  Equipment 


PUTTING  INFORMATION/TECHNOLOGY  TO  WORK 
FOR  THE  CEO:  10  STEPS  TO  SUCCESS 


1.  Establish  control:  if  he 
has  not  already  done  it,  the 
smart  CEO  should  review 
the  way  in  which  informa- 
tion technology  decisions 
are  made  and  should  ensure 
that  he  has  processes  in 
place  to  acquire  and  allocate 
information  resources  in 
ways  that  are  consistent 
with  his  strategy. 

2.  Ensure  that  MIS  man- 
agement has  a  CEO  perspec- 
tive: Review  the  manage- 
ment of  the  MIS  effort  and 
ensure  that  the  key  people 
in  it  understand  the  busi- 
nesses they  are  supporting 
(their  marketplace)  and  the 
role  that  the  CEO  has  to 
play  in  running  them. 

3.  Form  an  Executive  In- 
formation Systems  (EIS) 
team:  This  should  consist  of 
a  small  core  group  of  dedi- 
cated staff  with  "affiliates" 
from  functional  and  operat- 
ing groups.  The  require- 
ments include  strong  analy- 
tic and  communication 
skills  and  a  general  manage- 
ment perspective. 

4.  Take  inventory:  The 
team  should  start  by  taking 
inventory  first  of  informa- 
tion currently  provided  at 
the  executive  level,  second 
of  executive  level  questions 
in  the  near  past  that  re- 
quired special  efforts  to 
answer,  third  of  technical 
(information  systems)  re- 
sources currently  in  place. 

5.  Motivate  the  manage- 
ment: This  consists  of  two 
steps — one  on-going  and 
one  discrete.  On  an  on- 
going basis  the  CEO  needs 
to  keep  the  pressure  on — on 


his  management,  challeng- 
ing their  plans,  perform- 
ance, analysis,  action  pro- 
grams; and  on  his  EIS  team, 
challenging  their  ability  to 
equip  management  with 
better  tools.  On  a  discrete 
basis  he  needs  to  define  the 
EIS'  team  objectives  and 
make  sure  user  managers 
are  committed. 

6.  Identify  and  analyze  the 
critical  success  factors:  The 
CEO  needs  to  lead  the  EIS 
team  in  an  identification 
and  analysis  of  critical  suc- 
cess factors. 

7.  Refine  the  business 
planning  and  control  proc- 
ess: Make  sure  that  the 
planning  and  control  proc- 
ess is  designed  to  build  the 
base  of  internal  data  needed 
to  drive  an  executive  in- 
formation system  and  that 
managers  are  being  disci- 
plined in  its  use. 

8.  Structure  the  system 
and  supporting  technology: 
Decide  on  the  breadth  and 
depth  of  the  system  (inter- 
nal data  versus  internal  plus 
external,  level  of  detail, 
etc.),  the  mode  of  operation 
(fixed  format  menu  versus 
free-form  user-controlled), 
the  supporting  technology 
(terminal  versus  chartroom). 

9.  Develop  formal  linkages 
to  all  processes:  Make  the 
system  a  part  of  the  normal 
routine  (daily,  weekly, 
monthly,  etc.)  of  manage- 
ment, not  an  experimental 
adjunct  to  it. 

<  10.  Use  it:  Use  the  system, 
refine  it,  make  it  work  as  an 
executive  tool,  a  part  of  the 
top  management  culture. 


As  a  consequence,  CEO's  became 
the  forgotten  systems  users. 

The  wise  CEO's  did  not  turn 
their  backs  on  computers.  They 
learned  to  master  the  resource 
allocation  and  motivation  problems 
to  make  sure  that  information  re- 
sources were  expended  wisely  and 
in  support  of  business  strategy,  and 
that  managers  used  the  technology 
not  just  to  process  transactions  faster 
or  more  efficiently  but  to  enhance 
their  knowledge  of  their  business. 

In  the  meantime,  the  technology 
began  to  change  at  an  ever- 
increasing  rate: 

•  Hardware  miniaturization 
brought  processing  and  data 
storage  costs  as  well  as  physi- 
cal computer  facilities  costs 
down  radically. 

•  Software  was  developed  to  the 
point  where  data  could 

be  manipulated  and  queried 
with  relative  ease  through 
English  language-like  systems. 

•  Communications  equipment 
was  developed  to  the  point 
where  marriages  between  com- 
puters and  communications 
became  commonplace. 

•  Larger  masses  of  environmen- 
tal data  became  available  in 
machine-readable  form. 

In  short,  both  the  demand  for 
information  and  the  ability  to  supply 
it  in  usable  form  shifted  towards 
the  CEO  as  user.  Many  CEO's  re- 
sponded to  the  shift.  A  recent  sur- 
vey by  CMP  revealed  a  number  of 
examples  in  addition  to  those 
already  described. 

Merrill  Lynch,  in  response  to 
CEO  Don  Regan's  lead,  and  under 
the  direction  of  Roger  Birk,  now 
CEO,  designed  a  computer-based 
on-line  system  to  provide  senior 
management  with  up-to-the-min- 
ute information  about  operations 
throughout  the  firm.  Working 
through  desk-top  terminals  and  us- 
ing predefined  data  displays  and 
menu  techniques,  executives  are 
able  to  access  the  performance  dur- 
ing the  day  of  various  components 
of  Merrill  Lynch's  organization  and 
compare  them  with  key  indicators 
of  market  performance. 


The  MDS  Theory  of  Productivity 


Most  of  our  competitors  in  the 
distributed  processing  business  . 
have  a  certain  arrogance.  They're 
perfectly  willing  to  address  your 
problems,  provided  you're  willing 
to  change  your  procedures  to  fit 
their  systems. 

At  Mohawk  Data  Sciences 
we  have  a  different  philosophy. 
We've  developed  our  distributed 
data  systems  by  reacting  to 
customer  needs.  Not  the  needs 
of  our  engineers.  By  designing 
our  systems  from  your  point  of 


view,  we  have  anticipated  your 
requirements. 

That's  why  the  MDS  Series  21 
family  of  systems  includes  a  full 
range  of  hardware  and  software 
products  which  you  can  blend 
and  mold  to  fit  your  specific 
needs.  Helping  you  to  enhance 
your  staff's  performance,  so 
they  can  contribute  instead  of 
struggling  to  catch  up. 

Reacting  to  customer  needs 
since  the  day  our  doors  opened 
has  been  an  important  part  of  the 


MDS  Theory  of  Productivity.  Let  us 
show  you  how  it  can  work  for  you. 

For  a  full  color  brochure  on  our 
Series  21  Distributed  Processing 
Systems,  call  (201)  540-9080  and 
ask  for  our  Communications 
Department;  write  MDS,  Seven 
Century  Drive,  Parsippany,  New 
Jersey  07054;  or  call  your  local 
Mohawk  Data  Sciences  office. 
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Building  on  the  Theory  of  Productivity. 


Reaction  speaks  louder  than  words. 


TAKE  ORDERS 
WITHOUT 


TAKERS 

Hook  your  phone  lines  into  a  Periphonics  system,  and  your  local 
managers  can  report  on  sales  without  talking  to  an  operator. 
Your  field  sales  force  can  call  in  orders  without  order  takers. 
Your  customers  can  place  and  find  out  about  orders,  without 
talking  to  a  customer  service  representative. 

And,  they  can  do  it  all  without  sophisticated  and  expensive 

Periphonics  proven  communica- 
tions technology,  along  with  our 
ability  to  make  computers  talk, 
lets  you  communicatewith  people 
around  the  country,  without  hav- 
ing a  staff  of  operators  "standing 
by".  The  caller  can  use  any  push- 
button telephone,  and  our  system 
can  be  programmed  to  handle 
just  about  any  series  of  trans- 
actions you  can  imagine.  We  can 
transfer  to  an  agent  for  more  de- 
tailed or  difficult  calls,  and  even 
deliver  a  pre-set  sales  message. 

Periphonics  T-COMM®  systems 
are  in  use  today  from  Toledo  to 
Tokyo.  They're  taking  auto  parts 
orders,  transferring  bank  de- 
posits, and  reporting  on  local 
sales  volume.  Periphonics  built- 
in  quality  makes  them  depend- 
able. Periphonics  national  staff  of 
trained  service  engineers  keeps 
them  working.  And,  Periphonics 
no-nonsense  approach  to  that 
mythical  world  of  "software" 
makes  them  easily  adaptable  to 
just  about  any  computer  system 
you  might  have  in-place  today. 

Periphonics  .  .  .  letting  your 
imagination  work. 

Periphonics© 

An  Affiliate  of  E^ON  Corporation, 
World  Headquarters:  4000  Veterans  Memorial  Highway. 
Bohemia.  NY  11716   (516)  467-0500  TWX  5102287310 

®  Registered  Trademarks  ot  Periphonics  Corporation. 
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PULLING  IT  ALL  TOGETHER 

Harold  Geneen,  perhaps  the 
most  brilliant  CEO/user  of  the  past 
decade,  said,  "The  highest  art  of 
professional  management  requires 
the  ability  to  smell  a  real  fact  from  al 
others."  Information  technology 
cannot  provide  that  sense,  but  it  is 
rapidly  arraying  for  CEO's  who  pos- 
sess it  a  range  of  cost-effective  tools 
for  their  use. 

•  Research  is  continuing  into  the 
dynamics  of  group  decision- 
making with  a  view  to  design- 
ing systems  to  support  that 
mode  of  executive  action. 

•  The  use  of  computers,  espe- 
cially in  the  on-line  interactive 
mode  is  becoming  a  wide- 
spread educational  experience. 
Future  generations  of  mana- 
gers will  be  as  comfortable 
with  desk-top  terminals  as  the 
present  generation  is  with  dic- 
tating equipment. 

The  far-sighted  CEO,  if  he  is  toi 
keep  his  company  competitive,  has 
to  plan  now  for  the  use  of  this  tech- 
nology. 

What  should  the  CEO  do  to 
master  the  art?  In  case  after  case  the 
prescription  for  success  is  clear: 

•  Establish  control  over  the 
acquisition  and  use  of  infor- 
mation technology. 

•  Ensure  that  MIS  management 
has  a  CEO  perspective. 

•  Form  an  Executive  Informatioi 
System  team. 

•  Take  inventory  of  existing  in- 
formation, executive  needs 
and  technical  resources. 

•  Motivate  the  management. 

•  Identify  and  analyze  critical 
success  factors. 

•  Refine  the  business  planning 
and  control  process. 

•  Structure  the  system  and  sup- 
porting technology. 

•  Develop  formal  linkages  to  all 
management  processes. 

•  Use  the  system. 

This  prescription  has,  with 
minor  variations,  served  many 
CEO's.  The  CEO  who  uses  it  need 
no  longer  be  a  forgotten  user.  He 
should  and  will  become  the  prime 
user. 


Reagan's  tax  cut  was  as  much  practical 
politics  as  voodoo  economics,  and  rolling 
it  back  won't  shrink  the  budget  deficit. 


The  empty 
piggy  bank 


By  Jerry  Flint 


David  Stockman,  director  of 
the  Office  of  Management  & 
Budget  and  point  man  for  the 
Administration's  economic  policies, 
gave  Forbes  this  candid  and  political- 
ly sophisticated  explanation  last 
month  for  the  now-criticized  tax  cut 
part  of  President  Reagan's  budget-re- 
ducing program.  Says  Stockman: 

"Had  the  tax  cut  not 
been  proposed  there  would 
be  no  incentive  at  all  to  cut 
spending.  That  was  the 
practice  for  a  decade:  Run  a 
deficit,  create  some  infla- 
tion, drive  up  nominal  in- 
comes, get  some  more  rev- 
enues and  create  more 
spending.  It  was  a  vicious 
cycle  that  was  undermin- 
ing the  economy  and  over- 
extending  government. 
What  we  have  done  is  suc- 
ceeded in  breaking  that 
link." 

The  Congress,  says 
Stockman — a  former 

member  of  the  House — is   

like  a  kid  with  a  broken  piggy  bank 
when  it  comes  to  public  revenues.  If 
the  money  is  there,  "they'll  spend  it. 
They'll  spend  all  the  money  that's 
there  and  a  little  besides.  That's  the 
nature  of  the  institution." 

That's  why  the  President  will  try  to 
ignore  those  calls — many  from  Repub- 
licans— to  roll  back  his  three-year  5- 
10-10  tax  cut  in  order  to  reduce  the 
federal  budget  deficit.  He  knows  that 
any  money  stolen  from  the  tax  cut 
will  go  for  more  spending.  But  Stock- 
man also  knows  the  pressure  con- 
gressmen are  getting  from  special-in- 
terest groups,  particularly  on  the  sec- 
ond round  of  budget  cuts  proposed  in 
the  President's  speech  of  Sept.  24. 
"Yes,  I  would  expect  the  pressure  to 


grow,  because  for  a  decade  or  longer 
the  taxpayer  has  been  ignored  in  the 
legislative  equation.  There's  always  a 
temptation  to  revert  to  the  practice  of 
solving  your  budget  problems  on  the 
backs  of  the  taxpayer.  I  think  with 
this  President,  it's  going  to  be  hard  to 
follow  that  well-worn  path." 

The  point  that  escapes  those  calling 
for  tax-cut  rollbacks — or  even  suggest- 
ing a  value-added  tax,  as  did  former 


"Congratulations,  Stockman.  . . .  We  finally  got  the  federal  govern- 
ment down  to  the  size  we  wanted!" 


Treasury  Secretary  W.  Michael  Blu- 
menthal — is  that  giving  the  govern- 
ment more  revenue  is  inconsistent 
with  the  Reagan  program  of  reducing 
the  size  of  the  government.  The  VAT, 
common  in  Europe,  is  a  hidden  sales 
tax  that  pushes  up  the  price  of  every- 
thing and  theoretically  would  penalize 
spending  and  bring  in  lots  of  money. 

Stockman  dismisses  it:  "There  are 
discussions  of  VAT  off  and  on  every 
five  years  or  ten  years.  I  don't  think  it 
fits  very  well  with  our  political  tradi- 
tions and  legislative  system.  A  na- 
tional sales  tax  is  something  that 
looks  to  me  unachievable,  whatever 
its  merits  as  a  policy  matter." 

Forbes:  "You've  been  called  too 
single-minded  in  budget-cutting,  lack- 


ing overview  on  the  entire  economy." 

Stockman:  "It's  just  the  question, 
do  you  think  $60  billion,  $80  billion, 
$90  billion  deficits  are  going  to  con- 
tribute to  improving  economic  perfor- 
mance? My  answer  is  no.  You  have  to 
do  something  about  it  [because]  that's 
the  prospect  we  are  faced  with  unless 
further  budget  reductions  and  savings 
actions  are  implemented." 

Stockman's  success  ratio  has  fallen 
off  recently.  His  suggestions  for  modi- 
fying Social  Security  fell  flat,  the  De- 
fense Department  resisted  serious 
cuts,  and  his  OMB  projections  were 
off,  so  that  Reagan  had  to  call  for 
knocking  more  from  the  1982  budget. 
A  matter  of  timing,  Stockman  ex- 
plains. "There  was  a  great  deal  of  mo- 
mentum in  this  budget.  Some  of  the 
add-on  factors  were  very  difficult  to 
anticipate:  A  huge  bumper  crop  re- 
sulted in  $2.5  billion  of  price  supports 
that  weren't  even  on  the  horizon  in 
May  or  June.  The  interest  rates  stayed 
high — we  underestimated  those.  A  $1 
trillion  debt  is  pretty  expensive  to  ser- 
vice: That  adds  $5  to  $6  billion.  We 
have  stunned  but  we  did  not  stop  the 
spending  growth  momentum.  It's  go- 
ing to  take  three  or  four  budget  years  to 
mmmmmmm  get  all  the  cuts  made  and  all 
the  changes  implemented 
that  we  require  to  stabilize 
the  budget  and  bring  it  in 
balance  with  revenue." 

Stockman  can  be  blunt, 
for  example,  on  frequent 
outcries  that  trimming 
spending  hurts  the  poor. 
"I'm  not  convinced  that 
most  of  these  programs 
benefit  the  poor,"  he  says. 
"In  many  cases  they  bene- 
fit bureaucrats  or  the  pro- 
fessional vendors  of  one 
specialty  or  another  who 
deliver  services."  There's 
always  a  worthy  motive 

  but,      "whether  that's 

achieved  or  not  is  another  question." 

And  he  possesses  political  guts — a 
representative  from  Michigan,  he  op- 
posed government  loan  guarantees  to 
Chrysler  yet  polled  75%  of  his  district 
in  the  next  election — and  what  seems 
like  political  wisdom.  He  knows  that 
Presidents  have  a  way  of  ridding 
themselves  of  aides  who  become  too 
controversial.  "It's  an  occupational 
hazard,"  says  Stockman. 

But  he  understands.  "If  you're  going 
to  try  to  make  this  major  change  in  the 
size  and  role  of  government,  the  person 
at  the  point  is  going  to  be  in  for  a  great 
deal  of  heat  and  criticism  from  defend- 
ers of  the  status  quo.  It's  independent  of 
me  individually.  Anyone  who  had  this 
job  would  be  in  the  same  position."  ■ 


FORBES,  NOVEMBERS  1981 


93 


Numbers  Game 


An  airlines  annual  report  looks  simple 
enough:  assets,  liabilities,  income.  But  look 
out — there  s  a  fog  ahead. 


The  wild 
blue  yonder 


By  Jane  Carmichael 


As  part  of  the  welcoming  cere- 
monies for  the  more  than  300 
i  new  hedgehopper  airlines  that 
have  taken  off  in  the  wake  of  airline 
deregulation,  the  American  Institute  of 
Certified  Public  Accountants  has  put 
out  a  new  audit  guide  for  the  industry 
that  explains  how  the  game  is  played  by 
the  majors.  For  the  investor  this  guide 
makes  interesting  reading — yet  an- 
other reminder  of  how  important  it  is 
to  read  those  tedious  footnotes. 

Would  you  believe,  for  example, 
that  the  1980  earnings  of  Delta  and 
American — $4.69  a  share,  vs.  a  loss  of 
$3.06 — are  not  directly  comparable? 
Earnings  never  are,  of  course,  but  in 
this  case  the  difference  is  larger  than 
you  might  expect.  That's  because  Del- 
ta takes  only  10  years  to  depreciate  its 
planes— faster  than  almost  anyone 
else  in  the  business — while 
American  takes  14  to  16  years 
for  most  of  its  aircraft. 

In  1975,  when  American  ex- 
tended the  "useful  life"  of  its 
planes,  it  explained  that  it  had 
recently  improved  its  mainte- 
nance program.  That  change 
decreased  1975  expenses  by 
$14.6  million.  Without  that 
little  windfall,  American's 
1975  loss  would  have  been 
$1.11  a  share,  instead  of  the  72 
cents  it  reported. 

Why  isn't  there  a  standard 
depreciation  period  for  air- 
craft? Since,  by  law,  aircraft 
must  be  kept  in  mint  condi- 
tion until  the  day  they  are  re- 
tired, their  useful  life  really  de- 
pends on  how  long  each  com- 
pany plans  to  use  them  before 


replacement.  "The  life  of  the  plane  is 
in  the  mind  of  the  beholder,"  says 
Robert  Roth,  the  CPA  who  headed 
the  committee  that  wrote  the  audit 
guide.  "No  one  is  in  a  position  to  say 
which  life  is  right." 

Perhaps  the  most  peculiar  aspect  of 
airlineaccountingishowairlinesfigure 
out  how  much  revenue  to  record  and 
when.  Says  Roth:  "Substantial  por- 
tions of  revenue  are  prepaid,  because 
the  airlines  like  you  to  purchase  your 
ticket  when  you  make  your  reserva- 
tions. Then  you  may  have  several  legs 
of  your  flight  on  different  carriers.  So 
the  original  carrier  is  selling  space  for 
other  airlines.  Large  portions  of  the 
money  coming  in  aren't  even  theirs." 

Obviously,  it  wouldn't  be  fair  for  an 
airline  to  record  revenue  from  your 
ticket  before  it  has  given  you  the  ser- 
vice you  paid  for.  So  once  a  year,  each 
airline  opens  an  account  called  Air 


Edited  By  Richard  Greene 

Traffic  Liability  or  Unearned  Trans- 
portation Revenue  (you  can  look  it  up 
under  the  current  liabilities  in  the  bal- 
ance sheet).  When  you  pay  for  your 
ticket,  that  is  where  your  money  goes. 
Then,  when  you  use  the  ticket,  the 
airline  moves  those  dollars  from  ATL 
into  revenue. 

Of  course,  with  300  million  people 
flying  every  year  and  with  up  to  40 
different  types  of  fares  on  any  given 
route,  things  get  a  lot  more  complicat- 
ed. As  one  airline  man  puts  it,  "It's  a 
real  paper  mill."  You  might  think  the 
airline  would  simply  bundle  together 
all  the  tickets  it  collects  each  day,  add 
up  the  fares  and  make  the  proper  ad- 
justments to  ATL  and  revenue.  But 
only  very  small  carriers  that  don't 
have  many  tickets  to  keep  track  of, 
and  very  large  ones,  like  United  and 
American,  can  afford  to  do  so. 

Instead,  most  airlines — Eastern, 
Delta  and  Braniff  among  them — use 
statistics  to  figure  out  how  much 
money  they  have  made — that  is,  how 
much  they  think  they  have  made.  Ev- 
ery day,  they  take  a  random  sample  of 
tickets  and  figure  out  an  average  rev- 
enue per  passenger-mile.  Then  they 
assume  all  their  tickets  had  that  aver- 
age revenue,  and  they  multiply  by  to- 
tal passenger-miles  flown.  This  will 
get  them  within  1%  or  2%  of  the  real 
number.  When  the  ATL  account  for 
the  year  is  closed,  months  after  the 
year  is  up,  whatever  remains  is 
lumped  into  the  current  year's  rev- 
enue. All  the  real  dollars  do  get  to  the 
bottom  line — it  just  takes  time. 

There  are  risks  to  this  method.  For 
example,  if  an  airline  sells  unlimited- 
mileage  tickets  good  for  a  month,  and 
one  of  those  tickets  turns  up  in  its 
daily  sample,  the  statistics 
could  get  skewed  upward.  (Sur- 
prisingly, Eastern's  accoun- 
tants told  it  that  it  doesn't 
have  to  separate  such  tickets 
from  the  sample — just  let 
them  fall  where  they  may.)  A 
more  serious  problem  is  that 
statistical  sampling  leaves 
room  for  some  stunt  flying. 

Look  at  Braniff,  for  example. 
Starting  in  1969,  it  sold  and 
gave  away  at  least  $750,000 
worth  of  tickets  off  the  books, 
$40,000  of  which  went  to  the 
1972  Committee  to  Re-Elect 
the  President.  If  Braniff  had 
been  matching  every  ticket 
with  its  original  stub  in  the 
normal  course  of  revenue  rec- 
ognition, its  auditors  probably 
would  have  noticed  that  tick- 
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Dictaphone 
challenges  IBM 

to  a  Dual. 


Which  word  processor  is  the  better  buy?  Which  is 
the  better  system?  Dictaphone's  Dual  Display™? 
Or  the  IBM  Displaywriter  System? 
Here  are  the  facts.  You  be  the  judge. 
IBM  gives  you  a  25-line  video  screen  display. 
Dictaphone  —  and  only  Dictaphone  —  gives  you  two 
displays.  A  66-line  video  screen  (more  than  twice  the 
size  of  IBM's)  for  unimpeded  editing.  And  a  one-line 
Insight™  display  on  the  keyboard  for  prompts  and 
typing  ease. 

Dual  Display  has  an  automatic  Footnoter™ 
control.  Displaywriter  doesn't.  Operating  software 
is  standard  on  the  Dual  Display.  Displaywriter's 
must  be  leased.  Dual  Display  has  proportional 

spacing  on  the  screen,  exact  replica  printing 
and  a  Check/Proof"  feature  which  highlights 
revisions  so  you  needn't  re-proof  everything. 
Displaywriter  doesn't. 

In  fact,  you'll  find  Dictaphone  has  a 
lot  of  things  IBM  doesn't. 

Plus  this.  Dual  Display  comes 
with  factory  installation,  classroom  or 
on-site  free  operator  training  and 
in-person  follow-up  service.  Display- 
writer  comes  in  a  box.  With  instructions. 
Which  word  processor  is  better? 
What  do  you  think? 


Display 

s§=  Dictaphone 

A  Pitney  Bowes  Company 


Pi  think  the  Dictaphone 
Dual  Display 
sounds  terrific. 
How  about  a  demo?, 

WF-lli 


Name 
Title_ 


Phone . 


Company 
Address  . 


Or  call  toll  free  1 -800-43 1 - 1 052 

(Except  Hawaii  and  Alaska)  In  New  York,  call  1  -9 14-967-6067 

Mail  to:  Dictaphone  Corporation 
120  Old  Post  Road 
Rye,  New  York  10580 

Dictaphone.  Dual  Display.  Insight.  Footnoter.  and  Check/Proof  are 
trademarks  of  Dictaphone  Corporation.  Rye.  New  York. 


back* 

And  delighted  to  be  home. 

Herzog,  Heine,  Geduld,  Inc. 
has  moved  all  of  its  financial 
services  to  one  new  location.  At 
26  Broadway. 

Here  is  what  has  happened 
since  we  left:  In  1976,  we  de- 
parted with  40  employees;  we're 
returning  with  260.  In  1976, 
our  net  worth  was  $1,000,000; 
at  our  last  fiscal  year-end,  it 
was  up  to  $11,500,000.  Then, 
we  made  markets  in  800  stocks; 
we  now  make  markets  in  1800. 

Call  us.  Over-the-Counter 
Market  Making-(212)  962- 
0300.  WATS  line-800  221- 
3600.  Retail  and  Exchange 
Services-(212)  908-4000.  We 
mean  business. 


And  how  does  it  feel  to  be 


HerzoqHe;neGeduld 

26  Broadway;  N.Y.,  N.Y.  10004  SlPC 
Members:  New  York  Stock  Exchange, 
Established  1926 
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ets  were  used  that  supposedly  had 
never  been  issued.  Indeed,  most  air- 
lines, including  Braniff,  now  match  up 
every  ticket  with  its  stub  at  some 
point,  even  if  they  use  statistics  for 
revenue  recognition. 

Another  major  oddity  of  airline  ac- 
counting has  to  do  with  overhaul  ex- 
penses. A  big  airline  can  simply 
charge  those  expenses  to  income  as 
they  are  incurred,  since  for  them, 
overhaul  is  a  nearly  constant  process. 
But  a  commuter  line  with  only  two 
planes?  "An  overhaul  could  mean  the 
difference  between  income  and  loss 
for  the  year,"  says  Roth. 

So  smaller  airlines  have  two  options 
for  smoothing  out  those  overhaul 
bumps.  Under  the  "built-in  overhaul" 
method,  you  buy  a  plane  for,  say,  $15 
million,  but  for  accounting  purposes 
you  say  that  $14  million  was  for  the 
plane  and  $1  million  was  for  the  first 
overhaul.  Then  you  amortize  the  $1 
million  for,  say,  a  year,  until  the  first 
overhaul.  In  effect,  you  are  saving  up 
for  the  expense.  After  that  you  cap- 
italize the  actual  cost  of  the  first  over- 
haul and  start  amortizing  to  the  next. 

One  drawback  of  this  method, 
however,  is  that  you  have  to  estimate 
your  overhaul  cost.  So  there's  also  the 
"deferral  method,"  whereby  you 
avoid  distasteful  estimation,  and  give 
yourself  a  nice  earnings  boost  at  the 
same  time.  You  ignore  the  first  over- 
haul until  it  is  actually  done — the  buy 
now,  pay  later  plan.  Then  you  capital- 
ize the  cost  and  amortize  to  the  next 
overhaul.  "You're  going  to  show 
more  income  in  the  first  year  on  the 
deferral  method  than  on  the  built-in 
overhaul  method,"  says  Ed  Slivken, 
controller  for  Mississippi  Valley  Air- 
lines. "Yet  we're  really  talking  about 
the  same  set  of  facts." 

One  quirk  of  airline  accounting  that 
the  new  audit  guide  raises  an  eyebrow 
at  is  the  practice  of  capitalizing  adver- 
tising costs  for  a  new  route. Advertising 
costs7.  That's  right.  In  the  old  days, 
the  logic  went,  when  the  CAB  gave 
you  a  route  it  was  yours  for  life.  So  the 
ad  blitz  when  you  started  flying  was 
really  an  investment,  not  an  expense. 
Now  that  deregulation  has  made  it 
possible  for  competitors  to  shoot  you 
down,  the  guide  raises  "serious  ques- 
tions" as  to  the  appropriateness  of 
capitalizing  those  costs.  "It's  a  nice 
way  of  saying  no,"  says  Roth. 

And  then  there  is  the  "involuntary 
conversion,"  as  plane  crashes  are  eu- 
phemistically called.  They  can  result 
in  a  big  boost  to  earnings  if  the  plane 
was  insured  for  replacement  value 


rather  than  for  its  written-down  value- 
on  the  books.  Thus  without  the  $26 
million  addition  to  income  resulting 
from  its  1979  DC- 10  crash  in  Chica- 
go, American  Airlines  would  have 
shown  a  $1.75  per-share  profit  rather 
than  $2.63.  Management  would  be 
happy  to  do  without  that  kind  of  "in- 
come" but  you  can  see  what  we  mean 
when  we  talk  about  quirks  in  airline 
accounting. 

The  stigma  on 
capitalized  leases 

About  five  years  ago,  the  FASB 
mandated  the  capitalization  of 
long-term  leases,  claiming  that  this 
would  make  balance  sheets  reflect  the 
real  world  since  long-term  leases  prac- 
tically amount  to  the  same  thing  as 
owning  a  building.  The  companies  in- 
volved squawked  that  this  would 
make  it  appear  that  they  had  more 
money  tied  up  than  they  actually 
did — and  that  would  make  it  difficult 
to  get  financing. 

So,  true  to  form,  the  FASB  decided 
to  do  a  study.  It's  just  come  out,  and 
guess  what?  Everybody  is  right.  The 
FASB  is  right:  Capitalizing  leases 
shouldn't  make  any  difference,  except 
to  provide  clarity.  The  companies  are 
right  that  capitalizing  leases  does 
make  a  difference.  All  of  which  sug- 
gests that  there  are  a  lot  of  bankers 
and  analysts  who  could  stand  a  little 
refresher  course  in  basic  accounting. 

It  turns  out  that  most  of  the  compa- 
nies questioned  have  been  structuring 
their  leases  to  avoid  capitalization. 
Why  was  that?  After  all,  the  majority 
of  bankers  and  financial  analysts 
claimed  they  didn't  discount  a  com- 
pany's worth  at  all  because  it  was 
capitalizing  leases. 

The  answer  is  simple:  When  the 
FASB  showed  bankers  and  analysts 
two  financial  statements,  alike  in  all 
respects  except  for  the  capitalization 
of  leases,  more  than  40%  thought  the 
company  that  did  not  capitalize  its 
leases  was  more  profitable.  Reason: 
When  a  lease  is  capitalized,  it  hurts 
earnings  more  initially  because,  like  a 
home  mortgage,  most  of  the  payment 
is  interest.  You  would  think  that 
bankers  would  know  that  and  recog- 
nize that  capitalizing  is  merely  an  ac- 
counting technique  to  show  the  com- 
pany's long-term  commitment  to  a 
property — a  fact  that  would  otherwise 
be  shown  in  a  footnote.  Over  the  life 
of  the  lease,  the  expense  is  the  same 
for  both  methods. 

If  trained  financial  men  can't  read  a 
balance  sheet  more  intelligently,  may- 
be the  FASB  ought  to  start  a  corre- 
spondence course. — Richard  Greene 


FORBES,  NOVEMBER  9,  1981 


IN  YOUR  SEARCH  FOR 
A  LONGER  LASTING  CAR, 
REMEMBER  LONGEVITY 
IS  HEREDITARY. 


As  car  prices  have  spiralled,  so  have  people's 
expectations  of  what  they  should  get  for  their 
money. 

A  recent  study  by  the  Roper  organization,  for 
instance,  has  shown  that  Americans  plan  to  keep 
their  cars  longer. 

Which  could  explain  why  more 
and  more  people  are  buying  Volvos 

For  55  years,  Volvos  philosophy 
has  been  to  produce  durable,  well- 


built  automobiles.  Nowhere  is  that  philosophy 
better  embodied  than  in  the  Volvos  of  today. 

Recent  findings  show  that  Volvos  life  expec- 
tancy is  1/3  longer  than  the  average  life  expectan- 
cy of  all  other  cars  on  the  road* 
So  if  you  expect  your  next 
new  car  to  last  a  long  time, 
make  sure  you  marry  into 
the  right  volvo 
tami  ly.  A  car  you  can  believe  in. 


...  A 


'Analysis  conducted  by  Ken  Warwick  &  Associates.  Inc  Based  on  a  comparison  of  U.S.  registration  data  for  Volvo  and  for  the  automobile 
industry  as  a  whole  and  not  by  individual  make.  Summary  available  at  your  Volvo  Dealer  icj  I'lKI  Volvo  of  America  Corporation. 


"We're  not  here  at  Glacier  National  Park 
just  to  enjoy  the  scenery."  John  w.Teets 

Chief  Executive  Officer 
The  Greyhound  Corporation 
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Glacier  National  Park  is  a  million  acres  of  the  last, 
unspoiled  wilderness  in  America.  A  land  of  awesome 
peaks  and  thundering  waterfalls,  of  emerald  glacier  lakes 
and  grizzly  Pears.  Man  does  not  dominate  here.  He  is 
only  a  pilgrim  in  this  ancient  place  that  has  endured  for 
eons,  witness  to  the  cataclysmic  upheaval  of  mountain 
ranges  and  the  silent  footfall  of  the  Indian. 

Greyhound  is  likewise  a  venerator  of  this  place.  We 
operate  all  of  the  park's  food  and  lodging  facilities  with  a 
pride  that  Pespeaks  the  specialness  of  this  ancient  land 


We  do  it  Py  Peing  here  in  person  By  watching, 
checking,  probing,  caring.  It's  called  commitment. 
Commitment  to  quality  and  service.  When  the  chairman  o 
the  Poard  and  the  chief  executive  officer  can  take  time  to 
visit  Greyhound's  operations  in  person,  then  it's  no  surpris 
to  find  our  top  management  on  the  front  line  everywhere 
throughout  the  organization ...  in  our  restaurant  kitchens,  i 
our  Pus  terminals,  in  our  food  plants  and  our  soap  factorie 

Being  there.  It  makes  all  the  difference  in  our  people 
our  products,  our  commitment  to  excellence. 


Ife're  here  to  make  certain  that 

he  view  of  Greyhound  lives  up  to  the 

riew  of  Glacier!"  Gerald  H.  Trautman 

Chairman,  The  Greyhound  Corporation 


The  Greyhound  Corporation  is  a  diverse  group  of 
mpanies  with  one  purpose,  to  provide  the  best  in 
Dducts  and  services.  Our  people  know  this  requires 
mething  more  than  just  putting  in  their  time ...  it  requires 
de  and  self-esteem,  the  conviction  that  no  one  else  can 
the  job  quite  the  same  or  quite  as  well.  Our  people  give 
iir  best  every  single  day.  They  are  what  makes  us  The 
eyhound  Corporation,  a  company  for  the  80's. 


The  Greyhound  Corporation 

A  company  for  the  Eighties. 


Youve  probably  never  heard  of  Green  Cross.  But  the  Japanese 
company  will  soon  be  putting  on  the  market  a  revolutionary 
new  product  that  may  save  your  life. 

Blood 
and  money 


By  Carol  E.  Curtis 

Dr.  Ryoichi  Naito,  the  74- 
year-old  chairman  of  Osaka, 
Japan-based  Green  Cross 
Corp.,  was  on  a  plane  flying  over  Eu- 
rope in  1965  when  he  read  in  a  scien- 
tific journal  about  research  at  Harvard 
on  a  partial  substitute  for  human 
blood.  The  researchers  were  hard- 
pressed,  the  story  hinted,  by  a  lack  of 
funding. 

Naito  knew  an  opportunity  when 
he  saw  it.  He  also  knew  the  blood 
business  inside  out.  A  physician  by 
training,  he  had  built  Green  Cross, 
founded  in  1950  as  Japan's  first  blood 
bank,  into  a  $400  million-a-year  inter- 
national drug  company.  Naito  abrupt- 
ly changed  his  plans  and  headed 
straight  for  Cambridge,  Mass.  After 
meeting  with  the  Harvard  team,  he 


struck  a  deal  that  made  Green  Cross 
the  principal  funder  of  research  on 
"artificial  blood." 

It  has  taken  more  than  a  decade  and 
a  half  and  $15  million  to  get  the  prod- 
uct ready  for  market.  But  Green 
Cross'  time  seems  finally  to  have  ar- 
rived. Artificial  blood  is  about  to  be 
given  the  seal  of  approval  by  the  Japa- 
nese equivalent  of  the  Food  &  Drug 
Administration,  meaning  it  can  go  on 
sale  in  Japan  and  about  25  other  coun- 
tries by  early  1982.  "Approval  is  im- 
minent," says  James  Tullis,  who  fol- 
lows drug  companies  at  New  York- 
based  Morgan  Stanley  &.  Co.  "And  it 
will  have  a  major  impact  on  the  medi- 
cal community."  . 

And  on  Green  Cross.  "Artificial 
blood  could  triple  the  size  of  the  com- 
pany," says  Edwin  D.  Pawling,  an  in- 
ternational drug  specialist  at  Chemi- 


cal Bank.  "The  potential  is  as  great  as 
for  any  new  product  coming  on  the 
world  market  today."  Of  course,  Nai- 
to's  company  is  no  also-ran.  Selling 
mostly  ethical  pharmaceutical  prod- 
ucts, it  is  the  eighth-largest  competi- 
tor in  Japan's  aggressive  drug  industry 
[Forbes,  Aug.  17)  and  growing  30%  a 
year.  With  earnings  of  $22  million, 
Green  Cross  is  as  profitable  as  simi- 
lar-size U.S.  companies  like  A.H.  Rob- 
ins and  Rorer  Group. 

Despite  its  potential,  artificial 
blood,  called  Fluosol-DA  because  it  is 
made  from  oil-derived  perfluorocar- 
bon  chemicals,  is  not  a  total  substi- 
tute for  the  real  thing.  Though  Fluosol 
can  be  given  to  patients  of  all  blood 
types,  it  does  the  job  only  of  packed 
red  cells,  or  hemoglobin,  which  carry 
oxygen  to  the  body's  tissues  (see  box). 
Still,  Fluosol  can  be  used  in  as  many  as 
75%  of  all  transfusions,  those  that 
require  packed  red  cells  only. 

Initially,  Green  Cross  executives 
expect  their  product  to  be  used  in 
situations  where  real  blood  is  not 
readily  available  or  acceptable.  These 
include  use  at  the  scene  of  accidents; 
in  emergency  rooms;  and  on  patients 
like  Jehovah's  Witnesses,  whose  reli- 
gious convictions  prohibit  transfu- 
sions with  real  blood. 

Thomas  Drees,  president  of  Alpha 
Therapeutic  Corp.,  a  Green  Cross  sub- 
sidiary based  in  Los  Angeles,  points 
out  that  15%  of  all  accident  victims 
die  during  the  several  hours  it  can 
take  to  type  and  cross-match  human 
blood.  Demand  for  Fluosol  is  also  like- 
ly to  come  from  countries  where  there 
are  no  blood  banks,  making  human 
blood  scarce.  This  includes  much  of 
the  Far  East  and  Middle  East.  Saudi 
Arabia,  for  example,  may  place  a  big 
advance  order  for  Fluosol. 

Green  Cross  expects  first-year  sales 
of  artificial  blood  to  total  at  least 


A  chance  to  surpass  the  biggest  superdrug. 
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The  Coleman  Company  does  it  with  a  movie 
showing  how  its  tough,  high-density- 
polyethylene  canoes  can  withstand  impact 
that  would  destroy  aluminum  or  fiber-glass 
models. 

The  5-minute,  16  mm  film,  designed  primar- 
ily for  point-of-sale  use  in  sporting  goods  stores, 
has  helped  Coleman  become  the  world's  leading 
canoe-maker  in  only  three  years. 

Business  films  like  this  can  pay  their  way  on 
every  level  of  business.  Sales.  Personnel.  Manufac- 
turing. Training.  Public  relations 

Find  out  what  film  can  do  for  you.  Mow  it 
can  solve  communication  problems  with  economy 
and  impact.  Use  the  coupon  to  receive  two  free 


booklets  and  information  on  our  Communication 
Seminar  for  Management,  where  you  can  learn  to 
identify  your  communication  needs  and 
take  effective  action. 

Film.  Imagine  what  it  can  do  for  you. 

Eastman  Kodak  Company,  Dept.  A8054,  Rochester,  MY  14650 
□  Please  send  me  your  free  booklets:  Business  Films  Make  Business 
Sense  (V3-315)  and  Film  Does  You  Proud  (V3-406) 
and  Information  on  the  Communication  5emlnar  for  Management. 


ORGAMIZATIOM 


®  Eastman  kodak  Company,  1981 


Squeezing  blood  from  oil 


Artificial  blood  or  Fluosol-DA  is 
irtrilky-white.  The  color  comes 
from  its  oil-derived  chemical  base, 
and  the  end  product — a  replace- 
ment for  red  blood  cells — looks  a 
lot  like  skim  milk. 

There  is  little  danger,  though, 
that  Fluosol  recipients  will  turn 
white  like  the  albino  rat  shown 
here.  Initial  doses  will  be  limited  to 
two  liters  or  less,  hardly  enough  to 
affect  pigmentation — though  Fluo- 
sol could  lend  a  slight  pallor  to 
these  who  receive  it. 

The  oil  base  gives  Green  Cross' 
product  another  distinctly  un- 
bloodlike  quality.  It  smells  slightly 
like  petroleum.  Since  Fluosol  is 
eliminated  from  the  body  via  the 
breath,  those  who  benefit  from  a 
transfusion  may  need  a  double  dose 
of  Listerine  to  keep  from  smelling 
like  an  oil  refinery. 

Physical  peculiarities  aside,  arti- 
ficial blood  has  some  big  advan- 
tages for  use   in   accidents  and 
emergencies.  It  has  a  shelf  life  of 
three  years,  compared  with  three  weeks  for  whole 
blood.  It  can  also  be  given  to  patients  of  any  blood  type, 
and  it  eliminates  the  risk  of  hepatitis  infection  associ- 
ated with  human  blood. 

But  there  are  inconveniences.  Artificial  blood  must 
be  kept  frozen  until  used,  which  means  there  may  be 
some  delays  while  it  is  defrosted  in  a  microwave  oven. 
Fluosol  also  has  to  be  administered  in  a  high-oxygen 
atmosphere,  though  researchers  are  now  developing  a 


.4;/  albino  rat  before  and  after 
a  total  Fluosol  transfusion 
Pale,  maybe,  but  still  alive. 


high-oxygen-content  variety  that 
can  be  used  under  normal  condi- 
tions. And  Fluosol  cannot  replace 
whole  blood,  only  red  blood  cells. 

How  safe  is  it?  In  trials  with  300 
Japanese  patients,  Green  Cross 
spokesmen  claim  there  were  virtu- 
ally no  adverse  side-effects.  To 
demonstrate  just  how  risk-free 
Fluosol  is,  Green  Cross  Chairman 
Ryoichi  Naito  and  nine  of  his  top 
employees  were  the  first  volun- 
teers to  receive  a  transfusion. 

Still,  long-term  problems  may 
crop  up  later.  A  Red  Cross  spokes- 
man says  their  medical  investiga- 
tors worry  about  the  retention  of 
Fluosol  components  in  the  tissues, 
but  Green  Cross  maintains  that  15 
years  of  research  have  been  more 
than  adequate  to  prove  its  prod- 
uct's safety.  "So  far,"  says  Thomas 
Drees  of  the  company's  U.S.  sub- 
sidiary, "we  have  not  seen  any 
downside  to  it." 

Some  of  Fluosol's  properties  may 
even  make  it  useful  in  areas  where 
human  blood  can  be  of  little  value.  For  a  given  volume, 
Fluosol  can  carry  3  to  6  times  the  oxygen  of  whole 
blood,  and  Fluosol  particles  are  much  smaller.  Thus  it 
can  transport  oxygen  to  parts  of  the  body  whole  blood  is 
unable  to  reach.  Fluosol's  properties  are  being  tested  by 
Green  Cross  researchers  for  use  in  treating  cancer, 
heart  disease,  carbon  monoxide  poisoning,  anemia, 
shock,  strokes  and  for  preserving  organs  prior  to  human 
transplant. — C.E.C. 


600,000  units.  At  a  price  of  about 
$100  per  unit,  that  comes  to  $60  mil- 
lion. Drees  calculates  that  of  the  60 
million  annual  blood  transfusions 
worldwide,  Fluosol  could  ultimately 
replace  about  50%.  In  the  U.S.  alone, 
he  thinks  Fluosol's  annual  revenues 
could  be  $500  million  more  than 
those  of  Tagamet,  the  SmithKline  ul- 
cer pill  that  is  the  biggest-selling  su- 
perdrug  to  date. 

Even  though  the  Food  &  Drug  Ad- 
ministration is  not  expected  to  ap- 
prove Fluosol  use  here  until  around 
1983,  Green  Cross  is  gearing  up  to 
market  it  through  its  California  sub- 
sidiary. Green  Cross  bought  Alpha 
Therapeutic,  a  small  manufacturer  of 
human  plasma  derivatives,  from  Ab- 
bott Laboratories  in  1978  for  $23  mil- 
lion. The  company  has  a  network  of 
25  salesmen,  a  force  it  can  expand 
rapidly  once  artificial  blood  sales  be- 
gin to  take  off  in  the  U.S. 

It  isn't  just  the  potential  of  a  huge 
market  that  makes  artificial  blood  so 
attractive  to  Green  Cross.  Profit  mar- 
gins are  impressive  too.  The  manufac- 


turing cost  of  a  half  liter  of  Fluosol  will 
be  about  $7;  the  selling  price  is  ex- 
pected to  be  about  $100,  or  $70  less 
than  the  same  quantity  of  real  blood 
that  has  been  typed  and  cross- 
matched. "The  margins  are  so  high, 
it's  like  making  liquor,"  says  Chemi- 
cal Bank's  Pawling. 

What  about  competition!'  Though 
two  American  companies,  Air  Prod- 
ucts and  Suntech,  have  been  running 
animal  trials  with  similar  substances, 
Green  Cross  is  far  out  in  front.  More 
troublesome  opposition  may  come 
from  the  Red  Cross,  the  nation's  larg- 
est blood  bank  operator  and  the 
world's  largest  supplier  of  packed  red 
cells.  Though  Red  Cross  is  a  nonprofit 
organization,  it  has  a  $484  million-a- 
year  budget  and  a  considerable  stake 
in  continued  use  of  human  blood. 
"They're  very  nervous  about  us,"  con- 
cedes Drees. 

A  Red  Cross  spokesman  acknowl- 
edges that  its  directors  met  recently 
to  weigh  the  impact  of  Fluosol.  Still, 
he  foresees  a  minimal  threat.  Fluosol, 
Red  Cross  critics  point  out,  must  be 


kept  frozen  until  it  is  used,  and  since 
Fluosol  is  still  experimental,  packed 
red  cells  will  still  be  needed  in  large 
quantities  for  some  time  to  come.  Ar- 
tificial blood,  Red  Cross  executives 
believe,  will  be  used  only  in  emergen- 
cy cases. 

Wall  Street  thinks  otherwise.  Green 
Cross  has  been  trading  actively  on  the 
Tokyo  Stock  Exchange  and  has  been 
climbing  rapidly  as  Fluosol's  introduc- 
tion approaches.  It  currently  sells  for 
$7.  That's  30  times  earnings,  high 
even  for  a  Japanese  company. 

Whether  Green  Cross  is  a  good  in- 
vestment, of  course,  remains  to  be 
seen.  Earnings  from  artificial  blood 
will  not  really  begin  to  flow  for  several 
years,  and  additional  regulatory  ap- 
provals may  not  come  as  easily  as 
Fluosol's  backers  believe.  Still,  the 
ability  of  Harvard  researchers  to  de- 
velop such  a  product  is  yet  another 
U.S.  medical  triumph.  The  tact  that  a 
(apanese  company  seems  likely  to  be 
the  one  to  reap  most  of  the  benefits 
speaks  less  well  for  the  American  drug 
industry.  ■ 
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Why  is  Pettibone's  Joe  Seifert  congratulat- 
ing himself  when  he  drove  the  company 
into  the  red?  Maybe  because  no  one  can 
challenge  the  controlling  stockholder 

"A  guy  with 
some  guts" 


By  Jean  A.  Briggs 


Joseph  Seifert  is  proud  of  him- 
self. "Now  people  realize  there's 
a  guy  at  the  top  here  who  has 
some  guts,"  he  says,  "a  guy  who's  not 
afraid  to  face  squarely  into  a  problem 
and  do  what  has  to  be  done." 

A  year  ago  Seifert  wasn't  sounding 
nearly  so  sure  of  himself.  In  fact,  the 
77-year-old  chairman  and  president  of 
Pettibone  Corp.,  a  $340  million-per- 
year  Chicago-based  manufacturer  of 
heavy  equipment,  was  almost  in  a 
state  of  shock. 

"For  40  years  I  had  been  able  to 
forecast  the  economy  fairly  well,"  he 
says.  Then  last  fall,  instead  of  going 
down  as  Seifert  had  expected,  interest 
rates  kept  right  on  climbing  to 
21  '/2%.  "It  was  like  driving  on  a  high- 
way with  white  lines  on  the  side  but 
you  couldn't  see  the  white  lines  be- 
cause of  the  fog,"  he  says. 

Seifert  was  scared.  Heavily  lever- 
aged Pettibone  Corp.  was  losing  mon- 
ey for  the  first  time  since  1939,  not 
long  after  he  had  brought  it  out  of 
receivership.  By  its  March  year-end  it 
showed  an  operating  loss  of  $1.2  mil- 
lion on  sales  of  $340  million,  though 
tax  credits  gave  it  a  tiny  21-cents-per- 
share  profit.  Competitors  such  as 
American  Hoist  &  Derrick,  Clark 
Equipment  and  Manitowoc  were  still 
making  money  despite  a  dearth  of 
business.  Manitowoc's  earnings  were 
actually  up  7%. 

The  prime  reason  Pettibone  was  in 
the  red  was  that  the  company  was 
carrying  too  much  debt.  Its  debt-to- 
equity  ratio  was  over  3  times  the  in- 
dustry average.  Pettibone's  interest 
charges  had  increased  from  $14.9  mil- 
lion to  $21.5  million  for  the  year,  as 
long-term  debt  climbed  from  $103 
million  to  $120  million  on  equity  of 
$109   million  and   short-term  debt 


more  than  doubled  to  $42  million.  At 
the  same  time,  of  course,  those  inter- 
est rates  had  helped  to  severely  de- 
press the  company's  major  markets: 
the  construction  industry,  the  logging 
industry,  the  automobile  industry,  the 
mining  industry. 

Why  was  Pettibone  carrying  so 
much  debt?  Mainly  because  of  its  ma- 
terials handling  business — where  it 
produces  off-highway  cranelike  ma- 
chinery with  giant  mobile  arms  that 
pick  up,  lift,  reach  and  stack.  The 
division  has  long  been  the  company 
dog,  earning  little  more  than  6  cents 
pretax  on  the  sales  dollar.  That's  be- 
cause it's  in  a  highly  competitive  in- 
dustry, unlike  such  backwaters  as  Pet- 
tibone's original  railroad  track  equip- 
ment business,  which  earned  23  cents 
on  the  sales  dollar  last  year,  or  its 
foundry  machinery  business,  which 
turned  in  1 1  cents.  In  an  attempt  to 
stay  in  the  materials  handling  busi- 
ness in  the  face  of  inadequate  sales 
volume,  about  12  years  ago  Pettibone 
started  renting  out  its  equipment  in- 
stead of  selling  it.  "Our  experience 
was  that  after  20  months  a  rental 
would  be  converted  to  a  sale,"  says 
Seifert.  Trouble  was,  Pettibone  had  to 
finance  the  rental  in  the  meantime, 
and  lately  that  has  been  terribly  ex- 
pensive. "The  policy  was  born  when 
interest  rates  were  6%  or  7%.  When 
they  got  up  to  20%,  the  whole  con- 
cept failed  to  function,"  says  Seifert. 

There  was  a  $20  million  revolving 
credit  at  the  prime  rate  to  finance  the 
company's  rentals,  and  some  $42  mil- 
lion in  short-term  debt  financed  in- 
ventories in  the  pipeline,  equipment 
produced  but  not  yet  sold. 

Starting  around  Christmastime  last 
year,  Seifert  began  to  liquidate  inven- 
tories as  fast  as  possible  to  pay  down 
short-term  debt.  "That's  when  I  real- 
ized," he  says,  "that  the  only  thing  to 
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around  the  world 
to  find 
a  masterpiece, 
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acquire  one  right 
around  the  corner. 


Tanqueray  Gin. 
A  singular  experience" 
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The  Horizon  system. 
It  makes  your  small  business 
so  productive, 
you  have  time  for  more  business. 

Now  there's  a  communications  system  that 
can  give  your  small  business  more  time  for  new  businee 
The  Horizon"  communications  system  from  Bell. 

It's  a  system  you  can  program  yourself  to 
increase  the  daily  productivity  of  your  company,  each 
department— and  each  person  in  your  company. 

You  can  give  each  phone  in  your  office 
separate  time-saving  features.  One-button  access  to 
co-workers,  for  instance.  Or  an  outside  line  without 
having  to  dial  a  code. 

There's  even  a  feature  that  automatically 
"For  us,  the  extra  time         re-dials  a  busy  inner  office  line  while  you  keep  work- 
means  extra  customers!'       ing.  When  the  person  you're  calling  is  available,  your 

phone  will  signal  you. 
As  your  company's  needs  change,  you  can  re-program  the  Horizon  system  to 
change  right  along  with  them.  Instantly.  And  keep  your  productivity  at  a  peak  level. 

All  this,  from  a  system  that  fits  a  business  with  as  few  as  five  lines  and 
11  telephones. 

Call  your  Bell  Business  Service  Center  today.  And  put  in  a  communications 
system  that  gives  you  more  time  for  more  business. 

The  Horizon  system  by  Western  Electric:  Information  Management 
from  the  Bell  System. 


The  knowledge  business 


do  was  to  face  into  it  and  say  to  our- 
selves, high  interest  rates  will  be  here 
for  some  time  so  we'd  better  back- 
track as  fast  as  we  can  and  get  out  of 
short-term  debt." 

To  hell  with  profits,  said  Seifert. 
"This  is  a  balance-sheet  year." 

He  shut  off  all  incoming  materials 
and  cut  back  production  sharply.  "We 
had  been  putting  out  20  machines  per 
month,"  he  says,  "and  I  cut  that  to  3 
or  4."  At  the  same  time  he  slashed 
prices  on  existing  inventory,  sacrific- 
ing profits  for  liquidity.  Then  Seifert 
went  to  work  on  the  materials  han- 
dling equipment  sales  staff.  About  ten 
years  ago  Pettibone  had  switched  over 
from  independent  dealers  to  setting 
up  its  own  branch  sales  offices  as  a 
means  of  boosting  sales — a  costly  un- 
dertaking. Now  Seifert  feels  his  sales- 
men let  him  down  as  branch  manag- 
ers. "We  expanded  too  fast,"  he  says. 
"A  branch  is  only  as  good  as  its  man- 
ager. We  were  taking  a  guy  who  was  a 
good  salesman  and  putting  him  into 
management.  But  we  had  more 
branches  than  we  had  good  managers. 
We  have  now  closed  five  of  them  and 
reorganized  three  more."  Those  eight 
branches  together  cost  the  company 
S3  million  last  year. 

Now  Seifert  thinks  the  worst  is 


over.  By  July  31,  he  had  paid  down 
$38.8  million  of  that  short-term  debt. 

Earnings  obviously  have  suffered. 
During  this  year's  first  quarter  (ending 
June  30)  the  company  made  just  2 
cents  per  share  compared  with  32 
cents  last  year.  It  may  not  make  even 
that  much  in  the  second  quarter  be- 
cause of  two  strikes.  Meanwhile, 
competitors,  most  of  whom  have  not 
had  to  sacrifice  earnings  to  pay  down 
debt,  are  holding  their  own,  and  some 
of  them,  notably  Manitowoc,  have 
even  had  earnings  gains. 

It  remains  to  be  seen  whether  Petti- 
bone will  make  money  this  year  or 
not.  Seifert  believes  that  it  will, 
though  he's  concentrating  on  reduc- 
ing long-term  debt. 

What's  next  for  Pettibone?  Seifert, 
whose  family  owns  about  15%  of  the 
stock  and  whose  "loyal"  board  of  di- 
rectors speaks  for  over  50%,  has  no 
plans  to  retire  despite  the  fact  he  is  12 
years  past  normal  retirement  age.  A 
former  railroad  analyst,  he  first  got 
interested  in  Pettibone  back  in  the 
Thirties.  "I  had  made  money  in  de- 
faulted railroad  bonds,"  he  says,  "and 
was  looking  for  a  less  speculative 
place  to  put  it."  He  picked  Pettibone, 
a  bankrupt  company  with  assets — 
plant,  equipment  and  land — valued  at 


less  than  50  cents  on  the  dollar,  and 
started  buying  its  common,  its  pre- 
ferred, its  gold-backed  debentures. 
"Before  long  the  )udge  in  the  bank- 
ruptcy court  called  me  in  and  said  he- 
wanted  me  to  go  on  the  board  of  direc- 
tors because  I  was  the  biggest  share- 
holder." The  board  elected  Seifert 
chairman  for  the  same  reason.  After 
an  audit  he  had  insisted  upon  revealed 
that  25%  of  the  company's  working 
capital  had  vanished,  he  says,  "I 
stopped  being  a  speculator  and  be- 
came a  long-term  investor." 

Today  Seifert  says  he  wouldn't  turn 
down  a  very  good  offer  from  an  ac- 
quiring company,  but  if  it  doesn't 
come,  he  has  plenty  of  plans  for  the 
future.  He  has  recently  discovered  the 
export  market  and  the  energy  busi- 
ness. "When  the  logging  industry 
turned  down  we  started  selling  our 
machines  in  Houston  to  handle  pipe 
and  we've  just  scratched  the  surface. 
There  is  lots  of  potential  there. 

"We're  just  getting  started." 

Some  might  say  that  if  Seifert  were 
really  as  gutsy  as  he  says  he  is,  he 
would  get  started  by  closing  down 
that  materials  handling  division  that 
has  been  bleeding  him  dry  all  these 
years,  and  look  for  a  more  promising 
growth  opportunity.  ■ 


Pettibone  &  Joseph  Seifert  atop  one  of  his  company's  heavy-duty  cranes 

"It  was  like  driving  on  a  highway  with  white  lines  on  the  side  but  you  couldnt  see  because  of  the  fog. 
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he  value  inherent  in  Jaguar's  magnificent 
eries  III  sedan  goes  far  beyond  the  cars 
:ulptural  beauty,  or  its  quickness  of  re- 
oonse  and  fluid  handling.  Jaguar's  excel- 
mce  is  more  than  a  level  of  luxury  seldom, 

ever,  equalled  For  this  is  the  finest, 
congest  and  most  reliable  Jaguar  ever 
uilt,  and  to  back  up  this  bold  claim  Jaguar 
uarantees  the  car  with  the  longest  war- 
inty  we  have  ever  offered.  For  24  months 
r  36,000  miles,  whichever  comes  first, 
aguar  will  repair  or  replace  virtually  any 
art  of  the  car  which  proves  defective. 

Yet  an  extraordinary  warranty  is  only  one 
spect  of  the  Jaguar's  excellence. 

Drive  the  car.  Feel  its  smoothness,  its 
vid  response.  The  engine  is  Jaguar's 
Dphisticated  double  overhead  cam  six. 
here  is  electronic  ignition,  electronic  fuel 
ijection  and  a  separate  electronic  fuel 
nnchment  system  for  quick  starts  on  cold 


days.  The  result  is  a  new  level  of  reliability  in 
a  power  plant  already  famous  for  its 
smoothness,  quickness  and  strength. 

A  superb  engine  needs  an  environment 
that  matches  its  potential.  Jaguar's  bal- 
ance, handling  and  control  systems  are 
justly  famous.  The  steering  is  precise:  an 
advanced  power  assisted  rack  and  pinion 
system  The  feel  for  the  road  is  firm  but 
never  harsh,  the  result  of  fully  independent 
suspension  on  all  four  wheels.  The  braking 
is  sure  and  positive  because  Jaguar  puts 
power  disc  brakes  on  all  four  wheels.  The 
sum  of  this  superb  engineering  is  a  silky 
combination  of  smoothness  and  control 
that  is.  we  feel,  unequalled  in  any  other 
luxury  sedan. 

And  Jaguar  luxury  redefines  the 

JAGUAR 

M    A  BLENDING  OF  ART  AND  MACHINE 


concept.  The  dashboard  is  veneered  in 
hand  polished  burl  walnut  The  seats  are 
faced  in  supple  leather.  Thoughtful  elec- 
tronic conveniences  surround  you.  There  is 
a  new  four  speaker  stereophonic  AM/FM 
radio  with  scan  tuner  and  cassette.  Cruise 
control  maintains  your  speed.  A  self  reg- 
ulating air  conditioning  and  heating  sys- 
tem maintains  your  preferred  temperature 
automatically.  All  this  is  standard  equip- 
ment. And  it  is  all  guaranteed 

The  only  items  not  covered  by  the  new 
warranty  are  the  Pirelli  tires,  which  are  war- 
ranted by  Pirelli. 

Drive  this  best  of  all  Jaguars  Your 
Jaguar  dealer  has  the  full  details  of  its  re- 
markable new  limited  warranty  For  the 
name  of  the  dealer  nearest  you,  call  these 
numbers  toll-free:  (800)  447-4700.  or,  in 
Illinois,  (800)  322-4400 
M  Jaguar.  Leonia,  N.J.  07605 


With  an  indirect  assist  from  OPEC,  the  American  Indians  have  a 
new  chance  to  deal  with  their  ancient  problems.  They  have 
learned  a  lot.  Have  they  learned  enough? 

New  hope  on  the 
reservations 


Every  time  I  sec  an  Arab," 
says    Sylvester  Tinker, 
principal  chief  of  Oklaho- 
ma's Osage  tribe,  "I  don't 
care  who  he  is  or  what  he- 
looks  like,  I  want  to  run 
=   up  and  kiss  him,  because 
he  has  done  more  for  the  Osage  people 
in  4  years  than  the  federal  govern- 
ment has  done  in  I  SO." 

The  Osages  are  the  U.S.'  largest  In- 
dian oil  producers,  and  since  1973, 
when  OPEC  started  driving  up  energy 
prices,  the  Osages'  oil  and  gas  income 
has  gone  from  $6  million  to  $70  mil- 
lion, while  that  of  the  rest  of  the  oil- 
and-gas-producing  tribes  has  gone 
from  $18.3  million  to  over  $99  mil- 
lion. And  this  is  just  the  beginning. 
With  the  end  of  government  price 
controls,  Navaho  oil  and  gas  income 
has  doubled  in  the  past  year,  and  be- 
tween decontrol  and  new  production, 
one  official  of  the  Bureau  of  Indian 
Affairs  estimates,  tribal  income  could 
triple  over  the  next  four  years. 

It  is  one  of  history's  more  stunning 
ironies.  The  51.9  million  acres  in  the 
U.S.  reserved  for  the  Indians  were 
lands  the  white  man  could  not  sec  any 
conceivable  reason  to  reserve  for  him- 
self. They  were  too  wet  or  too  dry,  too 
barren  or  too  remote.  Now,  at  a  time 
when  the  U.S.  seems  to  be  running 
out  of  practically  everything,  the  272 
federally  recognized  Indian  reserva- 
tions constitute  one  of  the  largest  and 
least  known  mineral  repositories  on 
the  continent — nearly  5%  of  the  U.S.' 
oil  and  gas,  one-third  of  its  strippable 
low-sulfur  coal,  one-half  of  its  private- 
ly owned  uranium. 

In  Oklahoma,  the  Osages  settled  on 
some  scruffy,  hilly  land  that  turned  out 
to  cover  the  legendary  Burbank  oil- 
field, where  oil  was  first  discovered  in 
the  1920s.  Elsewhere,  tribes  were  sol- 
idly established  in  some  of  the  most 
important  energy-producing  regions 
in  the  U.S.:  the  Overthrust  Belt  and 


By  James  Cook 

Anadarko  and  Williston  basins  in  oil, 
the  Fort  Union,  Powder  River,  Black 
Mesa  and  San  luan  districts  in  coal  and 
the  tamed  Grants  mineral  belt  in  ura- 
nium. "From  a  national  standpoint," 
says  David  Baldwin,  an  Osage  who 
heads  the  technical  division  ot  the 
BIA's  Office  ot  Energy  <!k  Minerals, 
"you  are  talking  in  the  neighborhood 
of  25%  of  the  U.S.'  mineral  wealth 
located  on  Indian  lands." 

An  exaggeration-'  Perhaps.  But  no- 
body really  knows.  Accidents  ot  histo- 
ry and  cultural  bias,  elements  ot  greed 
and  fear  and  the  workings  of  fate  and 
inertia — all  have  conspired  thus  far  to 
keep  much  of  Indian  land  unexplored. 
But  the  same  forces  now  are  conspir- 
ing to  force  U.S.  Indians  to  take  a 
fresh  look  at  where  they  are  and 
where  they — not  the  white  man — 
wish  to  go. 

In  almost  every  tribe,  there  are  pro- 
gressives who  favor  development  and 
traditionalists  who  oppose  it,  and  the 
balance  shifts  from  tribe  to  tribe.  The 
Navahos  out  in  Arizona  and  New 
Mexico  are  aggressively  pro  develop- 
ment. The  neighboring  Hopis  are  not. 
In  Montana  the  pro  development 
Crows  have  nonetheless  refused  to 
permit  uranium  prospecting  for  fear  it 
would  desecrate  their  sacred  moun- 
tains. "We  arc  at  heart  in  harmony 
with  nature,"  says  Crow  tribal  Secre- 
tary Dan  Hogan.  "We  do  respect  the 
Almighty  for  giving  us  these  things." 

But  events  arc  moving  fast  on  U.S. 
reservations.  Mineral  royalties,  al- 
ready a  larger  source  of  tribal  revenue 
than  either  farming  or  ranching, 
yielded  the  tribes  nearly  $180  million 
last  year,  not  counting  bonuses.  Of 
that  sum,  $160  million  came  from  oil 
and  gas,  much  of  it  (37.5%)  from  the 
Osage  reservation,  the  rest  mainly 
from  the  Navaho,  (icarilla,  Wind  River 
and  Uintah  and  Ouray  reservations. 


Another  $20  million  was  derived  from 
hard  minerals,  mostly  uranium  and 
coal,  mostly  from  the  Navaho,  Crow, 
Laguna  and  Spokane  reservations. 

The  tribes  also  control  44  million 
acres  of  range  land,  13  million  acres  of 
forest  (5  million  of  them  commercial- 
ly usable)  and  1 .2  million  acres  of  crop 
lands,  including  most  of  the  U.S.'  re- 
maining top-grade  underdeveloped  ag- 
ricultural land.  The  1 83-member  Agua 
Caliente  tribe  nets  a  good  $5  million  a 
year  from  its  25,000  acres  of  real  es- 
tate in  and  around  Palm  Springs,  in- 
eluding  some  of  that  famous  resort's 
most  exclusive  hotels.  Some  tribes 
have  cashed  in  on  their  special  legal 
status,  peddling  tax-free  cigarettes,  as 
the  Puyallup  tribe  does  in  Tacoma,  or 
running  big-time  bingo  games,  as  the 
Seminoles  do  in  Hollywood,  Fla.  Oth- 
ers have  capitalized  on  another  re- 
source every  bit  as  intangible — treaty 
obligations  entered  into  by  the  U.S.  a 
century  or  more  ago  and  subsequently 
dishonored.  Thus,  Maine's  Penobscot 
and  Passamaquoddy  tribes  have 
picked  up  $81.5  million  for  lands  ille- 
gally confiscated  200  years  ago,-  the 
Sioux,  $122  million  for  the  expropri- 
ation of  the  Black  Hills  in  1877.  Now, 
some  tribes  are  contemplating  proj- 
ects so  huge  that  a  single  one — the 
Crows'  coal  gasification  project,  tor 
example — would  represent  more  of  a 
capital  investment  than  all  other  Indi- 
an-owned investments  combined. 

Condemned  by  history  and  govern- 
ment policy  to  cultural  and  geographic 
isolation,  the  Indian  tribes  were  sin- 
gularly ill-equipped  to  capitalize  on 
the  changes  OPEC  wrought.  As  the 
first  European  explorers  quickly  dis- 
covered, most  of  them  had  only  the 
haziest  notion  of  private  property.  All 
things  were,  by  and  large,  held  com- 
munally by  the  tribe.  What  sense  of 
ownership  there  was  came  from  use 
rather  than  from  law.  And  profit? 
That  was  as  alien  a  notion  as  selling 
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the  earth,  sky  or  air.  You  shared  the 
things  you  had  with  one  another,  you 
didn't  husband  them  to  yourself. 

Unlike  the  Europeans  who  con- 
quered them,  moreover,  the  Ameri- 
can Indians  possessed  an  extraordi- 
nary diversity  of  culture,  language  and 
tradition.  There  were  democracies 
and  theocracies,  matriarchies  and  pa- 
triarchies. Some  tribes  were  nomadic, 
others  were  village  dwellers.  Some 
were  farmers,  others  were  stockmen, 
herders  or  hunters.  These  differences 
persist,  so  that  a  Crow  and  a  Zuni 
probably  share  less  of  a  common  heri- 
tage than  do  a  Spaniard  and  a  Swede. 

But  they  have  paid  a  price  for  these 
differences.  When  Henry  Hudson  first 
parlayed  with  the  Mo- 
hawks in  1609,  there  were 
probably  over  10  million 
Indians  in  all  of  North 
America.  Today,  there  are 
only  1.4  million,  half  of 
them  on  reservations.  Un- 
like the  blacks  or  Hispan- 
ics  or  Jews,  who  identify 
themselves  as  blacks,  Hi- 
spanics,  fews,  few  Indians 
identify  as  "Indians,"  but 
rather  as  Navahos,  Mo- 
hawks or  Sioux.  What  lit- 
tle political  influence  they 
have  derives  less  from  col- 
lective clout  than  from 
good  intentions  in  Wash- 
ington. As  a  result,  they 
have  become  the  U.S.' 
most  disadvantaged  mi- 
nority, with  a  dispropor- 
tionate number  ill-housed, 
ill-educated,  unhealthy,  lll- 
paid  and  underemployed. 

Like  other  underdevel- 
oped but  resource-rich 
peoples  around  the  world, 
the  tribes  for  years  left  it 
to  outsiders  to  develop 
their  resources.  Indian  oil 
and  gas  were  the  founda- 
tion of  many  of  the  U.S.' 
major  oil  companies — Phillips,  Con- 
oco and  Getty,  among  others.  Even 
today  Indian  uranium  is  basic  to  Kerr- 
McGee  and  Western  Nuclear,  Indian 
coal  to  Westmoreland  Resources, 
Utah  International  and  Gulf  Minerals, 
and  Indian  phosphate  to  FMC  and  J.R. 
Simplot. 

The  tribes  never  used  to  worry 
much  about  what  was  done  to  develop 
their  resources  or  what  happened  to 
the  proceeds.  But  no  more.  The  tribes 
are  coming  to  believe — amid  some 
bitter  dissent — that  they  had  better 
acquire  some  of  the  white  man's  val- 
ues and  skills,  and  quickly,  or  they 
will  squander  the  inheritance  history 
has  left  them. 


The  Laguna  Pueblo  of  New  Mexico 
have  already  had  something  of  a  vi- 
sion of  the  future.  After  25  years,  Ana- 
conda is  closing  down  the  Jackpile 
Mine,  near  Paguate,  N.M.,  which  is 
the  largest  open-pit  uranium  mine  in 
the  world.  Though  the  Lagunas  con- 
cede that  they  were  paid,  and  paid 
well,  for  their  mineral  resources,  they 
never  prepared  themselves  for  the  day 
when  the  mine  would  be  exhausted. 
In  those  25  years,  the  Lagunas  re- 
ceived millions  of  dollars  in  revenues, 
but  there  is  little  in  the  way  of  tangi- 
ble ongoing  assets  to  show  for  it.  The 
result  is  that  the  tribe  now  faces  the 
loss  of  its  royalty  income  as  well  as 
some  500  jobs  in  the  mine. 


Other  tribes  might  have  faced  simi- 
lar problems  if  the  price  of  oil  had  not 
risen  so  sharply.  The  Osages  had  been 
producing  oil  and  gas  since  1897,  the 
Navahos  since  1921,  the  Wind  River 
tribes  since  1943,  Fort  Berthold's 
since  1955.  And  production  had  al- 
ready peaked  out.  But  thanks  to  high- 
er prices  and  technological  advances, 
the  decline  has  been  stemmed,  if  not 
reversed.  Osage  production,  for  in- 
stance, had  been  dropping  at  11%  a 
year,  but  that  trend  was  temporarily 
reversed,  and  production  is  now  de- 
clining at  only  1%  or  so  a  year.  The 
prospects  are  still  encouraging.  Osage 
drilling  permits  have  soared  from  few- 
er than  300  in  1973  to  1,192  last  year. 


In  the  past,  the  tribes  have  been  no 
match  for  the  giant  corporations  they 
have  had  to  deal  with  in  developing 
their  resources.  You  hear  stories  of 
companies  walking  into  council 
meetings  and  throwing  a  sack  of  cash 
down  on  the  table  to  secure  a  lease, 
take  it  or  leave  it.  "The  oil  company 
would  present  a  big  check  to  the  tribal 
government,"  says  Ross  Swimmer,  an 
Oklahoma  banker  who  is  also  princi- 
pal chief  of  the  Cherokee  nation,  "and 
you  thought  it  looked  good  until  you 
found  out  it  was  maybe  a  tenth  of 
what  it  ought  to  have  been."  That's 
why  tribes  like  the  Blackfeet  and  Ji- 
carillas,  the  Chippewas  and  the  Nava- 
hos in  recent  years  declared  partial 
moratoriums  on  mineral 
development — to  gain 
time  for  planned  develop- 
ment, or  to  avoid  making 
decisions  they  felt  totally 
incompetent  to  make. 

Five  hundred  years  of 
that  sort  of  treatment 
does  not  exactly  encour- 
age self-confidence.  Says 
one  tribal  officer:  "You 
get  so  a  tribal  chairman 
feels,  if  he  walks  into  a 
room  with  the  company 
president  and  all  those 
high-powered  attorneys 
and  staff,  he's  going  to 
walk  out  without  his 
pants." 

But  now  fear  and  suspi- 
cion are  giving  way  to  ac- 
tivism. "It  does  no  good  to 
complain  and  be  bitter 
about  what  they  have  tak- 
en away  from  us,"  says 
Navaho  Chairman*  Peter 
MacDonald.  "We  just 
want  to  keep  what  we 
have  and  make  the  best  of 
it."  A  major,  concrete  step 
in  a  new  direction  was  the 
formation,  in  1977,  of  the 
Council  of  Energy  Re- 
source Tribes  (CERT),  founded  by 
MacDonald  in  the  wake  of  a  1975 
meeting  with  Frank  Zarb,  then  head 
of  the  Federal  Energy  Administration. 
At  one  time  CERT  was  billed  as  the 
Indian  OPEC,  and  even  hired  econo- 
mist Ahmed  Kooros,  Iran's  former 
deputy  minister  for  finance  and  oil,  to 
do  for  the  Indians  what  he  had  done 
for  the  Shah  of  Iran. 

The  OPEC  analogy  was  foolish,  but 
the  Third  World  analogy  was  pretty 
much  on  the  mark,  and  CERT  set 
about  building  the  financial  and  tech- 
nical expertise  to  enable  the  tribes  to 


'Most  tribes  stopped  using  the  title  "Chief"  hack  in 
the  I'UOs. 
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Tribal  treasure 

The  U.S.'  Indian  reservations 
may  account  for  only  2.4% 
of  the  land  area  of  the  lower 
48  states,  but  they  contain  a 
disproportionate  amount  of 
the  U.S.'  natural  resources — 
maybe  25%  of  its  total 
mineral  wealth — coal,  oil 
and  gas,  and  uranium 
mainly,  much  of  it 
undeveloped.  Of  the  272 
reservations  in  the  U.S.  (the 
gray  areas  on  the  map),  most 
are  thought  to  have  some 
sort  of  mineral  resource  base, 
but  the  bulk  of  the  Indians' 
resources  is  concentrated  in 
the  hands  of  not  much  more 
than  a  couple  of  dozen  tribes. 
Given  the  sparse 
populations  of  most 
reservations,  the  wealth  is 
rather  unevenly  distributed, 
and  on  many  reservations 
the  tribe  itself  controls  only 
a  fraction  of  its  total  lands. 
The  rest  of  the  land  is  owned 
by  individual  tribesmen, 
outsiders  or  the  U.S. 
government  Each 
reservation  block  on  the  map 
lists  the  name  of  the 
reservation  and  tribe,  area, 
percentage  of  tribal  land 
ownership,  population, 
developed  and  undeveloped 
resources,  and  mineral 
income. 
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1  Blackfeet 

area:  950,643  acres  (12.6%),  pop.:  6,272 

oil  and  gas 

undeveloped  coal 

mineral  income:  S5  million  (E) 

2  Colville 

area:  1  million  acres  (92.6%),  pop.:  5,077 
undeveloped  molybdenum,  uranium 

3  Spokane 

area:  137,002  acres  (74.8%),  pop.:  1,876 
uranium 

mineral  income:  SI  million  (E) 

4  Flathead  (Salish,  Kootenai) 

area:  1.2  million  acres  (45.2%),  pop.:  3,325 
undeveloped  oil  and  gas 

5  Ft.  Peck  (Assinboine,  Sioux) 

area:  964,864  acres  124.2%),  pop.:  5,131 
oil  and  gas.  undeveloped  lignite 
mineral  income:  S4.5  million 


6  Ft.  Berthold  (Mandan,  Hidatsa.  Ankara' 
area:  980,500  acres  (4.5%),  pop.:  3,052 
oil  and  gas 

undeveloped  coal 

mineral  income:  S1.4  million 

7  Mcle  Lake  (Chippewa) 

area:  1,974  acres  (65.8%),  pop.:  290 
undeveloped  zinc,  copper 

8  Northern  Cheyenne 

area:  433,595  acres  (60.5%),  pop.:  3,152 
undeveloped  coal,  oil  and  gas 
mineral  income:  S353.000 

9  Crow 

area:  1.6  million  acres  (22.1%),  pop.:  4,960 
coal,  undeveloped  oil  and  gas.  uranium 
mineral  income:  S7.7  million 

10  Ft.  Hall  (Shoshone,  Bannock) 

area:  524,014  acres  (42_7%),  pop.:  3,236 
phosphate,  undeveloped  oil  and  gas 
mineral  income:  SI. 5  million 


1 1  Wind  River  (Shoshone,  Arapahoe) 

area:  1.9  million  acres  194.1%),  pop.:  6,926 
oil  and  gas,  undeveloped  coal, 
phosphate,  gypsum,  uranium 
mineral  income:  $17.4  million 

1 2  Pvramid  Lake  (Paiute) 

area:  475,083  acres  (100%),  pop.:  653 
undeveloped  copper,  lead,  zinc 

1 3  Uintah  &  Ouray  (Northern  Ute) 

area:  1  million  acres  (96.2%),  pop.:  1,907 
oil  and  gas 

undeveloped  coal,  oil  shale,  tar  sands 
mineral  income:  SI 2.4  million  (E) 

14  Navaho 

area:  14  million  acres  (92.5%),  pop.:  159,124 
oil  and  gas,  coal,  uranium 
mineral  income:  S55  million  lE) 
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Michigan 


Oklahoma 


22 


Arkansas 


ie7  Jt\%. 


Texas 


15  Hopi 

area:  2.5  million  acres  (100%),  pop.:  8,292 
coal,  undeveloped  uranium 
mineral  income:  $2.1  million 

16  Ute  Mountain  (Wiminuche  Ute) 

area:  595,787  acres  (93.6%),  pop.:  1,512 
oil  and  gas 

undeveloped  coal,  uranium 
mineral  income:  $150,000  (E) 

17  Southern  Ute  (Mouache  &  Capote  Ute) 
area:  307,110  acres  (98.3%),  pop.:  1,196 
oil  and  gas 

undeveloped  coal,  uranium 
mineral  income:  $2.5  million 

18  (icarilla  (Apache) 

area:  742,315  acres  (100%),  pop.:  2,206 
oil  and  gas 

undeveloped  coal,  uranium 
mineral  income:  $20  million  (E) 


^^pi  Louisiana 


19  Laguna  Pueblo  (Keresan) 

area:  454,453  acres  (90.7%),  pop.:  6,067 
uranium 

undeveloped  coal 

mineral  income:  $2  million  (E) 

20  Papago 

area:  2.9  million  acres  (98.6%),  pop.:  16,033 
copper 

mineral  income:  $431,760 

21  Osage 

area:  217,639  acres,  pop.:  10,144 
oil  and  gas 

mineral  income:  $70  million 

22  Oklahoma  (26  tribes,  except  Osage) 
area:  831,453  acres  (4.2%),  pop.:  116,069 
oil  and  gas 

mineral  income:  $18.3  million 


think  intelligently  about  their  own 
development  and,  most  important  of 
all,  to  provide  the  technical  support, 
sophistication  and  expertise  they 
needed  to  redress  the  negotiating  bal- 
ance with  the  big  corporations. 

As  chairman  of  the  Navahos  as  well 
as  of  CERT,  MacDonald  presides  over 
the  U.S.'  largest  and  most  powerful 
tribe — indeed,  with  160,000  mem- 
bers, its  only  large  tribe — and  con- 
ducts his  affairs  accordingly.  He  pays 
himself  $55,000  a  year,  surrounds 
himself  with  bodyguards,  goes  about 
the  tribe's  business  in  a  Lincoln  Con- 
tinental or  one  of  the  three  tribal  air- 
planes, and  runs  a  reservation  roughly 
twice  the  size  of  Maryland  that 
sprawls  across  three  western  states. 
The  Navahos  have  more  members 
and  more  resources  than  most  of  the 
other  big  tribes  put  together,  and 
more  political  clout.  They  are  not  a  bit 
shy  about  their  size,  their  money  or 
their  power,  and  a  lot  of  the  smaller 
tribes  simply  don't  like  them  for  it. 
And  they  don't  like  Peter  MacDonald 
either.  "The  little  sonofabitch,"  says 
the  Osages'  Sylvester  Tinker.  "He's 
no  good.  He  never  thinks  of  anyone 
but  himself.  He  never  even  thinks  of 
the  good  of  his  own  people." 

TacDonald  quite  clearly  thinks 
ithe  Navahos  offer  the  best  model 
arminrl  The  discovery  of  oil  on 
their  land  in  1921  sent  the  Navaho 
down  the  path  of  development,  and 
since  then  the  tribe  has  probably 
worked  harder  than  any  other  to  real- 
ize its  resource  potential.  It  has  lured 
dozens  of  corporations  to  its  lands — 
oil  companies  (including  Texaco, 
Continental,  Phillips  and  Superior), 
four  coal  companies  (Utah,  Gulf  Min- 
erals, Peabody  and  Consolidation),  a 
major  uranium  producer  (Kerr- 
McGee)  and  a  number  of  others,  in- 
cluding Mobil,  Phillips  and  Exxon, 
that  are  currently  prospecting.  The 
reservation  will  produce  9  million 
barrels  of  oil  this  year,  over  18  mil- 
lion tons  of  coal  and  1.2  million 
pounds  of  uranium.  It  has  more  plans 
for  the  future  than  most  of  the  other 
tribes  put  together — everything  from 
in  situ  solution  uranium  mining  to 
coal  gasification.  All  this  wealth  and 
power  sometimes  leads  to  a  high- 
handed attitude.  "Just  look  at  the 
Navahos,"  one  oilman  complains. 
"It's  like  dealing  with  the  Iranians." 
Peter  MacDonald,  a  compact,  intense 
man,  responds.  "The  companies 
don't  know  there's  a  nation  here,  a 
real  government,"  he  says.  "You  have 
to  deal  with  all  the  laws  and  regula- 
tions of  a  government  just  as  you 
would  in  Libya  or  Iran,  Saudi  Arabia 
or  Indonesia." 
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There's  something  to  that  anal- 
ogy about  governments  In  negoti- 
ating for  the  Indians,  CERT  has 
had  to  eope  with  the  tribal  democ- 
racy that  often  makes  decision- 
making impossible  for  the  Nava- 
hos. Tribal  government  is,  to  begin 
with,  an  alien  institution,  original- 
ly imposed  by  the  U.S.  govern- 
ment. Tribal  members  often  ignore 
it  or  even  oppose  it  as  bitterly  as 
they  do  the  U.S.  government  itself. 
On  the  Hopi  reservation,  there's  an 
underclass  that  won't  vote  in  elec- 
tions, that  won't  even  accept  basic 
government  services — water,  elec- 
tricity— lest  their  acceptance 
somehow  compromise  them. 

Tlribal  democracy  involves  deci- 
sion-making by  consensus,  just 
==as  it  does  in  Japan,  only  the 
decisions  the  tribes  are  called  on  to 
make  these  days  are  in  areas  in 
which  they  have  little  or  no  knowl- 
edge, skill  or  experience.  So  the 
consensus  doesn't  always  gel,  or 
last  when  it  does.  In  the  mid-Sev- 
enties Navaho  dissidents  seized 
the   new    El  Paso-Consolidation 
strip  mine  near  Burnham,  N.M.  for 
a  few  days  and  tried  to  stop  its 
development.  Three  years  ago  they 
took  over  a  Texaco  pumping  sta- 
tion in  the  Navaho  oil  fields  near  ~ 
Aneth,  Utah  for  several  weeks  and 
demanded  concessions.  MacDonald 
almost  certainly  had  little  sympathy 
with  the  dissidents,  who  obviously 
undercut  his  position  with  the  com- 
panies, but  publicly  he  appeared  to 
endorse  their  grievances — rather  like 
an  Irish  prime  minister  dealing  with 
the  I.R.A. 

Tribal  politics  are  further  compli- 
cated by  outsiders  who  have  taken  up 
the  Indians  as  their  special  cause. 
"You've  got  outside  special  interests 
constantly  bombarding  the  reserva- 
tion," Peter  MacDonald  says,  "envi- 
ronmentalists who  want  to  see  Indi- 
ans continue  to  sit  in  their  hogans 
weaving  rugs  and  chopping  wood,  the 
unscrupulous  multinationals  who 
want  to  dig  up  your  land  and  leave 
great  gaping  holes,  and  you're  sup- 
posed to  go  on  and  chart  a  sensible 
course  for  the  future." 

But  with  CERT  to  give  them  bal- 
last, the  Navahos  and  many  of  the 
other  tribes  continue  to  do  so, 
some  in  a  big  way.  The  Navahos, 
the  Southern  Utes  and  the  Crows 
are  each  considering  building  800- 
to-l,000-megawatt  mine-mouth  pow- 
er plants  to  generate  power  for 
both  reservation  and  utility  use. 
The  Navahos  have  talked  periodi- 
cally about  more  ambitious  plans  to 
build  coal  gasification  or  liquefac- 


Navaho  Chairman  Peter  MacDonald 
The  U.S.'  largest  tribe,  the  Navahos  have 
done  more  to  develop  resources  than  any 
other  tribe.  But  MacDonald  wants  at 
least  a  fair  price  for  the  tribe's  assets. 

tion  plants.  The  Crows  actually 
have  a  feasibility  study  under  way 
to  develop  a  $4  billion  gasification 
plant  in  partnership  with  Pacific 
Lighting.  If  such  ventures  seem  like 
pie  in  the  sky,  the  development 
equivalent  of  Ciudad  Truiillo  or 
Brasilia,  consider  the  Paraho-North- 
ern  Ute  scheme  to  build  an  in  situ 
oil  shale  project  on  the  Uintah  and 
Ouray  reservation. 

Even  if  oil  shale  and  coal  gasifica- 
tion remain  pipe  dreams,  the  tribes 
have  made  undeniable  progress  over 
the  past  few  years  in  renegotiating  old 
contracts — a  potent  source  of  rev- 
enue. In  the  early  Seventies,  as  oil 
prices  began  to  rise,  the  percentage 
royalty  rose  along  with  them,  from  an 
eighth  (12.5%)  to  a  seventh,  and  now, 
fairly  commonly,  a  sixth  ( 16.67% )  and 
even,  in  many  cases,  three-sixteenths 
(18.75%). 

But  coal,  copper,  phosphate,  urani- 
um and  other  hard  minerals  were  a 
different  matter.  They  were  generally- 
leased  at  a  flat  royalty  per  ton.  When 
the  price  of  coal  went  to  S10  and  S20 
a  ton,  the  lessee  continued  to  pay  the 
same  10-  or  15-cents-a-ton  royalty  it 
had  paid  when  coal  was  S2.  Navaho 
efforts  to  renegotiate  became  a  grow- 
ing problem.  "It's  not  really  fair  that 
the  landlord  shouldn't  share,"  one 
coal  man  concedes,  "but  when  you 


base  a  power  plant's  economics  on 
15-cent  coal,  you  can't  change 
overnight.  That's  why  the  utilities 
don't  want  Navaho  coal  and  why 
they  regard  it  as  an  unstable 
source." 

But  it  wasn't  only  the  Navahos 
who  were  dissatisfied.  In  Montana 
both  the  Crows  and  the  Cheyennes 
had  signed  large  coal  leases  back  in 
the  Sixties  with  a  minimal  17.5- 
cents-a-ton  royalty — the  Crows 
with  Westmoreland,  Amax  and 
Shell,  the  Cheyennes  with  Pea- 
body.  As  the  price  of  coal  began  to 
rise  in  the  early  Seventies,  both 
tribes  launched  a  series  of  legal  at- 
tacks on  the  leases.  Because  of  legal 
defects,  the  Department  of  Interior 
suspended  the  Cheyenne  lease  in 
1974,  the  Crow  lease  in  1977. 

In   the  meantime,  MacDonald 
and  the  Navahos  had  succeeded  in 
scoring  what  they  thought  was 
something  of  a  coup.  In  renegotiat- 
ing a  lease  on  the  Burnham  mine 
that  El  Paso  and  Consolidation 
Coal  were  developing,  they  man- 
aged to  get  a  percentage  royalty — a 
minimum  8% — instead  of  the  usu- 
al flat  rate.  Rut  it  proved  to  be  a 
hollow  victory.  By  then  the  going 
percentage  rate  on  public  lands  was 
-    12.5%.  To  MacDonald's  embar- 
rassment, the  BIA  threw  out  the  lease 
as  failing  to  meet  federal  standards. 
After  that,  12.5%  became  the  new 
standard  for  coal  leases. 

In  the  circumstances,  MacDonald 
has  also  been  trying  to  renegotiate 
some  of  the  other  15-cents-a-ton 
leases  the  tribe  signed  in  the  Sixties — 
with  Peabody  at  Black  Mesa  and 
Kayenta,  witb  Utah  International  at 
Four  Corners.  But  the  ante  keeps  rising. 
The  companies  have  agreed  to  the  now- 
standard  12.57o,  but  both  the  Navahos 
and  the  Hopis,  the  Navahos'  partners  at 
Black  Mesa,  want  more. 

Tlhe  immediate  financial  benefits 
aside,  the  negotiating  climate  for 
^=the  tribes  had  begun  to  change  and 
change  decisively.  With  CERT  to 
guide  and  counsel  them,  the  tribes 
were  no  longer  at  the  mercy  of  the 
BIA  and  the  big  corporations,  and 
they  began  to  act  as  if  they  had  some 
negotiating  strength  on  their  side  as 
well.  The  corporations  were  often 
appalled.  Two  years  ago,  when  Ken- 
necott  demanded  that  the  Colville 
tribe  renegotiate  its  royalty  down- 
ward on  the  Mount  Tolman  copper- 
molybdenum  project,  the  Colvilles 
flatly  said  no.  Despite  the  fact  that 
Kennecott  had  spent  13  years  investi- 
gating the  prospect  and  that  the  proj- 
ect was  finally  about  to  go  into  devel- 
opment, the  Colvilles  put  the  project 
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up  for  competitive  bidding,  got  nine 
offers  and  last  spring  settled  on 
Amax.  Over  the  life  of  the  mine,  the 
tribe  calculates,  the  Amax  lease  will 
yield  them  $550  million  more  than 
they    would    have    got  otherwise. 

The  Navahos  also  recently  opened 
the  way  for  the  tribes  to  exploit  one  of 
their  most  valuable  and,  until  now, 
generally  unrecognized  resources — 
reservation  rights  of  way. 

When  Atlantic  Richfield's  lease  on 
the  right  of  way  for  its  Four  Corners 
pipeline  ran  out  a  while  back,  the  BIA 
routinely  approved  a  new  one  that 
raised  the  20-year  payment  from 
$240,000  to  $280,000  plus  a  small  an- 
nual rental.  But  with  CERT's  encour- 
agement, the  Navahos  came  up  with  a 
new  formula.  Instead  of  basing  the 
lease  on  the  value  of  the  land,  they 
based  it  on  the  value  of  the  commod- 
ity passing  through  the  line.  Result: 
Instead  of  a  lump  sum  payment  of 
$280,000,  Arco  agreed  to  an  annual 
percentage  payment  that  over  a  20- 
year  period,  MacDonald  figures,  could 
yield  between  $70  million  and  $108 
million.  In  the  circumstances,  Arco 
had  little  choice.  The  alternative  was 
unthinkable:  building  a  new  pipeline 
across  Glen  Canyon. 

What  you  can't  get  by  renegotiating 
leases,  as  oil  producers  in  the  Middle 
East  and  elsewhere  long  ago  demon- 
strated, you  can  sometimes  get 
through  taxation.  In  1977  the  Ji- 
canlla  Apaches  asserted  their 
powers  as  a  quasi-sovereign  state 
and  imposed  a  severance  tax  on 
all  oil  and  gas  produced  on  the 
reservation:  5%  of  the  market 
value  per  million  Btu  of  gas,  29% 
per  barrel  of  oil — enough  to  yield 
them  a  modest  $2  million  a  year 
in  additional  income. 

Around  the  same  time,  the 
Crows  enacted  a  25%  severance 
tax  of  their  own,  this  in  response 
to  a  30%  tax  the  state  of  Montana 
imposed  to  discourage  coal  pro- 
duction. The  Navahos,  character- 
istically, went  further,  throwing 
the  book  at  their  resident  corpo- 
rations by  enacting  a  leasehold 
tax,  a  possessory  interest  tax  and 
a  business  tax  that  together 
would  yield  the  tribe  upwards  of 
$30  million  a  year. 

Seeing  a  powerful  new  weapon 
m  the  making,  the  companies 
have  taken  the  [icarillas,  the 
Crows  and  the  Navahos  to  court. 
The  issue  now  rests  before  the 
Supreme  Court,  which  is  expect- 
ed to  rule  on  the  matter  during 
the  current  session.  If  the  Su- 
preme Court  rules  in  favor  of  the 
tribes,  or  if  Congress  finally  gets 


around  to  legislating  the  tribal  power 
to  tax,  the  tribes  will  have  another 
promising  new  type  of  income.  But 
obviously  the  taxing  power  has  to  be 
used  carefully.  Used  harshly  it  could 
bring  development  to  an  end.  "If  we 
had  to  pay  both  the  state  and  tribal 
taxes,"  says  Westmoreland  Resourc- 
es' Vice  President  Ralph  Moore  of  his 
company's  coal  operations  on  Crow 
land,  "we  would  be  out  of  business." 
For  Phillips  Petroleum,  the  prospect  of 
Navaho  taxes  was  so  threatening  it 
abandoned  a  20-well  drilling  program 
on  the  reservation  as  uneconomic. 

U'ndaunted  by  the  consequences  of 
such  excesses,  the  Northern 
=  Cheyennes  are  devising  an  even 
more  ingenious  tax  of  their  own,  to  be 
imposed  not  on  production  from  their 
own  reservation  but  on  that  of  the 
lands  surrounding  them.  Having  aban- 
doned their  interest  in  coal  develop- 
ment, the  Cheyennes  succeeded  a 
while  back  in  getting  the  Environ- 
mental Protection  Agency  to  give  the 
reservation  a  "Class  I"  air  quality  sta- 
tus. Air  quality  so  designated  cannot 
be  subject  to  degradation  of  any  kind. 
With  their  Class  I  status  as  a  weapon, 
the  Cheyennes  hope  to  be  able  to  ex- 
act tribute  from  various  coal  develop- 
ments slated  to  take  place  around 
them.  Montana  Power  has  already 
agreed  to  train  and  employ  Chey- 


Potawatomi  Chairman  James  Thunder 
One  of  the  U.S.'  smallest  tribes,  the  Potawa- 
tomis  oppose  development.  You  have  to  bal- 
ance, Jim  Thunder  says,  long-term  environ- 
mental damage  against  short-term  profits. 


ennes  at  its  huge  Colstrip  power 
plant,  15  miles  north  of  the  reserva- 
tion, in  exchange  for  the  Cheyennes' 
dropping  a  lawsuit  that  would  have 
delayed  the  construction  of  Colstrip 
units  3  and  4,  already  several  years 
behind  schedule. 

This  leaves  the  neighboring  Crows, 
who  are  as  pro  development  as  the 
Cheyennes  are  anti,  sputtering  with 
outrage.  "All  Indians  are  in  the  same 
boat,"  says  Crow  Chairman  Donald 
Stewart,  "and  they  have  one  common 
enemy,  which  is  usually  themselves. 
Maybe  we  can  talk  the  Cheyennes 
into  redesignating  their  Class  I  air. 
But  if  we  can't,  I,  as  a  leader,  can't  let 
my  people  suffer.  If  the  Cheyennes 
won't  budge,  the  Crows  will  designate 
their  air  Class  I  and  shut  down  Bil- 
lings and  its  refineries." 

So  far,  however,  only  the  Jicanllas 
have  begun  managing  their  resources 
themselves.  A  year  or  so  ago,  they 
bought  a  half  dozen  producing  wells 
from  Tenneco  and  now  plan  to  build  a 
propane  refinery,  too — at  a  cost  of  at 
least  $2  million — to  process  and  up- 
grade their  royalty  share  of  their  reser- 
vation's natural  gas  production.  In  the 
future,  says  tribal  Vice  President  Rich- 
ard Tecube,  the  Jicarillas  expect  to  do 
all  the  production  work  themselves. 
"We've  placed  a  moratorium  on  new 
leases,"  he  says,  "and  we're  now  in- 
—  volved  only  in  joint  ventures,  suc- 
cessfully so  far." 

But  the  Jicarillas  are  virtually 
unique.  Most  of  the  tribes  are 
poor,  their  managerial  talents  are 
limited  and  they  haven't  the  cap- 
ital to  fund  any  resource  develop- 
ment. It's  not  exactly  that  capital 
isn't  available — most  tribal  leases 
involve  large  upfront  bonuses 
that  could  theoretically  supply 
seed  money  for  tribal  investment. 
The  problem  is  that  it's  tradition- 
al to  distribute  those  bonuses  to 
the  tribe  on  a  per  capita  basis. 
"The  tribal  members  hear  about 
these  investments,"  says  one  tri- 
bal financial  officer,  "and  they 
start  seeing  dollar  signs,  so  it's 
politically  impossible  to  hold  on 
to  the  funds."  Last  year,  for  in- 
stance, the  Blackfeet,  the  North- 
ern Cheyennes,  the  Wind  River 
and  Fort  Peck  tribes  got  $17  mil- 
lion in  bonuses.  That  comes  to 
$730  per  capita,  which,  consider- 
ing how  low  tribal  per  capita  in- 
come is,  is  a  not  inconsiderable 
sum.  "You  can't  blame  the  Indian 
people,"  says  Cheyenne  Council- 
man Edwin  Dahle.  "They  have 
owned  their  property  for  a  hun- 
dred years  and  never  received  a 
dime  for  it." 
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The  bonuses  excepted,  little  of  the 
mineral  income  the  tribes  receive 
ever  filters  down  very  far.  It  goes  to 
supporting  the  tribal  government.  All 
too  often  some  of  that  goes  to  friends 
and  relatives  of  the  chairman.  One 
conspicuous  exception  is  the  Osage. 
All  Osage  mineral  income  belongs  to 
the  tribe  and  is  divided  every  quarter 
among  the  holders  of  2,229  "head- 
rights" — shares  in  the  tribal  mineral 
income  divided  among  descendants  of 
the  tribal  membership  back  in  1906. 
With  Osage  mineral  income  at  $70 
million  last  year,  each  headnght  prob- 
ably yielded  upwards  of  S30,000,  gen- 
erally tax-free. 

Though  the  Osage  have  an  experi- 
enced 18-man  mineral  staff  of  their 
own,  even  Chief  Tinker  couldn't  per- 
suade them  to  fund  a  modest 
$407,000  drilling  program  a  year  and  a 
half  ago.  It's  one  thing  for  tribal  politi- 
cians to  pad  the  payroll,  pay  off  rela- 
tives, live  off  the  fat  of  the  pork  barrel, 
and  quite  another  to  take  financial 
risks  with  the  tribal  funds,  when  fail- 
ure can  cost  them  the  next  election. 

The  solution  lies  in  finding  ways  to 
finance  tribal  resource  development 
without  requiring  the  tribe  to  put  up 
any  of  its  own  money.  Oregon's 
Warm  Springs  tribes  pioneered  one 
such  route.  They  built  a  sawmill  a  few 
years  ago  as  the  base  of  what  has  since 
become  a  fairly  sizable  forest  products 
operation.  But  they  didn't  put  up  their 
own  money.  They  borrowed  it  from 
the  banks,  using  the  output  of 
the  mill  as  collateral.  On  a 
much  more  sophisticated  lev- 
el, that's  the  procedure  the 
tribes  expect  to  use  when  and 
if  they  move  ahead  with  their 
long-dreamed-of  mine-mouth 
power  plants,  coal  gasification 
or  oil  shale  developments:  col- 
lateralize their  borrowing  on 
the  output  of  the  projects. 

More  generally  useful  as  a 
means  of  avoiding  the  capital 
problem  are  joint  ventures  or 
service  contracts  of  the  sort 
New  York's  Damson  Oil  pio- 
neered a  few  years  ago  with 
the  Blackfeet.  "What  we  did," 
says  Damson  Vice  President 
John  Jacobs,  "was  to  treat  the 
Blackfeet  the  way  we  would  a 
foreign  concession  and  offer 
them  a  chance  to  develop  their 
own  resources.  The  Blackfeet 
put  up  the  acreage  at  no  cost  to 
them.  We  put  up  the  risk  and 
development  dollars — $6.8 
million  as  it  turned  out — at  no 
cost  to  them."  The  Blackfeet 
were  to  get  one-sixth  royalty 
on  all  production,  plus  50%  of 


the  profits  after  capital  expenditures 
were  recovered.  The  result  so  far  has 
been  13  producing  wells,  royalty  in- 
come to  the  tribe  and  an  upsurge  in 
interest  in  the  reservation  by  other 
companies.  Damson  expects  to  sign 
another  three-year  contract  with  the 
Blackfeet  in  the  next  month  or  two, 
and  a  number  of  other  tribes — Fort 
Belknap,  Rocky  Boys — want  Damson 
to  look  at  their  reservations  for  simi- 
lar deals. 

The  Damson  pattern  has  begun  to 
spread.  Since  then,  the  Navahos  have 
worked  out  comparable  arrangements 
with  Exxon  for  uranium  exploration 
and  development.  The  Northern 
Cheyennes  have  done  so  with  Arco  in 
oil  and  gas.  And  basically  so  has  the 
Colville  tribe  in  their  copper-molyb- 
denum deal  with  Amax. 

The  more  sophisticated  a  tribe  be- 
comes, the  wider  its  choices  be- 
=come.  Under  their  banker-chief 
Ross  Swimmer,  the  Cherokees  are 
considering  putting  up  joint  venture 
tax  shelters  for  outside  investors  to 
exploit  the  oil  and  gas  in  the  90  miles 
of  Arkansas  River  bottom  they  won 
title  to  a  decade  ago.  The  Cherokees 
would  hire  a  drilling  contractor  to 
drill  out  their  lands  and  share  royal- 
ties and  production  equally  with  their 
partners. 

Most  of  the  Indian  tribes  of  North 
America  have  a  gut  aversion  to  tam- 
pering with  the  earth,  to  developing 

Nevada's  Pyramid  Lake 

The  full  potential  of  Indian  lands  is  unknown.  On 
the  Paiute  reservation  (below)  only  two  years  ago 
geologists  found  outcrops  of  what  may  prove  to 
be  a  huge  copper  ore  body. 


their  natural  resources,  and  so  it  is 
something  of  a  wonder  that,  however 
slow  and  painful  it  has  been,  any  eco- 
nomic progress  has  been  made  at  all. 
Sometimes  their  aversion  surfaces  as 
religion,  sometimes  as  politics  or  en- 
vironmentalism  or  esthetics.  But  it  is 
almost  always  there  and  continues  to 
act  as  a  damper  on  tribal  develop- 
ment. "You  get  the  sense  that  their 
whole  being  is  tied  to  the  land,"  says 
Arizona  Public  Service  Vice  President 
Russell  Hulse,  "and  if  you  build  a  coal 
mine  or  something,  you  mess  it  up." 

In  some  of  the  tribes,  especially 
such  older  ones  as  the  Hopis,  who 
have  lived  more  or  less  in  the  same- 
location  since  the  beginning  of  time, 
the  old  religious  values  are  still  strong. 
The  Taos,  San  Felipe  and  Santo  Do- 
mingo Pueblos  have  not  only  refused 
any  mineral  development  on  their 
lands,  they  have  even  refused  to  let 
any  government  agencies  in  to  make 
surveys.  So  have  the  Forest  County 
Potawatomis  in  Wisconsin.  The  Ho- 
pis would  probably  never  have  joined 
the  Navahos  in  leasing  the  Black 
Mesa  for  Peabody  Coal's  big  strip- 
mine  development  if  the  Navahos 
hadn't  forced  them  into  it. 

"The  land  is  more  precious  than 
money,"  Hopi  resource  manager 
Richard  leanne  explains.  "Not  be- 
cause of  the  resources,  but  because  it's 
the  land.  Besides,  they  have  been  had 
by  the  white  man  so  many  times, 
anything  to  do  with  white  involve- 

  ment  is  something  to  avoid. 

This  influences  their  approach 
to  development." 

It  may  be,  as  one  skeptical 
oilman  observes,  "Indians 
think  that  sacred  land  leases 
for  more  money  per  acre."  But 
it's  also  true  that  the  old  reli- 
gion, like  the  old  languages 
and  customs  and  crafts,  is  vir- 
tually forgotten  on  most  reser- 
vations. Tribesmen  today  are 
trying  to  rediscover  what  they 
are  in  much  the  same  way  that 
late- 19th-century  cowboys 
used  to  read  Frank  Munsey's 
Western  pulps  to  discover  how 
cowboys  were  supposed  to  be- 
have. You  cannot  write  off 
these  religious  objections  as 
mere  hypocrisy. 

In  any  case,  you  don't  need 
to  wax  mystical  to  fathom  In- 
dian wariness  about  develop- 
ment. Indians  are  no  more  ea- 
ger to  live  with  strip  mines  or 
power  plants  than  anyone  else 
is.  And  in  many  parts  of  the 
West,  such  developments  have 
a  visibility  they  don't  have  in 
areas  where  hills  obscure  and 
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vegetation  flourishes.  Scar 
the  landscape  in  the  West — 
with  a  power  plant  or  a 
dragline — and  likely  as  not 
you  will  be  able  to  see  it  30 
or  40  miles  away.  Unlike 
the  Indians,  then,  people 
elsewhere  are  likely  to  have 
their  price.  If  they  don't 
like  the  power  plant  or 
transmission  line  or  super- 
highway, they  can  take 
their  money  and  move 
away.  The  Indians'  choices 
are  more  limited.  So,  if  they 
say  they  are  turning  down 
oil  leases  because  they 
don't  want  the  look  of  a 
mountaintop  spoiled  by 
pumps  and  pipelines,  they 
have  more  than  a  little  credibility. 

Take  the  Papagos,  that  poverty- 
stricken  tribe  in  the  the  Arizona  desert. 
The  Papagos'  mineral  income  is  small, 
and  they  would  like  to  expand  it  by 
moving  forward  with  a  copper  develop- 
ment at  a  place  called  Garcia  Strip.  But 
the  people  don't  want  it.  "We  listen  to 
the  people  and  their  wishes, "  says  Vice 
Chairman  Max  Norris. 

"You  talk  to  these  people,"  says  Mi- 
chael R.  Rios,  director  of  Papago  re- 
search and  planning,  "and  they  say,  'If 
we  agree  to  this  mine,  what  will  we 
live  on?  At  San  Xavier,  the  land  used 
to  be  beautiful.  Now  there  are  tailings, 
and  if  it's  an  open-pit  mine,  a  hole  in 
the  ground.  And  when  the  mine  is 
gone,  we  have  nothing,  neither  mon- 
ey nor  the  land.  And  there  are  other 
things  we  know  will  happen  if  you  do 
these  things.  The  people  get  money, 
and  families  are  destroyed.  You  see  a 
used  car  and  drinking  and  breaking 
up  a  home.'  If  you  develop,  you've  got 
to  decide  what's  going  to  happen  to 
the  people." 

In  Wisconsin,  Kerr-McGee  wanted 
to  prospect  the  Forest  County 
Potawatomi  reservation  for  urani- 
um. Sooner  than  permit  that,  the 
Council  promptly  declared  a  ten- 
year  moratorium  on  any  exploration 
and  development. 

On  the  Mole  Lake  reservation  not 
far  away,  Sakaogon  Chippewa 
=  Chairman  Raymond  McGeshick 
is  fighting  to  prevent  Exxon  from  de- 
veloping a  huge  zinc-copper  mine  a 
few  miles  away.  Two-thirds  of  the 
six-squarc-mile  Mole  Lake  reserva- 
tion is  water  and  wetlands — swamps, 
a  lake,  a  river — and  McGeshick  fears 
the  Exxon  mine  could  pollute  the  wa- 
ter. As  it  is,  there's  a  sizable  zinc 
deposit  on  the  reservation  itself,  un- 
developed, and  the  290-man  tribe 
wants  to  keep  it  that  way.  There  are 
only  600  acres  of  livable  land  on  the 
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Railroads  and  power  plants  on  Navaho  lands. 


reservation,  and  if  the  Chippewas 
chose  to  develop,  they  could  easily  dig 
themselves  out  of  a  reservation.  "The 
people  that  live  on  my  reservation," 
says  Chairman  McGeshick,  "are  op- 
posed to  mining.  They  want  to  live  on 
that  land  the  rest  of  their  life." 

Development  can  threaten  a  reser- 
vation in  more  ways  than  one. 
"There's  a  small  tribe  in  the  north," 
says  BIA's  David  Baldwin,  "a  really 
small  tribe,  and  they're  sitting  on  a 
sizable  amount  of  copper.  They  could 
easily  be  talking  somewhere  around 
$250  million  net  over  the  life  of  the 
mine.  When  we  talked  to  the  tribe, 
they  told  us  their  whole  lifestyle  for 
thousands  of  years  had  been  tied  to 
the  wild  rice  that  grew  in  their  lake, 
and  I  couldn't  tell  them  if  we  started 
mining  we  would  never  get  any  cop- 
per sulfide  in  the  lake.  I  have  seen  too 
many  accidents.  They  thought  about 
it  a  long  time,  and  then  said,  'We 
want  all  information  on  our  copper 
resources  locked  up.'  But  about  three 
months  ago,  my  geologists  said,  'We 
got  the  alloy  analysis  back,  and  there's 
enough  silver  in  the  ore  so  that  the 
economics  have  changed.'  The  tribe 
could  net  $1  billion.  So  I  have  to  go 
back  and  say,  'What  do  you  want  to 
do?'  But  God  is  not  making  any  more 
land,  and  the  government's  not  mak- 
ing any  more  reservations." 

For  the  Crows  and  Cheyennes,  the 
Chippewas  and  the  Potawatomis,  as 
for  most  of  the  tribes,  the  preserva- 
tion of  the  reservation  itself — as  a 
home,  as  a  refuge — far  outweighs  any 
financial  returns  development  could 
bring.  Indian  people  have  not  fared 
well  in  the  outside  world,  in  the 
urban  centers  in  particular,  and  they 
know  it.  Not  economically,  not  cul- 
turally, not  socially.  "It's  easier  to 
stay  on  the  reservation  and  be  unem- 
ployed," says  the  Hopis'  Richard 
Jeanne,  "than  it  is  to  face  the  dis- 


crimination you  have  to 
face  on  the  outside." 

"If  you're  out  there  and 
you're  burnt  out,"  says 
Cheyenne  Councilman  Ed- 
win Dahle,  "where  the  hell 
do  you  go?  You  hit  the 
streets  as  a  bad  person. 
Cheyennes  don't  want  this. 
If  you're  burnt  out,  if  you 
can't  make  a  living,  you  can 
come  back  and  you've  got  a 
home,  you're  accepted, 
you've  got  no  worry." 

Most  of  the  tribes  depend 
on  government  subsidies  of 
various  sorts  for  survival — 
at  least  SI  billion  a  year  al- 
together, but  the  Reagan 

  Administration  budget  cuts 

are  expected  to  roll  that  back  by  30% 
to  40%.  In  the  cities,  with  Indian  un- 
employment mounting,  tribesmen  are 
beginning  to  flock  back  to  the  reserva- 
tions. Says  the  Chippewas'  Ray 
McGeshick:  "There  ain't  nothing  we 
can  offer  them  either.  On  the  reserva- 
tion we  got  87%  unemployment,  but 
at  least  they  have  their  home  base." 

Hence  a  paradox:  Disturbing  as  it 
may  be  to  traditional  values,  for  the 
tribes  the  need  for  resource  income  is, 
if  anything,  greater  than  ever.  Devel- 
opment offers  the  best  hope  of  the 
tribes'  ever  breaking  free  of  the  hope- 
less poverty  that  besets  so  many  of 
them,  the  unemployment  and  the  al- 
coholism. Yet  a  people  who  borrowed 
the  horse  from  the  Spaniards  and  the 
rifle  from  the  British  and  French  has 
all  the  adaptability  anyone  needs  to 
survive  in  a  changing  world. 

Y'ou  have  to  realize  that  it's  just 
within  the  last  four  or  five  years 
that  the  Indian  people  have  been 
doing  business  at  all,"  says  Ted  Bry- 
ant, a  Cherokee  who  heads  up  the 
Native  American  Program  for  accoun- 
tants Deloitte,  Haskins  &  Sells.  "The 
profit  motive  has  not  been  prevalent, 
and  the  BIA  did  not  encourage  them 
to  develop  the  entrepreneurial  frame 
of  mind.  But  they  are  learning  and 
learning  fast.  These  days  they  are  real- 
ly moving  in  quantum  leaps." 

"We  can  integrate  change  within 
our  way  of  life,  our  culture,  our  tradi- 
tions," Peter  MacDonald  says,  "just  as 
we  have  with  pickup  trucks  and  auto- 
mobiles, Levis  and  Western  shirts  and 
Stetsons.  The  Navaho  sense  of  culture 
is  what  you  are  inside  your  soul,  not 
what  you  are  wearing  or  driving  or 
watching  on  TV.  I  have  no  fear  our  way 
of  life  is  going  to  be  destroyed  or  lost.  It 
will  just  be  an  enrichment." 

That  could  be  a  happy  ending  to  a 
dismal  story  that  has,  to  date,  been  of 
little  credit  to  either  side.  S 
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1  IS 


Is  there  a  floor  that  takes  more 
punishment  than  this  one? 


A  carrier  deck  is  pounded  by  angry 
seas  and  up  to  200  screeching  landings 
a  day.  But  the  toughest  attack  can 
come  from  corrosion. 

So  when  the  call  was  sounded  for  ways 
to  protect  the  decks,  3M  was  ready 
with  a  new  type  of  surface  conditioning 
system  using  "Scotch-Brite"  brand 
Clean  n  Strip  nonwoven  products.  On  a 
plant  floor  or  a  carrier  deck,  they 
mean  fast,  efficient  corrosion  control. 


At  3M,  by  listening  to  people's  needs, 
we've  pioneered  over  900  products  to 
serve  the  needs  of  the  industrial 
production  and  maintenance  fields. 

We've  developed  everything  from 
labeling  systems  to  adhesive  tapes  that 
can  replace  nuts  and  bolts. 

All  because  at  3M  we're  in  the  business 
of  hearing.  So  let  us  hear  from  you. 

3M  hears  you... 


For  your  free  3M  Industrial  Production 
Brochure,  write:  Department  090211/ 
3M,  P.O.  Box  4039,  St.  Paul,  MN  55104 

Name  

Address  

City  State  &  Zip  

Or  call  toll-free:  1-800-323-1718, 
Operator  369.  (Illinois  residents  call 
1-800-942-8881.) 


3M 


The  American  Indian 

through 
five  centuries 


'Little  Spaniard'  Comanche;  oil  painting  by  George  Catlin 


Indian  rock  painting.  Arizona 

In  1492,  when  Columbus  landed  at 
Watling's  Island  in  the  Bahamas, 
=  the  North  American  continent  was 
an  area  of  astonishing  ethnic  and  cul- 
tural diversity.  North  of  the  Rio 
Grande  was  a  population  of  more  than 
12  million  people,  something  like  400 
separate  and  distinct  cultures,  500  lan- 
guages, and  a  dazzling  variety  of  politi- 
cal and  religious  institutions  and  phys- 
ical and  ethnic  types.  Beside  the  Euro- 
peans, with  their  Indo-European 
languages,  patrilineal  hereditary  sys- 
tem and  Greco-Christian  religious  cul- 
ture, the  Indian  people  were  extraordi- 
narily heterogeneous,  and  inclined  to 
view  the  Europeans  as  just  another 
tribe.  But  the  impact  of  the  Europeans 
on  much  of  the  native  culture  was 
cataclysmic  and  immediate — not  be- 
cause of  their  superior  culture  or  tech- 
nology but  because  of  their  horses. 
Until  the  Spaniards  arrived  the  horse 
was  unknown  in  the  Americas,  and  in 
1598  Spanish  colonists  drove  the  first 
herds  out  of  Mexico  into  the  Santa  Fe 
country.  Within  a  generation  or  two 
the  horse  had  spread  throughout  much 
of  the  West — north  into  the  Rockies 
and  high  plains,  east  into  the  plains 
country.  Tribe  after  tnbe  abandoned 
its  traditional  agricultural  or  nomadic 
life  and,  mounted,  became  hunters  and 
fighters.  By  the  time  settlers  from 
the  new  United  States  began  moving 
west  in  the  19th  century,  the  tribes 
were  among  the  most  skilled  horse- 
men in  the  world.  Cultural  adaptabil- 
ity? You  need  look  no  farther  than 
the  Comanches  who  neglected  agri- 
culture, quit  the  mountains  and, 
mounted  on  horseback,  became  the 
terror  of  the  plains. — James  Cook 
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ONE-STOP 
LEASING 


at  your 
FALS  Dealer. 


FORD 


Your  Ford  Authorized  Leas- 
ing System  Dealer  offers  a 
comprehensive  package  of 
benefits  designed  to  take 
the  hassle  out  of  leasing  a 
car.  Just  purchase  the 
parts  of  the  package  that 
suit  you  best.  It's  as  simple 
as  that. 

•  The  Ford  Extended 


Service  Plan  gives  parts 
and  service  protection 
beyond  the  normal  car 
warranty  •  FALS  Main- 
tenance Leasing.  It  means 
your  car  is  cared  for  by 
Ford-trained  professionals 
using  the  latest  diagnostic 
equipment  and  tools  •  A 
Ford  Auto  Club  member- 
ship provides  you  with 


emergency  road  service 
reimbursement  •  Preferred 
Insurance  Program.  Your 
insurance  can  be  conven- 
iently arranged  by  your 
FALS  Dealer.  One-stop 
leasing.  Its  simple,  com- 
prehensive and  hassle  free. 
Just  see  your  FALS  Dealer 
for  details. 

Check  your  Yellow  Pages  for 
your  nearest  Ford  Authorized 
Leasing  System  Dealer. 


FALS 

FORD  AUTHORIZED  LEASING  SYSTEM 


LOOK  OUT  WORLD 
HERE  COMES  FORD 


COPIERS  FOR 

THE  FISCALLY 

RESPONSIBLE 


TheEP310.  The 

plain  paper  copier 
you  can  depend  on 
is  the  world's  best- 
selling  copier  in  its 
class.  With  a  self- 
diagnostic  system  to 
help  you  correct 
problems  fast. 


The  EP  710.  Its 

capable  of  almost 
anything.  Same-size, 
reduced  and  (as 
an  option)  enlarged 
copies.  Built-in 
Document  Feeder 
and  optional  20- 
bin  Sorter. 


TheEP520. 

The  bigger  small 
copier.  With 
optional  Docu- 
ment Feeder  and 
10-bin  Sorter  to 
grow  with  your 
needs. 


A  good  copier  is  like  any  other  long-term  investment. 
What  matters  most  is  not  what  you  pay.  But  what  you  get  for 
what  you  pay. 

That's  why  we  don't  build  copiers  to  sell  at  the  lowest 
possible  price.  We  leave  that  to  others. 

What  we  care  about  is  giving  you  the  best  possible  value 
over  the  long  term. 

So  Minolta  copiers  have  a  self-diagnostic  system  that  lets 
you  know  about  small  problems  while  they're  still  small. 

And  an  exclusive  micro-toning  system  for  clearly  superior 
copies.  From  top  to  bottom.  And  edge  to  edge. 

What's  more,  you  can  buy  our  plain  paper  copiers  know- 
ing they  really  do  use  just  about  any  plain 
paper.  Not  everyone  can  say  that. 

Above  all,  we  build  in  dependability 
you  can  count  on  day  in  and  day  out. 

Which  is  why  Minolta  copiers  may  cost 
a  little  more  to  buy. 

But  it's  also  why  they  cost  a  lot  less 
to  own. 


MINOLTA 


Call  toll-free  800-526-0360.  In  New  Jersey,  call  201-384-0275.  For  your 
authorized  Minolta  dealer,  look  for  our  trademark  in  the  Yellow  Pages. 

Minolta  Corporation  Business  Equipment  Division.  101  Williams  Drive.  Ramsey,  New  lersey  07446  In  Canada: 
Minolta  Business  Equipment  ICanadal  Ud  .  705  Progress  Avenue.  Unit  36.  Scarborough.  Ontario.  Canada  Ml H-2Z6 
©  1981  Minolta  Corporation  Product  appearance  and/or  specifications  subject  to  change  without  notice 


Middle  South 
Utilities  is  in  the 
right  place  at  the  right 
time.  The  Middle  South 
area — Arkansas,  Louisi- 
ana, Mississippi  and 
southeast  Missouri- 
is  recognized  for  its 
significant  economic 
potential. 

We're  prepared  for 
continued  growth;  in  fact. 


we've  helped  shape  it. 
The  area's  natural  and 
developed  resources, 
combined  with  our  ability 
to  produce  efficient  and 
reliable  electric  power, 
are  assets  which  make  the 
Middle  South  an  area 
whose  time  has  come. 

Helping  to  maintain 
Middle  South's  favorable 
position  is  the  White  Bluff 


Steam  Electric  Station, 
a  new,  two-unit  coal- 
fueled  power  plant  which 
is  a  major  component 
of  our  fuel  diversification 
program. 

The  White -Bluff 
complex  is  not  only 
helping  us  achieve  our 
goal  of  reduced  reliance 
on  expensive  fuels  such 
as  oil  and  natural  gas, 


it  is  providing  power  for 
the  region's  growth  with 
efficiency  and  economy. 

With  such  resources, 
and  with  so  much  potential 
still  to  be  developed  in  our 
service  area,  Middle 
South  Utilities  and  its 
nearly  200,000  investor- 
owners  are  looking  to  the 
future  with  great 
anticipation. 


MIDDLE  SOUTH. 


Jerry  L.  Maulden,  President  and  Chief  Executive  Officer,  Arkansas  Power  &  Light  Company, 
at  the  coal-fueled  White  Bluff  Steam  Electric  Station,  Redfield,  Arkansas. 

THE  AREA  WHOSE 
TIME  HAS  COME. 


E3H  MIDDLE  SOUTH  UTILITIES 


Arkansas  Power  &  Light  Company    Louisiana  Power  &  Light  Company  Mississippi  Power  &  Light  Company    New  Orleans  Public  Service  Inc. 


Mandcin 


Blackfeet 


Potawatotni 


Hudson  landing  near  Peekskill,  N ) 

Gold  and  the  Cross  may  have  sub- 
dued the  empires  of  Central  and 
^=  South  America,  but  North  Amer- 
ica was  conquered  by  the  joint  stock 
company — an  investor-owned  enter- 
prise set  up  to  finance  colonization  in 
the  pursuit  of  the  profits  that  were  to 
be  made  from  commodities  like  sassa- 
fras and  tobacco.  Thus,  it  was  the 
Virginia  Co.  of  London  that  financed 
Captain  John  Smith's  original  colony 
in  what  was  to  become  Jamestown, 
Virginia,  as  it  was  the  Dutch  West 
India  Co.  that  financed  Henry  Hud- 
son's exploration  of  the  Northeast. 
The  Indian  tribes  could  adapt  their 
lives  to  the  horse,  but  not  to  a  culture 
that  could  claim  the  earth,  air  and 
water  as  private  property.  So  the 
tribes  gave  what  they  had  and  the 
settlers  took,  and  when  the  Indians 
wanted  to  go  on  using  these  things, 
they  were  derided  by  the  settlers  with 
the  name  Indian  giver. 


jjL^Q  f^*U  i!~~J<-  7Zu~,  -£> 


The  tribal  cultures  were  as  varied  as 
the  land  the  Indian  peoples  inhab- 
ited. In  the  high  plains,  in  the 
Dakotas,  the  Mandans  developed  a 
peaceful  communal  society  centered 
around  agriculture,  in  which  women 
owned  all  the  land.  Only  a  few  hun- 
dred miles  away,  in  northwestern 
Montana,  the  Blackfeet  turned  their 
back  on  agriculture  with  the  arrival 
of  the  horse  and  developed  a  fierce 
and  aggressive  culture  centered 
around  the  buffalo.  In  the  eastern 
woodlands,  surrounding  the  Great 
Lakes  region,  the  Potawatomis  were 
expert  fishermen,  canoe  builders, 
hunters  and  trailmakers.  All  three, 
however,  were  polygamous,  with 
the  women  responsible  for  the  home 
and  the  entire  tribe  providing  a  sort  of 
-it    I   extenc*ed  family  for 

i^yM^^iH  t^ie  nurture  °f  tne 
k-^^hPi***^    children.  Europeans, 

P  A.  I  shocked,  would  pro- 
test that  no  man 
knew  what  children 
he  had  fathered.  The 
tribes  would  re- 
spond: "But  unlike 
you,  we  love  all  of 
our  children." 

Indian  com 


Selling  guns  to  the  Indians 


Receipt  from  the  sale  of  Indian  lands 

In  the  Northeast,  the  six  Iroquois 
nations  were  among  the  most  po- 
=  litically  sophisticated  peoples  in 
the  world,  forming  the  famed  Iroquois 
confederation — Seneca,  Cayuga,  On- 
ondaga, Oneida,  Tuscarora  and  Mo- 
hawk— that  provided  a  model  in  its 
system  of  checks  and  balances  for  the 
U.S.  Constitution.  But  the  Iroquois 
confederacy  misjudged  their  enemy. 
Four  of  the  six  nations  sided  with  the 
British  during  the  American  Revolu- 
tion, and  when  the  war  was  over, 
their  power  was  broken  forever. 


Iroquois  chief 
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Economic  interests  soon  intruded 
even  upon  the  tribal  heartland. 
=  Th.p  fur  trade  built  a  series  of  forts 
along  the  upper  Missouri  River,  gold 
lured  settlers  to  California,  and  the 
railroads  began  to  spread  out  across 
the  Great  Plains,  into  buffalo  country, 
where  tribes  like  the  Cheyenne  and 
Blackfeet  had  built  their  whole  way  of 
life  on  the  seasonal  ebb  and  flow  of 
the  herds  migrating  from  Texas  to 
Montana.  In  the  Seventies,  however, 
the  craze  for  buffalo  robes,  the  need 
for  food  for  the  railroad  construction 
crews  and  the  avidity  of  eastern 
sportsmen  decimated  the  herds. 
Within  a  decade  the  herds  that  once 
blackened  the  prairie  were  seen  no 
more,  and  for  tribe  after  tribe  the  way 
of  life  was  broken. 


Buffalo  Chase  by  Snake  Indians 


Cherokee 


\eminole 


Choctaw 


Creeh 


There  was  no  way  the  tribes  could 
win.  When  the  Supreme  Court 
^=ruled  the  Cherokees  had  legal  title 
to  their  lands  in  the  South,  President 
Andrew  Jackson  said,  Why  then  let 
the  court  enforce  its  decision.  Jackson 
then  proceeded  to  forcibly  evict  the 
Cherokee  and  four  other  so-called 
civilized  tribes  from  their  southern 
homelands.  Some  hid  in  the  North 
Carolina  mountains.  Others  fled  to 
the  swamps  of  Florida.  But  most  of 
the  five  tribes — Choctaw,  Chickasaw, 


Cherokee,  Creek  and  Seminole — 
made  the  epic  journey  to  the  Indian 
Territory.  One  of  the  tribes  was  prom- 
ised its  new  lands  would  never  be 
made  part  of  any  state,  but  of  course 
they  were — in  1907 — when  the  Indian 
Territory  became  the  state  of  Oklaho- 
ma. The  Oklahoma  tribes  were 
unique.  They  were  never  included  in 
the  reservation  system,  and  today 
they  have  been  assimilated  to  such  a 
degree  as  to  be  virtually  indistinguish- 
able from  the  settlers  who  took  over. 


Cheyenne  Chief  High  Wolf 

The  railroad  and  the  buffalo  hunt 


Once  the  proprietors  of  millions  of 
acres  in  Missouri,  Arkansas  and 
^=  Kansas,  the  Osage,  in  1865, 
agreed  to  sell  their  lands  to  the  gov- 
ernment, and  took  SI  million  of  the 
proceeds  and  bought  for  their  perma- 
nent home  a  tract  of  land  in  what  is 
now  Oklahoma.  They  picked  the  land 
they  did  because  it  was  hilly  and  poor 
and  unlikely  to  attract  the  white  man 
But  they  wound  up  buying  for  them- 
selves what  became  known  as  the 
Burbank  oilfield,  one  of  the  biggest 
and  most  prolific  in  Oklahoma. 


Osaee  Warrior 
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THE  TASTE  BEYOND 
12-YEAR-OLD  SCOTCH 


GLENLIVET 

AGED  12  YEARS 


Discover  more. 

Let  your  mature  taste  lead  you  from 
the  finest  premium  Scotch  on  up  to  the 
most  expensive  12-year-olcl  Scotch  in  the 
world.  The  Glenlivet.  The  ultimate  in 
Scotch. 

Most  premium  Scotch  is  blended 
and  depends  on  several  whiskies  for  taste 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience  an  exceptional  smooth- 
ness and  full-bodied  richness,  unmatched 
in  all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch.   .  -  '-  '  r. 

The  Glenlivet 

Unchanged  since  1824. 


GLENLIVET 

12  YEARS  OLD 

,.&E*J  G.  SMITH  tljg" 
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i 

if 


Sometimes  the 
man  who 
owns  the  trucks 
is  a  lot  lonelier 

than  the  guy 
who  drives  one. 


For  whatever  reasons  your  company  decic 
to  own  its  trucks,  we  bet  there's  been  many 
a  night  you've  had  some  very  serious  second 
thoughts. 

Like  the  time  you  got  that  4  a.m.  call  fror 
your  driver  because  your  rig  broke  down  just 
south  of  Nowhere. 

Or  the  lonely  nights  you've  spent  stewing 
over  insurance  forms,  untangling  licensing 
paperwork  and  wrestling  with  fuel  tax  filings. 

The  government's  endless  regulations  (ant 
regulation  changes)  can  also  waste  a  lot  of  you 
time  and  energy.  And  do  you  really  need  all 
those  maintenance  headaches? 

Well,  we've  got  a  way  to  keep  the  wolf  fror 
your  door:  a  Leaseway  Transportation  full 
service  lease  for  your  trucks,  tractors  and 


railers.  We'll  put  an  end  to  your  paperwork  and 
naintenance  problems,  and  make  sure  your 
rucks  keep  rolling. 

No  more  4  a.m.  calls,  either.  If  there's  a  break- 
lown,  we  have  an  around-the-clock  road  assist 
irogram  to  take  care  of  it;  over  12,000  facilities 
oast  to  coast  means  we'll  get  the  rig  up  and 
unning  again  quickly. 

You'll  like  our  bright  new  vehicles;  they're 
pec'd  to  your  requirements  and  painted  and 
ottered  to  show  off  your  company. 

For  over  50  years,  we've  leased  thousands  of 
rucks,  tractors  and  trailers  of  every  kind,  to 
11  size  companies  located  every 
vhere.  We  also  own  and 
iperate  the  two  biggest  con 
ract  carriers  in  the  nation. 


And,  as  a  full  service  physical  distribution 
company,  we  offer  logistics  consulting,  ware- 
housing, drivers,  mechanics,  dedicated  trucking 
and  all  the  support  programs  they  require. 

So  give  us  those  midnight  headaches,  and 
get  some  rest.  You  look  like  you  need  it. 

Call  or  write  Tom  Devine,  Dept.  12 
Leaseway  Transportation  Corp.,  3700  Park 
East  Drive,  Cleveland,  Ohio  44122. 
Telephone  (216)  464-3300. 

LEASEWAY  TRANSPORTATION: 

A  NATIONWIDE  $1  BILLION  PHYSICAL  DISTRIBUTION  COMPANY, 
TRADED  ON  THE  NYSE  WITH  OVER  16,000  EMPLOYEES,  82,000 
VEHICLES  AND  400  GARAGES,  TERMINALS  AND  WAREHOUSES. 

Leaseway  Transportation 

You  need  our  company. 


"Iks  Custer  louts" 

-TO  THK  — 

BLACK  HILLS 

IS  THE  ONLY  ROUTE  HAVING 

United  States  Military 

PBOTECTIOJST. 

■  The  United  States  Government,  recognizing  llie  im- 
portance of  this,  the  only  Ihst-class  route  to  the  Hills, 
have  established  a  military  post  near  the  Toot  Mills  to 
protect  the  line  trom  Rismarek  to  the  lilack  Hills, 
thus  making  it  as  sale  and  free  from  danger  in  trav- 
eling as  in  any  part  of  the  States. 

In  addition  to  the  protection  given  by  United  States 
troops,  the  Company  have  established  a  system  of 
Outriders,  two  of  whom  accompany  each  couch.  They 
have  hIso  adopted  a  plan  to  further  protect  passengers 
from  raids  by  Kond  Agents.  Passengers  before  start- 
ing can  deposit  all  moneys  not  required  for  expenses  of 
meals,  etc.,  on  the  road,  with  their  agent,  and  secure  a 
drift  for  the  amount  on  their  agent  at  the  other  end  of 
the  line,  thus  obviating  all  danger  of  loss. 

Elegant  Palace  Sleeping  Cars 

-  BETWEEN— 

ST.  PAUL  AND  FARGO, 

At.ao 

DULDTH  and  FARGO 

ON 

Northern  Pacific  Road, 

On  all  Jilelit  Trains,  alio  between 
CHICAGO  and  ST.  PAUL. 


Indian  rendering  of  Custer  's  stand 


Red  Cloud  and  American  HorSe 


0001)  EATING  HOUSES 

Are  located  at  convenient  points  along  the  Line,  be- 
tween Chicago  and  Bismarck,  and  ample  lime 
always  allowed  passengers'  FOR  MKAL8. 


Northern  Pacifu  Timetable,  1879 


The  discovery  of  gold  on  the  Sioux 
lands  in  the  Black  Hills  set  the 
=  stage  for  the  final  defeat  of  the 
tribes.  When  the  gold  hunters  moved 
onto  the  Indians'  lands,  the  Army  made 
no  effort  to  drive  them  out.  Red  Cloud 
kept  the  peace,  but  Crazy  Horse  and 
Sitting  Bull  began  raiding  the  settle- 
ments. Finally  the  Army  moved 
against  them.  The  outcome  was  the 
Indians'  stunning  victory  over  General 
George  Armstrong  Custer  at  the  Little 
Big  Horn  River.  The  Custer  band  was 
wiped  out,  but  the  government  then 
launched  a  determined  effort  to  subdue 
the  tribes  once 
and  for  all,  pursu- 
ing them  relent- 
lessly. They  were 
no  match  for  a 
modern  army, 
and  in  the  end  Sit- 
ting Bull  and  his 
band  escaped  into 
Ghost  Dance  shield  Canada. 


By  1881,  the  Indian  wars  were 
over;  all  the  tribes  had  been  effec- 
^=tively  contained  on  reservations. 
Geronimo  surrendered  five  years  lat- 
er, and  the  Sioux  in  South  Dakota 
were  finally  pacified  at  Wounded 
Knee  in  1890.  But  for  the  tribes  them- 
selves the  cultural  agony  had  just  be- 
gun. Where  once  they  had  been  de- 
pendent upon  the  bounty  of  the  natu- 
ral world,  they  now  became  de- 
pendent on  the  bounty  of  the  Great 
Father  in  Washington  who  held  all  the 
Indian  lands  in  trust  for  them.  As  the 
price  of  peace,  the  Great  Father  had 
promised  them  food,  clothing  and 
shelter,  and  every  so  often  the  tribes- 
men were  forced  to  line  up  with  their 
ration  checks  for  the  government 
dole.  But  all  too  often  unscrupulous 
agents  left  the  tribes  to  starve.  The 
system  prefigured  the  welfare  system 
of  the  future,  with  the  same  demoral- 
izing consequences.  The  Pawnees 
were  warriors  and  buffalo  hunters  and 
the  government  gave  them  some  land 
and  a  plow  and  said,  go.  They  did  not 
know  how.  The  Apache  warrior  Ge- 
ronimo ended  up  selling  postcards  of 
himself,  under  guard,  at  the  1903  St. 
Louis  World's  Fair. 


I  '.S.  government  ration  ticket 
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"The  boom  in  drilling 
is  taking  all  the  Armco  oil  country 
pipe  we  can  make.  To  serve  this 
growing  market  we're  adding 
more  capacity." 


John  Rascoe  is 
product  manager 
for  National  Supply 
Company's  Armco 
Tubular  Division. 


John  Rascoe  says  that  finding  oil  and  gas  calls  for  record  amounts  of  pipe . . .  14% 
more  this  year  than  last.  That  means  a  full  order  book  for  Armco's  National 
Supply  Company. 

Confident  of  sustained  growth  in  this  area,  National  Supply  is  adding  more 
tubular  capacity,  to  be  ready  by  1984.  That's  the  kind  of  planned  growth  that 
keeps  National  Supply  the  world  leader  in  supplying  drilling  machinery, 
production  equipment,  tubulars  and  services. 

In  the  past  four  years,  National  Supply  has  doubled  its  net  assets  And  in  the 
next  four  years  investment  will  more  than  again  double. 

National  Supply  is  a  big  reason  why  Armco  has  become  one  of  America's 
brightest  energy-oriented  companies.  For  more  information  write.  Investor 
Relations,  Armco.  General  Offices,  Middletown,  Ohio  45043. 


ARMCO 

V 


n 


"Armco's 
Annual  Report 
tells  all  about 
our  strategy  for  growth 
for  National  Supply  Company 
and  Armco's  other  businesses!' 

John  Rascoe,  product  manager  for  Armco  Tubular  Division 

Name  

Title  

Company  

Street  

City  


ARMCO 

V 


State- 


.ZIP. 


□  Please  check  if  you  wish  to  be  placed  on  Armco's  Annual  Report  mailing  list 
Send  coupon  to  Armco  Corporate  Communications, 
Dept.  C-261D.  PO  Box  600,  Middletown,  OH  45043 


L_ 


As  the  Indian  wars  faded  from 
.memory,  the  mythologists  took 
^=over,  recycling  the  past  to  suit  the 
ideologies  of  the  present.  Buffalo  Bill's 
Wild  West  Shows  still  celebrated  the 
ancient  wars  with  gunfire,  bows  and 
arrows  and  simulated  blood.  Former 
Sioux  warriors  actually  performed  in 
the  shows.  But  Longfellow  converted 
the  Chippewa  hero  Hiawatha  into  a 
Noble  Savage,  and  generations  of 
school  boys  grew  up  with  his  ca- 
dences. By  the  20th  century,  white 
society  had  begun  thinking  of  the  In- 
dians as  Vanishing  Americans,  but 
though  their  numbers  had  shrunk, 
they  were  still  there,  on  the  reserva- 
tions, out  of  sight  and  out  of  mind. 
When  Hollywood  came  to  celebrate 
their  passing  with  a  movie  of  Zane 
Grey's  Vanishing  American,  the  Indians 
themselves  turned  up  as  extras. 

All  through  the  19th  century  gov- 
ernment policy  had  been  directed 
primarily  toward  pressuring  the 
tribes  to  disband,  give  up  their  lands 
and  disappear  into  the  society  at  large. 
In  the  1880s,  the  government  wanted 
to  turn  the  tribes  into  farmers,  limited 
their  landholdings  to  160  acres  per 
household  and  so  freed  87  million 
acres  of  surplus  land  for  purchase  by 
white  settlers.  Except  for  a  period  in 
the  1930s,  that  has  been  the  general 
direction  ever  since.  In  the  1950s,  the 
government  set  about  trying  to  per- 
suade the  tribes  to  "terminate"  their 
trust  relationship  with  the  federal 
government.  Only  two  tribes  of  any 
consequence,  the  Menominees  and 
the  Klamaths,  did  so.  The  Klamaths 
sold  off  $120  million  in  timber  and 
wound  up  in  bankruptcy.  The 
Menominees,  once  self-sufficient, 
were  reduced  to  poverty,  and  in  1973 
succeeded  in  getting  their  federal  sta- 
tus back.  These  days  the  big  idea 
heard  in  Washington  is  "self-suffi- 
ciency"— pull  yourself  up  by  your 
bootstraps,  exploit  your  own  natural 
resources.  It  is  the  most  promising 
approach  to  be  tried  so  far. 
Old  Menominee  Chief;  oil  by  Catlin 
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Norfolk  &  Western  CEO  Robert  Claytor 

Who  needs  conglomeration  when  you  can  be  one  of  the  Big  Six  of  the  1990s? 


The  merger-created  NWS  railroad  will  probably  head  the  indus- 
try's profits  table.  How  will  the  new  leviathan  use  its  muscle? 


No  panty  hose 


By  Eamonn  Fingleton 

As  the  crow  flies,  Norton,  Va.  is 
about  350  miles  from  the  East 
b  Coast  port  of  Norfolk.  But  for 
the  Southern  Railway  company, 
which  ships  450,000  tons  of  coal  a 
year  for  the  overseas  market  from 
mines  near  Norton  to  Norfolk,  the 
journey  is  a  meandering  664-mile 
marathon.  There  is  a  more  direct 
route — but  it  would  mean  the  South- 


ern would  have  to  hand  over  the  coal 
to  the  Norfolk  &  Western  Railway  Co. 
after  only  10  to  20  miles.  As  the  mine 
operators  constantly  point  out,  this 
would  save  nearly  three  days  of  trans- 
port time. 

That's  just  one  example  of  "circu- 
ity"— the  railroad  practice  of  going 
the  long  way  round  to  avoid  giving 
business  to  a  neighboring  operator. 
And  it  is  in  a  nutshell  the  reason  Rob- 
ert Claytor,  the  new  chief  executive  of 


Norfolk  &  Western,  cites  for  merging 
with  Southern,  a  deal  that  is  expected 
to  get  approval  from  the  Interstate 
Commerce  Commission  early  in  the 
new  year. 

"It  is  difficult  to  run  a  coordinated 
service  that  makes  for  maximum  effi- 
ciency if  two  railroads  are  under  sepa- 
rate ownership,"  says  Claytor.  "Ev- 
erybody works  for  his  own  interest 
and  tries  to  maximize — that's  the 
capitalist  system.  From  the  point  of 
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TRIM  YOUR  WASTE  UNE. 


Introducing  the  3M  "787" 
Plain  Paper  Copier. 


The  line  at  the  copier. 

It  wastes  more  precious  office 
time  than  you'd  care  to  think  about. 

Waste  that  can  easily  be 
trimmed.  Just  by  getting  a  new  3M 
"787"  Plain  Paper  Copier. 

A  copier  that  gives  you  quality 
copies  fast.  Starting  with  a  single 
copy  time  of  4.7  seconds.  And  up  to 
three  sets  of  collated  copies  from 
eight  originals  in  less  than  a  minute. 

Copies  that  are  crisp  and  clear. 
Time  after  time. 

All  because  of  Sensitron.™  A 
unique  exposure  system  that  adjusts 
the  copier  to  match  your  original. 
Instantly. 

Add  to  that  standard  features  like 
document  loader,  a  10-bin  collator 
with  bi-directional  sorting,  dual 
paper  trays,  plus  a  short  paper  path 
and  you'll  be  trimming  your  waste 
in  no  time. 


The  "787"  also  has  built-in 
reliability.  The  kind  of  toughness  and 
dependability  that  comes  with  3M 
precision  engineering. 

Starting  with  microprocessing. 
A  sophisticated  technology  that  in- 
creases copier  work  time  by  alerting 
the  operator  to  any  trouble  spots  for 
quick  and  easy  problem  solving. 


Problems  that  often  mean  costly 
downtime.  And  untimely  delays. 

What's  more,  our  Pause-Resume 
feature  allows  longer  copying  proj- 
ects to  be  momentarily  interrupted 
by  single  copy  makers,  then  go  right 
back  to  where  it  left  off.  Trimming 
even  more  time  at  the  copier. 

In  addition,  the  3M  "787"  comes 
equipped  with  an  easy-to-operate 
touch  control  panel,  service  diag- 
nostics, and  the  convenience  of  a 
single-part  toner. 

So  there  you  have  it.  The  3M 
"787"  Plain  Paper  Copier.  And  all  the 
trimmings. 

For  more  information  call  toll- 
free:  800-328-1684  (in  Minnesota, 
800-792-1072).  Or  write:  3M  Copying 
Products,  Building  220-10E/3M 
Center,  St.  Paul,  MN  55144. 

3M  hears  you  . . . 


You  can  really  break  ground 

for  your  real  estate projects  with  the 

proven  expertise  of  First  Chicag). 


First  Chicago  custom-fits  the  best  real  estate 
team  to  your  needs  for  quick,  decisive  action. 
They're  your  First  Team,  ready  to  put  the 
nationally  recognized  knowledge  and  financial 
strength  of  a  world  class  bank  at  your  fingertips. 

"By  being  right  on  top  of  the  market  we 
can  deliver  innovative  loan  structuring  that 
addresses  today's  economy  and  is  priced 
competitively"  says  Dan  Lupiani.  Vice  President/ 
Real  Estate  Group  Head.  "The  First  Team  also 
goes  beyond  lending.  We  have  a  complete 
in-house  staff  that  understands  every  phase 
of  your  construction." 

Bill  Fritz.  Vice  President/Mid-Continent 
Head  adds:  "The  First  Team  anticipates  the 
demands  of  the  industry.  We're  sensitive  to  the 
details  that  make  a  project  successful." 


Bruce  Murray  Vice  President/Regional 
Office  Head  offers  this  broad  perspective:  "The 
First  Team  gives  you  a  nationwide  network 
of  offices  to  capitalize  on  opportunities  where 
and  when  they  happen." 

Get  The  First  Team  working  for  you.  Call 
Daniel  A.  Lupiani.  (312)  732-5390  or  the  real 
estate  office  nearest  you:  Chicago— Atlanta— 
Dallas— Los  Angeles— Miami  — San  Francisco- 
Washington.  D.C.  (November  1981). 

First  Chicago  Worldwide 

Atlanta — Baltimore — Boston — Chicago — Cleveland — Dallas — 
Houston— Los  Angeles— Miami  — New  York— San  Francisco- 
Washington.  D.C— Abu  Dhabi— Athens— Beijing— Beirut— Brussels 
—Buenos  Aires— Cairo— Calgary— Caracas— Cardiff— Cayman 
Islands — Dubai — Dublin — Dusseldorf — Edinburgh — Frankfurt  - 
Geneva — Guernsey  —  Hong  Kong  —  Jakarta — Kingston— Lagos— 
London — Madrid — Manila — Mexico  City — Milan — Municf  i — Nairobi 
—  Panama  City— Paris—  Port-au-Prince— Rome— Rotterdam  — 
Sao  Paulo — Seoul — Sharjah — Singapore— Stockholm — Sydney— 
Tokyo — Toronto— Warsaw — Zurich. 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


©  1981  Tne  First  National  Bank  of  Chicago  Member  FD  I.C 


view  of  both  the  shipper  and  the 
stockholder,  the  best  thing  is  to  have 
both  railroads  under  common  control 
where  it  does  not  matter  how  revenue 
is  divided  up  between  the  two  sides." 

In  their  7-inch-high  pile  of  docu- 
mentation to  back  the  merger,  the 
two  companies  have  cited  dozens  of 
examples  of  circuity  in  their  systems. 
They  claim  that  shippers  who  move 
freight  from  one  company's  territory 
to  the  other  are  almost  uniformly  be- 
hind the  plan. 

There  is  little  overlap  between  the 
systems  at  present.  If  you  drew  a  line 
from  Kansas  City  to  Norfolk,  the 
N&W  operates  7,500  miles  of  track 
mainly  north  of  the  line,  and  South- 
em's  10,000  miles  of  track  are  mainly 
south  of  it. 

The  new  combine,  to  be  known  as 
NWS,  will  offer  a  single  freight  service 
linking  many  major  cities  in  the  east- 
ern and  midwestern  U.S. — stretching 
from  Louisiana  to  Pennsylvania  and 
from  Nebraska  to  Florida.  In  track 
terms  it  will  be  the  nation's  fourth- 
biggest  system  (after  Burlington 
Northern,  CSX  and  the  proposed 
Union  Pacific-Missouri  Pacific 
merged  system)  but  in  financial  clout 
it  will  be  number  one,  since  both 
roads  have  long  been  among  the  in- 
dustry's profit  leaders.  In  the  past  de- 
cade net  income  at  N&W  has  in- 
creased fivefold  while  at  Southern  it 
has  tripled. 

Kidder,  Peabody  railroad  analyst 
Graeme  Lidgerwood  expects  the  com- 
bined system  to  generate  $435  million 
of  aftertax  earnings  this  year — $235 
million  from  Norfolk  &.  Western, 
$200  million  from  Southern.  In  con- 
trast, last  year's  biggest  rail  profits 
earner,  CSX,  will  probably  make  $360 
million  at  best  this  year.  True,  Union 
Pacific  will  make  probably  $450  mil- 
lion this  year,  but  most  of  its  money 
comes  from  nonrail  activities  (and 
even  if  it  merges  with  Missouri  Pacif- 
ic it  will  still  probably  trail  in  railroad 
earnings). 

CSX,  the  result  of  the  merger  last 
year  of  the  Chessie  and  Seaboard  sys- 
tems, covers  much  the  same  territory 
as  the  NWS — and,  for  all  Clay  tor's  talk 
about  benefits  to  shippers,  the  real 
reason  the  NWS  partners  are  throwing 
in  their  lot  together  is  fear  of  tough, 
new  competition  from  CSX'  stream- 
lined long-haul  routes.  Already  CSX  is 
claiming. to  have  grabbed  $90  million 
worth  of  business  from  the  NWS  net- 
work. Both  Claytor  and  Southern 
President  Harold  Hall  dismiss  this  as 
moonshine.  But  Claytor  admits:  "We 
are  concerned  about  competition 
from  CSX.  They  have  now,  for  in- 
stance, instituted  an  automobile-car- 


rying service  from  Detroit  to  Jackson- 
ville, Fla.  that  is  better  than  we  offer 
on  our  separate  lines." 

At  the  moment  Wall  Street  is  bet- 
ting that  NWS  will  be  a  match  for 
CSX.  "We  are  very  positive  about  the 
merger,"  says  Kidder,  Peabody 's 
Graeme  Lidgerwood.  "NWS  is  already 
a  very  strong1  efficient  system,  but 
with  consolidated  marketing  and 
routes  it  is  bound  to  take  business  not 
only  from  other  railroads  but  also 
from  truckers." 

NWS  can  hardly  fail  to  increase  its 
share  of  "piggyback"  business,  since 
the  longer  the  haul  the  more  sense  the 
piggyback  idea  makes.  And  NWS  is 
expected  to  also  make  inroads  in  haul- 
ing grain  from  the  Midwest  to  the 
eastern  ports  and  to  livestock-raising 

A  good  fit 

There  is  little  overlap  between  the 
present  systems  of  the  Norfolk  & 
Western,  stretching  off  to  the  West, 
and  the  Southern  to  the  South. 


  Norfolk  &  Western 

Railway  System 

  Southern  Railway  System 

areas  of  the  Southeast. 

To  fit  the  two  systems  together, 
NWS  plans  to  spend  $97  million. 
About  $25  million  of  that  will  go  for 
line  improvements  between  Chicago 
and  Cincinnati,  thus  opening  up  the 
Southeast  to  freight  from  the  Mid- 
west. New  piggyback  facilities  at  Chi- 
cago will  take  another  $8  million.  To 
show  how  cheap  that  really  is,  con- 
trast the  $97  million  with  the  group's 
routine  track  maintenance  spending 
of  over  $500  million  a  year.  The  merg- 
er investment  will  pay  for  itself  in  less 
than  two  years,  Claytor  claims. 

Meanwhile  business  is  looking  up 
for  both  roads.  Coal  shipments,  which 
account  for  half  of  Norfolk  &  West- 
ern's revenues  and  about  15%  of 
Southern's,  are  expected  to  continue 
to  boom  as  utilities  shift  out  of  oil. 


Claytor  foresees  steady  growth  for 
coal  in  the  next  decade.  He  expects 
Norfolk  &.  Western  to  raise  the  ton- 
nage it  originates  from  about  76  mil- 
lion a  year  to  well  over  80  million. 
Add  in  the  group's  huge  cash  position, 
an  estimated  $460  million,  and  you 
have  a  giant  that  is  only  beginning  to 
flex  its  muscles. 

A  major  effort  may  be  made  toward 
filling  some  of  the  gaps  in  the  NWS 
system.  For  instance,  NWS  could  use  a 
direct  connection  between  St.  Louis 
and  Memphis — less  than  300  miles  as 
the  crow  flies  but  a  tortuous  750-mile 
journey  by  way  of  Chattanooga  by 
NWS  lines.  And  apart  from  Buffalo, 
the  NWS  system  hardly  touches  New 
York  State. 

If  Claytor  is  interested  in  filling  out 
the  system  in  the  Midwest,  he's  not 
saying.  But  extending  further  into  the 
Northeast  might  be  more  likely.  He 
points  out  that  some  of  Conrad's  lines 
may  be  up  for  grabs  in  the  next  few 
years  and  some  might  be  of  interest. 
"I  don't  think  we  would  be  interested 
in  the  whole  thing,"  he  says.  "But  I 
can  see  Conrail  taking  up  a  lot  of  the 
chief  executive's  time  in  the  holding 
company." 

What  about  diversification?  Claytor 
volunteers  only  what  he  will  not  do: 
"I  wouldn't  be  comfortable  buying  a 
manufacturer  of  panty  hose,"  he 
quips.  It's  a  quip  with  a  point,  a  veiled 
reference  to  IC  Industries,  which  has 
enjoyed  mixed  success  in  a  big  diver- 
sification drive  that  has  drawn  it  into 
everything  from  automotive  parts  to 
Perfect  Plus  hosiery. 

Chances  are  that  unlike  IC,  which 
is,  after  all,  a  sick  railroad,  the  NWS 
would  probably  not  stray  far  from 
transportation.  "My  philosophy  is 
that  we  should  diversify  into  areas 
where  we  have  reasonable  expertise 
or  experience,"  he  says.  Barge  or  truck 
lines  might  fill  the  bill,  Claytor  indi- 
cates— if  he  doesn't  run  into  antitrust 
problems. 

A  first  possible  step  was  Norfolk  & 
Western's  $18  million  purchase  in 
September  of  8.2%  of  Piedmont  Avi- 
ation, the  airline  based  at  Winston- 
Salem.  Analysts  were  puzzled  by  the 
move  because  they  saw  little  scope  for 
synergy.- 

Both  Claytor  and  Hall  believe  that 
the  nation's  rail  system  will  be  con- 
solidated in  fewer  and  fewer  hands 
over  the  next  decade.  By  the  1990s 
there  may  be  only  six  giant  corpora- 
tions— compared  with  more  than  a 
dozen  major  players  at  present.  So 
who  needs  conglomeration?  Staying 
in  this  high-stakes  game  may  be  chal- 
lenge enough  for  NWS  management 
and  for  the  available  capital.  ■ 
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CHEVY  HAS  OVER  4800  WAYS 
TO  PUT  THE  RIGHT  ONE 
TOGETHER  FOR  YOU. 


Tough  Chevy  Mediums.  With  all  the  different 
wheelbases,  engines,  transmissions,  axles, 
springs,  tires  and  available  options,  there 
are  over  4800  ways  to  spec  out  one  of  our 
Chevy  Mediums.  And  your  Chevy  dealer 
will  help  you  with  everything  from  choice  of 
hood  design  to  the  most  appropriate"  GVWR 
for  your  specific  payload  needs.  vPP^  - 
Chevy  Mediums  give  you  your  choice 
of  two  optional  mid-range  diesels(DDA  Fuel 
Pinchefcor  Caterpillar),  offering  six  differ- 
ent horsepower  ratings.  Or  four  available 
gas  engines— a  6-cyJinder  or  three  V8s. 
E-Z  Spec  Ordering  System  makes  it  easy  to 
>r  a  truck  to  your  task,  the  most  popular 


tions  and  applications-have  all  been  calcu- 
lated and  computer-programmed.  Just  de- 
scribe the  Chevy  Medium  you  need  to  your 
Chevy  dealer— who  takes  it-from  there.  It's 
that  easy!  •'jfljrVV 


CHEVY  IS  THE  POWER 
IN  TRUCKS.  . 


FACT:  McDermott  built  the  world's 
tallest  single  piece  fixed  platform 
and  Installed  it  in  the  Gulf  of  Mexico 
In  935  feet  of  water. 


"In  the  next  decade,  3,000  offshore 
platforms  will  be  needed  and  our 
one-piece  giant  makes  even  deepwater 
drilling  economically  feasible." 


Robert  E.  Howson 

President  and  Chief  Operating  Officer 
McDermott  Marine  Construction 


Forty  percent  of  all  known 
lydrocarbon  reserves  lie  offshore, 
i  n  the  next  ten  years,  several  hun- 
I  jred  billion  dollars  will  be  invested 
n  recovering  these  resources.  And 
vIcDermott  is  leading  the  way. 

Today,  we're  designing,  fabricat- 
ng  and  installing  a  deepwater  plat- 
'orm  about  the  size  of  the  Empire 
State  Building  in  one  piece.  Such 
nnovations  accelerate  delivery  and 
nelp  make  deepwater  oil  and  gas 
'ecovery  economically  feasible. 
With  offshore  construction  capabil- 
ties  in  the  Gulf  of  Mexico,  Central 


and  South  America,  the  North  Sea, 
the  Middle  East,  Africa  and  South 
East  Asia,  we're  building  and  deliv- 
ering platforms  all  over  the  world. 

Offshore  and  onshore,  McDermott, 
its  subsidiaries  and  60,000  employees 
worldwide  are  well  prepared  to  help 
the  world  solve  its  energy  problems — 


with  oil  and  gas  production  facilities; 
fossil  and  nuclear  energy  systems; 
specialty  steel  tubing;  insulating 
products;  and  industrial  automation. 
For  more  information,  write  Vice 
President,  Public  Affairs,  McDermott 
Incorporated,  1010  Common  Street, 
New  Orleans,  LA  70112. 


No  matter  how  the  world 
ffull  solves  its  energy  problems, 
ISoT   McDermott  is  involved. 


Why  St.  Regis  rolled  thousands  of  dollars  worth  of 
Waterford  crystal  down  this  90-meter  ski  jump. 


The  90-meter  ski  jump  at  Steamboat 
Springs,  Colorado  is  19  stories  off  the 
ground.  It  makes  your  knees  weak  just 
to  stand  at  the  top.  let 
alone  even  consider 
going  down  it  on  skis. 
And  yet,  we  sent  thou- 
sands of  dollars  worth 
of  Waterford®  crystal 
sailing  off  the  jump 
protected  only  by 
St.  Regis  paper  packag 
ing.  And  by  the  time  it  was  airborne, 
the  package  was  going  60  miles  per 
hour. 

Each  crystal  goblet  in  the  container 
was  protected  by  a  unique  St.  Regis 
packaging  product  called  Corro-Seal. 
It's  a  self  sealing  corrugated  material 
that  forms  a  cushion,  and  makes  a  sim 
pie  package  that  you  can  even  send 
through  the  mail.  Then,  we  put  each 


individually  wrapped  goblet  into  a 
St.  Regis  Bulkpak  that's  normally  used 
for  heavy  loose  material  like  plastic  pel- 
lets. This  container 
can  take  a  stacking 
weight  of  over  2,000 
lbs.,  because  it's  made 
from  double-walled 
corrugated. 

What  did  we  find  at 
the  bottom  of  the  hill? 
Thousands  of  dollars 
worth  of  broken  glass?  No,  we  opened 
the  container  and  joined  the  close  to  100 
spectators  in  toasting  St.  Regis'  packag- 
ing expertise. 

But  Corro-Seal  and  Bulkpaks  are 
just  two  examples  of  why  St.  Regis  is  a 
leader  in  packaging  technology. 

All  this  reflects  the  marketing  stance 
of  St.  Regis  toward  all  our  packaging, 
paper,  lumber  and  construction  products. 


To  use  the  full  weight  of  our  technology 
in  serving  our  markets  and  in  renewing 
the  forest  resource  our  products  come 
from. 

St.  Regis— serving  Man  and  Nature. 


©  COPYRIGHT  1980  ST  REGIS  PAPER  CO 
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42ND  STREET. 


It's  been  a  tough  decade  in  the  utilities 
business,  but  you  would  not  know  it  from 
Citizens  Utilities'  record. 


If  you've  got  it, 
flaunt  it 


By  James  Cook 

W-  inston  Churchill  once 
said  of  Clement  Attlee  that 
Attlee  was  a  modest  man 
who  had  a  great  deal  to  be  modest 
about.  You  could  say  the  opposite 
about  Richard  L.  Rosenthal:  He  is  an 
immodest  man  who  has  a  lot  to  be 
immodest  about.  Rosenthal,  chairman 
of  Citizens  Utilities  Co.,  presses  upon 
his  visitor  a  bound  volume  of  letters 
congratulating  him  on  his  35th  anni- 
versary last  spring.  He  then  explains 
how  he  pioneered  both  field  research 
in  security  analysis  and  the  corporate 
stampede  to  Stamford,  Conn,  and 
takes  time  out  to  puff  his  movie-direc- 
tor son's  first  feature  film — Halloween 
II — which  opened  last  month.  He  is  a 
tall,  trim,  rather  saturnine-looking 
man,  a  carrot-top,  his  face  all  creases 
and  crevices,  his  hair  all  straggling  and 
thin.  "It  reasonably  may  be  said  that  I 
have  been  too  vainglorious, "  he  readily 
concedes.  "But  it  reasonably  may  be 
said  that  we  have  fulfilled  what  my 
objectives  have  been." 

You  can't  take  that  away  from  him. 
Citizens  Utilities  is  a  unique  outfit.  It 
boasts  one  of  the  best  records  in  the 
utility  business — a  15.4%  return  on 
equity,  a  10.9%  average  annual  in- 
come growth — and  an  S&P's  bond  rat- 
ing (AAA)  that  is  duplicated  only  by 
Texas  Utilities  and  AT&T.  Citizens 
spreads  itself  across  the  whole  range 
of  utility  operation:  electricity  and 
gas,  telephone,  water  and  waste-water 
disposal.  And  not  simply  in  one  com- 
munity or  two,  but  500  in  ten  states, 
from  Vermont  to  Hawaii.  Its  revenues 
are  small — $  1 55  million  last  year — but 
they  have  more  than  doubled  over  the 
past  five  years,  and  Citizens  brings 
down  no  less  than  $25.5  million  to  net 
income,  a  16.45%  profit  margin,  one 
of  the  best  in  the  business. 


Rosenthal  learned  the  utility  busi- 
ness back  in  the  mid-Thirties  as  a  stu- 
dent assistant  to  New  York  Universi- 
ty's resident  utility  expert,  David  Jor- 
dan. He  then  spent  six  years  with  a  New 
York  investment  house,  and,  in  1943, 
formed  his  own  consulting  firm. 
"Some  friends  on  Wall  Street  were  at- 
tracted by  what  they  thought  was  my 
capability  both  as  an  analyst  and  as  a 
manager.  They  approached  me  with 
the  idea  of  buying  control  of  some  at- 
tractive situations,  smaller  companies, 
which  I  would  run.  And  that  is  exactly 
what  we  did.  I  decided  to  look  at  the 
utility  industry  because  it  wasnot  char- 
acterized by  outstandingly  acute,  in- 
dustrious or  innovative  management. " 

The  group  acquired  control  of  three 
small  companies:  Citizens  Utilities 

(1946)  ,    Michigan   Gas   &  Electric 

(1947)  and   Utilities   &  Industries 


Citizens'  Chairman  Richard  Rosenthal 


A  small  but  impressive  monument. 


(1948).  Rosenthal  headed  them  all, 
selling  Michigan  Gas  to  American 
Electric  Power  in  1967  and  Utilities  & 
Industries  to  the  Carter  Group  in 
1969,  at  prices  that  were  too  breath- 
taking to  be  refused. 

Citizens  Utilities  is  what  is  left, 
and  it  is  Rosenthal's  monument.  "I 
did  not  want  the  company  to  be  de- 
pendent on  the  vagaries  of  regulation 
in  any  one  state,  or  the  economy  of 
any  one  region,  or  for  that  matter  any 
one  business,"  he  explains.  And  so 
Citizens  started  with  gas,  electric, 
telephone  and  water  operations  in 
five  states  and  has  been  diversifying, 
expanding  and  acquiring  ever  since — 
more  than  40  companies  in  roughly 
35  years.  "We  didn't  set  out  to  acquire 
for  the  sake  of  size,"  Rosenthal  says. 
"We  looked  to  a  return  on  total  cap- 
ital, and  we  sought  to  be  sure  we  did 
not  dilute  our  existing  return  on  cap- 
ital by  the  acquisition.  We  sought  to 
be  the  quality  company  in  the  busi- 
ness, which  I  think  we  are." 

Rosenthal  concentrated  on  small 
companies  in  less  populated  areas,  es- 
pecially in  the  West,  and  found  him- 
self settling  on  the  frontiers  of  U.S. 
economic  growth — in  Arizona,  Cali- 
fornia and  Hawaii,  the  very  buckle  on 
the  Sunbelt.  In  the  utility  business, 
it's  a  commonplace  that  if  you're 
small,  you're  supposed  to  be  ineffi- 
cient. That  hardly  applies  to  Citizens 
Utilities,  which  has  made  a  virtue  out 
of  smallness.  Instead  of  wasting  pre- 
cious capital  on  plant,  Citizens  buys 
much  of  its  power  or  natural  gas  from 
others.  "When  we  can  buy  more  effi- 
ciently, i.e.,  at  lower  cost,  including 
capital  cost,  we  buy.  When  we  can 
make  more  efficiently,  we  make."  So 
Citizens  has  growth  and  it  has  effi- 
ciency. What  more  could  anyone  ask? 

How  about  a  unique  and  ingenious- 
ly beneficial  capital  structure?  A  quar- 
ter of  a  century  ago,  Rosenthal  broke 
Citizens'  equity  into  two  classes  of 
stock,  one  paying  dividends  in  cash 
(Series  B),  the  other  an  equivalent 
amount  of  stock  (Series  A).  "Utilities 
would  pay  out  75%  to  80%  of  their 
earnings  in  cash  dividends  and  then 
turn  around  and  try  to  get  back  that 
money  by  selling  stock.  That  didn't 
make  sense,"  he  says. 

Since  the  no-cash-dividend  Series  A 
stock  constitutes  80%  of  its  equity, 
Citizens  has  been  able  to  finance  a 
large  part  of  its  capital  needs  internal- 
ly— out  of  earnings  it  retains  by  using 
stock  instead  of  cash  for  dividends  on 
the  A  stock.  It  has  never  had  to  sell 
any  equity  since  it  was  organized  in 
1935,  and,  as  interest  rates  have  gone 
through  the  roof,  Rosenthal  has  let 
internal  financing  carry  more  and 
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What  are  you  going  to  do 
when  you  can't  charge  anymore 
for  your  products  ? 


If  you  pass  on  too  many  cost  in- 
creases, it  won't  take  too  long  be- 
fore your  customers  will  pass  up 
what  you're  trying  to  sell. 

If  you  don't  pass  on  cost  in- 
creases, you  start  losing  money. 

It's  a  tough  problem.  But  fortu- 
nately, there's  a  good  way  to  solve 
it.  With  a  Bodme  assembly  ma- 
chine. 

ABodine  machine  is  designed  to 
increase  your  productivity  by  au- 
tomating the  one  place  where  you 
can  probably  save  the  most-your 
small  parts  assembly  operation. 
The  fact  is,  a  Bodine  machine  just 

lay  be  able  to  cut  the  cost  of  small 


parts  assembly  by  95%  or  more. 

At  the  same  time,  it  can  cut  war- 
ranty and  liability  costs.  Because  a 
Bodine  machine  can  provide  100% 
inspection  and  verification  of  all 
parts. 

The  result  is  a  higher  guality 
product  at  lower  cost.  If  that 
sounds  like  the  kind  of  thing  you'd 
like  to  hear,  call  Frank  Riley,  our 
Vice  President.  He'll  tell  you  even 
more.  The  Bodine  Corporation,  317 
Mountain  Grove  St., 
Bridgeport, 
CT  06605. 
(203)  334-3107. 


Mine 


more  of  the  burden.  The  result  is  that 
Citizens'  equity  ratio  has  risen  from 
60%  in  1967,  to  67%  currently. 

As  leverage  has  gone  out  of  its 
capital  structure,  Citizens'  rate  of  re- 
turn has  subsided  from  !  7%  in  1975  to 
1 5.4%  last  year,  and  its  income  growth 
has  modestly  slackened.  But  per-share 
earnings  continue  to  grow  briskly. 

Tlhe  market  generally  assigns  a  pre- 
mium to  the  Series  A.  But  what 
really  matters  is  that  it  assigns  a  pre- 
mium over  book  value. 

What  gives  the  A  stock  such  appeal  is 
its  tax  position.  Though  Citizens'  cash 
dividends  are  immediately  taxable,  the 
stock  dividends  are  taxable  only  if  sold, 
and  then  at  capital  gains  rates.  So 
Citizens  provides  an  unusually  ingen- 
ious tax  shelter.  An  investment  of 
$  1 0,000  in  630  shares  of  Series  A  stock 
back  in  1955  would  amount  to  7,336 
shares  today  worth  about  $232,000. 
Better  still,  A  stockholders  can  convert 
to  B  shares  on  a  tax-free  share-for-share 
basis,  and  convert  to  a  cash  basis  when- 
ever they  choose.  Which  makes  Citi- 
zens for  many  investors  a  sort  of  one- 
stop  retirement  plan. 

Okay,  so  Richard  Rosenthal  brags  a 
bit.  He  has  a  fair  amount  to  brag 
about.  Times  have  changed  in  the 
utility  business  since  Rosenthal  con- 
ceived the  company,  but  he  sees  no 
reason  why  Citizens'  style  and  struc- 
ture should  not  continue  to  serve  it 
well.  Citizens'  rural  territories  should 
continue  to  grow  more  rapidly  than 
the  metropolitan  areas,  and  the  oppor- 
tunities for  acquisition  are  still  there. 
"I  think  there  are  considerable  oppor- 
tunities for  investors  in  this  busi- 
ness," he  says,  "just  because  every- 
body knows  the  utility  is  not  attrac- 
tive. We're  so  return  conscious — we 
believe  that  all  business  comes  down 
to  a  financial  business.  What  we're 
saying  is  that  at  the  right  price  any 
aspect  of  the  business  is  attractive." 

Rosenthal  turned  65  last  year  and 
last  January  turned  over  the  chief  ex- 
ecutive spot  to  Ishier  Jacobson,  58, 
president  since  1970.  But  Rosenthal  is 
not  exactly  reduced  to  clipping  cou- 
pons. He  is  after  all  not  only  the  com- 
pany's progenitor  but  its  largest  stock- 
holder (1.2%  of  the  stock),  and  he 
continues  to  exercise  at  least  an  own- 
ership interest  in  the  company. 

Ask  Jacobson  whether  Rosenthal  is 
making  much  progress  in  letting  go, 
and  characteristically  it's  Rosenthal 
who  answers.  "I  think  so,"  he  says. 
"It's  very  hard,  if  you  have  been  re- 
sponsible in  a  significant  measure  for 
the  emergence  of  something,  to  be- 
come detached  from  it.  Citizens  is  in 
many  respects  like  a  child  of  mine."  A 
child  he  can  be  proud  of.  ■ 
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Pitney  Bowes  offers  a  dependable  line  of  convenience  office  copiers.  From  economy 
desk-top  models  for  even  the  smallest  business,  to  full-feature  consoles  for  the  biggest 
business.  And  we  stand  behind  them  with  our  own  nationwide  sales  and  service 
organization.  For  a  free  demonstration  of  any  Pitney  Bowes  copier,  just  call  us  today, 


Pitney  Bowes  Copiers 


Conne°<^  HhaWf^T-,621-^9  (in J"inD°,S  800-972-5855)  Or  write  Pitney  Bowes,  1706  Crosby  Street,  Stamford, 

Connecticut  uby^b  Over  600  sales  and  service  points  throughout  the  U  S  and  Canada  Postage  Meters,  Copiers,  Mailing,  Dictating,  Labeling,  Price  Marking  and 

Word  Processing  Systems,  Business  Forms  and  Office  Supplies 


Bill  Creson  has  some  good  assets  to  work 
with  at  Crown  Zellerbach  as  he  starts  the 
challenging  job  of  turning  it  around. 


Crown  of  thorns 


By  Kathleen  K.  Wiegner 

T|  he  best  thing  that  can  be  said 
for  new  Chairman  William  T. 
Creson  as  he  moves  into  the 
challenging  job  of  trying  to  turn 
around  pulp  and  paper  giant  Crown 
Zellerbach  Corp.  is  he  has  some 
very  fine  assets  to  work  with. 

First  and  foremost  there  are  3.4 
million  acres  of  trees  stretching 
from  the  Pacific  Northwest  to 
Louisiana.  Acquired  long  ago, 
these  trees  are  carried  on  the 
books  at  a  fraction  of  their  pres- 
ent worth.  Crown's  book  value  of 
$41  per  share  understates  the  as- 
set value  of  those  timberlands  by 
an  estimated  $74  a  share,  accord- 
ing to  Thomas  Clephane,  forest 
products  analyst  at  Morgan  Stan- 
ley. In  addition,  Crown  has  oil 
and  gas  rights  under  640,000 
acres  of  forests  in  Mississippi  and 
Louisiana's  Tuscaloosa  Trend,  a 
red-hot  natural  gas  play.  Proved 
reserves  total  3.8  million  barrels 
of  oil  and  liquid  natural  gas  and 
3.7  billion  cubic  feet  of  gas. 

At  a  recent  stock  price  of  27%, 
Crown  would  be  vulnerable  to 
takeover  unless  Creson  can  wring 
more  earnings  from  those  assets. 
Phillips  Petroleum  made  a  pass 
Crown  two  years  ago  only  to  be  beat- 
en back  by  anti-big-oil  sentiment. 
Crown  may  not  be  so  lucky  again. 

What  can  Creson — Crown's  presi- 
dent since  1977,  appointed  to  the  top 
job  last  month  after  the  board's  ouster 
of  C.  Raymond  Dahl — do?  For  a  start 
he  might  think  of  selling  Crown's 
85% -owned  Canadian  subsidiary  and 
reinvesting  the  money  in  the  South. 
International  Paper's  recent  agree- 
ment to  sell  its  Canadian  oper- 
ations— for  $913  million — would  be  a 
precedent  for  that.  As  it  is,  Crown  is 


tied  more  than  most  of  its  predeces- 
sors to  the  West  Coast,  with  its  high 
tree  prices,  fervent  environmentalists 
and  militant  labor  unions. 

Creson,  understandably,  is  saying 
little  specific  about  his  plans  beyond  a 
firm  intention  that  "Crown  Zeller- 


Crown  Zellerbach's  William  Creson 
Confident  he  can  give  it  a  future. 


at 


bach  is  going  to  become  a  much  low- 
er-cost producer  and  a  tough  competi- 
tor." He  has  his  work  cut  out. 

For  most  of  the  last  decade,  $3  bil- 
lion (revenues)  Crown  was  almost  a 
no-growth  company.  Lately  it  has  got- 
ten worse,  steadily  losing  ground  to 
most  of  its  major  competitors. 
Crown's  return  on  equity  (8.4%)  and 
net  profit  margins  (3.2%)  are  the 
worst  in  the  industry.  Its  credit  rating 
has  dropped  to  A-minus,  and  some 
observers  think  the  company  really 
deserves  a  BAA  rating.  Frustration, 
apathy  and  infighting  had  become  the 


hallmarks  of  Crown's  management. 
Last  month  Crown's  directors  got  the 
message:  Straighten  out  the  company 
or  take  another  credit-rating  reduc- 
tion, iust  about  killing  Crown's 
chances  at  more  financing. 

The  directors  had  begun  the  job  of 
reform  in  1976  by  attracting  Creson 
from  Brown  Co.  Now  he  becomes 
chief  executive  in  the  midst  of  a  se- 
vere forest  products  depression. 
Crown's  third-quarter  earnings  were  a 
paltry  $6.9  million  on  sales  of  $790 
million.  For  the  nine  months,  earn- 
ings were  down  26%,  to  $46  million, 
on  sales  of  $2.4  billion.  And  that  de- 
cline comes  on  top  of  a  44%  decline  in 
nine  months'  earnings  a  year  ago. 

Creson  started  the  job  of  reform  at 
the  U.S.'  second-largest  (after  IP)  pa- 
permaker  a  couple  of  years  ago.  His  is 
the  chief  responsibility  for  the  current 
$2.1  billion  capital  improvement  pro- 
gram (which  has  been  extended  one 
year,  to  1985)  that  is  focused  on  reduc- 
ing costs  and  rebuilding  mills  previous 
managements  had  let  run  down. 
Crown's  63-year-old  Bogalusa,  La.  lin- 
erboard  and  corrugated-board 
mill,  so  important  to  its  competi- 
tiveness in  eastern  markets,  has 
been  modernized  to  the  tune  of 
$120  million.  Creson  was  also  in- 
strumental in  pushing  through 
the  $400  million  modernization 
of  Crown's  Camas,  Wash,  pulp 
and  paper  mill. 

Creson,  52,  a  veteran  of  27 
years  in  the  paper  and  pulp  busi- 
ness, also  has  been  steadily  shift- 
ing the  company's  products 
toward  higher-value  goods,  such 
as  coated  printing  paper  and  busi- 
ness papers.  To  reduce  the  com- 
pany's salaried  work  force,  which 
had  grown  flabby  with  overstaff- 
ing  and  old  age,  employees  58  and 
over  were  recently  offered  early 
retirement.  Creson  has  also  ex- 
changed 1.2  million  shares  of 
common  stock  for  two  debenture 
issues  offered  by  Salomon  Broth- 
ers, the  investment  banking  firm, 

  taking  $46.8  million  in  debt  off 

Crown's  balance  sheet. 

Can  Creson  cure  the  malaise  that 
has  afflicted  once-proud  Crown  for  at 
least  the  last  1 1  years?  Investors 
should  not  expect  overnight  miracles, 
but  so  far  the  man  has  shown  what  he 
could  do  while  working  under  the  sti- 
fling leadership  of  Ray  Dahl — who 
even  kept  to  himself  authority  over 
what  company  cars  to  buy.  Now  man- 
aging on  his  own,  at  last,  Creson  says: 
"I  am  fully  confident  about  Crown's 
future."  Between  his  confidence  and 
some  fine  assets,  maybe  it  will  have  a 
future.  ■ 
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Life  Insurance- 
should  you 

tent' it 

j&l  itLilS  orbwn'it? 


Deciding  what  type  of  life  insurance  you  need  can  be  compared  to  deciding 
whether  to  rent  an  apartment  or  own  a  home.  This  comparison  can  help 
you  understand  the  different  benefits  the  two  basic  types  of  insurance  can 
provide  and  how  Metropolitan's  new  Whole  Life  /ph/{.  policy  may  be  the 
answer  for  you. 


Term  Insurance  Is  Like  Renting 

Both  an  apartment  lease  and  a  term  policy  last  for  a 
set  period.  Renting  an  apartment  is  often  the  only 
affordable  choice  for  some  So  too,  term  insurance 
can  initially  provide  much  more  coverage  per  pre- 
mium dollar  than  whole  life.  Like  most  rents,  however, 
the  premiums  on  term  increase  with  each  renewal. 
Also,  as  an  apartment  renter  doesn't  build  up  eguity,  a 
term  policy  doesn't  build  up  cash  value 

Whole  Life  Insurance  Is  Like  Owning 

Both  a  home  you  own  and  a  whole  life  policy  can 
protect  you  for  your  entire  life  if  you  want.  And  just  as 
a  home-owner  makes  equal  payments  with  a  con- 
ventional mortgage,  the  owner  of  a  whole  life  policy 
pays  the  same  premium  each  year.  Further,  the  cash 
value  builds  up  in  a  whole  life  policy  in  much  the 
same  way  as  equity  in  the  home  does. from  making 
mortgage  payments 

Which  Type  of  Life  Insurance  Is  For  You?  MCtfOpOlitdll 


Metropolitan's  new  Whole  Life  icy 
can  give  you  the  whole  life  benefits  you 
need — at  a  surprisingly  low  premium. 

Depending  on  your  age,  Metropolitan's  new  Whole 
Life  Plus  Policy  lets  you  buy  up  to  one-third  more 

whole  life  coverage  than  we  offered  before  for  the 
same  premium  payment.  It  s  like  building  a  sizeable 
addition  on  the  cozy  traditional  whole  life  house  — 
with  no  extra  payment!  Metropolitan  is  offering  the 
Whole  Life  Plus  Policy  for  coverage  amounts  of 
$25,000  or  more  and  you'll  probably  be  surprised  at 
how  much  coverage  you  can  now  afford. 


Is  Whole  Life 'PUuL  The  Answer? 

Your  local  Metropolitan  representative  is  a  trained 
professional,  prepared  to  help  you  answer  this  ques- 
tion and  meet  all  of  your  insurance  needs  —  life, 
health,  auto,  home  and  retirement 


The  answer  depends  on  your  needs  and  prefer- 
ences. If  your  needs  are  high,  but  your  budget  is 
limited,  term  insurance  may  be  the  answer.  Or,  you 
may  prefer  the  permanence,  fixed  premiums  and 
cash  value  of  whole  life,  but  feel  you  really  can't 
afford  this  type  of  protection. 


Now  there's  an  answer  to  this 
dilemma  Metropolitan's 
new  Whole  Life^f^ 
Policy.  It's  like  putting.an 
addition  on  your  house  at  no 
extra  cost 
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Metropolitan  really  stands  by  you. 

LIFE/HEALTH  All  lOUDMt  Kl  nREMENT 


The  Mercedes-Benz  240D  Sedan: 
the  $22,000  automobile  that  has  the  gall 

to  put  function  first. 


Frivolity  is  out.  The  240  D  is  one  and  a  half  tons  of  cold  engineering  logic - 
an  automobile  meant  to  reflect  not  your  wealth  but  your  perspicacity. 


People  choose  the  240  D  Sedan 
because-like  Mercedes-Benz 
engineers-  they  believe  that 
functional  efficiency  seldom 
comes  from  shortcuts. 

The  240  D  is  powered  by 
one  of  the  saner-sized  engines 
in  its  class:  a  four  cylinder 
diesel  engine,  displacing  just 
2.4  liters. 

Few  engines  of  any  size  are 
more  expensively  machined 
and  balanced.  (All  pistons 
and  connecting  rods,  for 
instance,  are  individually 
balanced  as  a  set.)  Such  pre- 
cision helps  the  240  D's  engine 
face  the  prospect  of  long, 
hard,  heavy  use  unafraid. 

This  power  plant  is  so  sophis- 
ticated in  design  that  a  built-in 
device  adjusts  the  fuel  injection 
rate  barometrically,  to  help  the 
240  D  run  efficiently  at  7,000  feet 
or  at  sea  level. 

Yet  it  is  so  simple  in  operation 
that  for  its  first  10,000  miles,  total 
scheduled  maintenance  is  about 
three  hours. 

$558  for  10,000  miles? 

The  240  D  lets  you  choose 
between  maximum  convenience 
and  maximum  mileage  with 
four-speed  automatic  or  four- 
speed  manual  versions. 

Even  the  automatic  hardly 
guzzles  fuel.  In  fact,  at  an  average 
cost  of  $1.34-per-gallon  for  diesel 
fuel  in  the  U.S.  and  with  the  EPA 


take  the  strains  of  high  mileage 
and  hard  driving  in  stride. 

The  car's  lack  of  shimmy  and 
shake  on  ugly  roads  owes  much 
to  its  rigid,  welded  steel  fuselage  - 
a  unit  body. 


mileage  figure  of  |24  |  mpg 


estimated**  the  automatic  240  D 
should  take  you  10,000  miles  for 
about  $558. 

No  gadgets,  no  baubles 

The  240  D  is  engineered  to 


The  efficiency  of  tenacious  roadholding  is  standard. 


Its  four-wheel  disc  brakes 
(with  456  sq.  in.  of  swept  area) 
could  stop  a  vehicle  many  times 
its  size  and  weight. 

The  240  D  is  not  shy  of  pot- 
holed  roads,  humpbacked  roads, 
or  twisty  roads.  Sold  as  it  is  in 
90  countries- few  blessed  with 
superhighways -it  could  not 
afford  to  be. 

Gadgets  and  baubles  are  ab- 
sent. What  could  these  add  to 
efficiency?  An  electronic  cruise 
control  is  provided,  allowing  you 
to  hold  a  steady  55-mph-without 
fuel-wasting  ups  and  downs. 

Because  the  240  D  is  meant  to 
take  efficient  care  of  its  occupants, 
it  incorporates  120  safety  features. 
Many  of  these  satisfy  Federal 
laws.  And  many  more  are  incor- 
porated to  satisfy  the  Mercedes- 
Benz  obsession  with  safety. 

Robots,  hands,  eyes 

A  well-built  car  is  usually  a 
more  efficient  car.  It  is  for  this 


reason  that  Mercedes-Benz 
lavishes  such  care  on  the  240  D's 
construction  and  finish. 

It  does  not  feel  tinny.  The  body 
is  not  bolted  together  but  fused 
together  as  a  unit  structure- 
4,786  welds  strong. 

Robots  precision-weld  the 
body.  Since  robots  can't 
smooth  body  seams  and 
joints,  skilled  workmen  do. 

The  efficiency  of  value 

The  240  D  is  a  sensible 
but  not  a  Spartan  auto- 
mobile. Even  air  condition- 
ing is  standard,  and  the 
interior  is  accented  with  a 
traditional  wood  grain  that  is 
created  by  real  wood. 
Mercedes-Benz  cars  in 
America  have  written  such  a 
legend  of  retained  value  that  this 
must  be  considered  alongside 
that  $22,000  price  tag.  These  cars- 
including  the  240  D-have  been 
shown  to  retain  80  percent  of  their 
original  value  after  the  first 
three  years. 

In  this  category,  as  in  others, 
there  is  simply  no  other  auto- 
mobile like  the  Mercedes-Benz 
240  D  Sedan.  At  $22,000  or 
any  price. 

'Approximate  suggested  advertised  deliv- 
ered price  at  port  of  entry. 

*EPA  estimate  for  comparison  purposes. 
The  mileage  you  get  may  vary  with  trip 
length,  speed  and  weather. 

,01981  Mercedes-Benz  N.A.,  Inc.,  Montvale,  N.J. 


Engineered  like  no  other 
car  in  the  world 


Bootmaker  Tony  Lama  Co.  is  getting  its 
kicks  from  the  western  wear  fad,  but  the 
Lamas  don 't  see  it  as  a  fad. 


Overstepping? 


By  Toni  Mack 

Designer  Ralph  Lauren  start- 
ed it,  such  movies  as  Electric 
Horseman  and  Urban  Cowboy 
made  it  popular,  and  now  El  Paso, 
Tex. -based  Tony  Lama  Co.,  Inc.  is 
reaping  its  bounty.  With  the  western 
wear  craze  in  full  swing,  Tony  Lama's 
handcrafted  cowboy  boots  are  in  high 
demand.  Sales  for  the  first  half  of  1981 
hit  $46  million,  just  $2.5  million  shy 


of  1979's  total  sales,  while  earnings 
were  $4.2  million,  or  $2.04  per  share, 
up  105%  over  last  year's  first  half. 

It's  boom  time  indeed,  and  the  at- 
mosphere at  Tony  Lama's  top  offices 
is  heady.  "The  only  thing  that  holds 
us  back  is  how  many  boots  we  can 
make,"  says  Chief  Executive  V.  (for 
Verland)  Eugene  Hosey.  Not  for  long. 
Hosey  has  just  opened  a  $3  million, 
80,000-square-foot  manufacturing 
plant,  and  its  twin  is  about  to  go  up 


next  door.  When  both  are  in  full  oper- 
ation, sometime  in  1983,  they  will 
more  than  double  boot  production 
from  today's  4,400  pairs  a  day  to  some 
10,000.  Three  more  boot  plants  are  on 
the  drawing  boards. 

In  April  the  company  sold  500,000 
new  shares  for  $10.7  million  more  in 
working  capital.  The  stock,  which 
sold  at  16  a  year  ago,  sold  recently  at 
24 '/4  bid  in  over-the-counter  trading. 
A  bargain  at  6  times  anticipated  1981 
earnings  of  $4  per  share? 

Not  necessarily.  "If  I  were  on  their 
board  of  directors,  I'd  be  challenging 
[the  plant  expansions]  like  crazy," 
says  the  chairman  of  a  major  boot 
manufacturer.  "I  don't  know  how 
they  can  validate  projecting  that  kind 
of  demand.  If  anything,  there's  evi- 
dence of  a  slowing  down.  Sales  are 
good,  but  inventories  are  higher." 

How  do  the  folks  at  Tony  Lama 
validate  it?  By  projecting  local  experi- 
ence to  the  rest  of  the  U.S.  Says  Tony 
Lama  )r.,  50,  chairman  and  son  of  the 
company's  founder:  "People  brought 
up  in  boots  don't  wear  anything  but 
boots.  This  fad  in  western  wear  will 
give  us  a  brand-new  group  of  boot 
wearers  that  will  stay  with  us." 

Lama  gives  full  rein  to  his  vision: 
"What  is  the  population  of  the  U.S. — 
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Money  is  not  our  most 
valuable  asset. 


When  your  problem  is  more  than  just  a 
question  of  money,  come  to  Deutsche 
Bank,  where  precision  and  attention  to 
detail  are  qualities  that  guarantee  perfec- 
tion in  all  money  matters. 

Precision  is  not  only  a  long  tradition 
with  us.  It's  our  most  valuable  asset. 
Call:  New  York  (212)  940-8000, 


Deutsche  Bank 

A  century  of  universal  banking 

Central  Office  Frankfurt  am  Main/Dusseldorf  Branches  abroad:  Antwerp.  Asunci6n, 
Barcelona.  Brussels.  Buenos  Aires.  Hong  Kong.  London.  Madrid,  Milan.  New  York.  Paris.  SSo 
Paulo.  Tokyo:  Representative  Offices  Beirut.  Bogota.  Cairo.  Caracas.  Istanbul.  Johannesburg. 
Lagos.  Mexico.  Moscow.  Nairobi.  Osaka.  Rio  de  Janeiro.  San  Jose\  Santiago.  Sydney.  Tehran. 
Tokyo.  Toronto.  Subsidiaries.  Geneva.  Hong  Kong,  London.  Luxembourg.  Singapore.  Zurich 


The  Gas 
(Option 


The  promise  of  methane: 

Vast  supplies 

of  future  gas  energy 


Methane:  Most  people  know  it  as  natural  gas,  which  today 
serves  more  than  160  million  consumers  nationwide 

But  conventional  natural  gas  resources  underground  rep- 
resent only  a  small  part  of  methane's  true  potential  Long-term 
supply  sources  of  methane  include  gasification  of  coal  and 
peat,  gas  from  tight  rock  formations,  geopressured  aquifers, 
coal  seams  and  hydrates.  And  some  methane  sources  are 
renewable,  such  as  conversion  of  land  and  marine  biomass, 
and  the  use  of  urban  waste  resources.  This  diversity  of  supply 
provides  a  high  level  of  consumer  assurance  that  gas  can  con- 
tinue to  be  available— and  delivered  at  competitive  prices. 

The  delivery  system  for  these  new  methane  supplies  is 
already  in  place.  Our  nation's  million-mile  gas  pipeline  network 
delivers  energy  more  efficiently  (source  to  consumer)  than  any 
other  major  energy  delivery  system.  And  because  it's  under- 
ground, it  is  also  the  most  environmentally  desirable  way  of 
transporting  energy 

Methane  is  a  versatile,  efficient  fuel.  It  is  cleaner,  less  costly, 
and  is  adaptable  to  more  energy  applications  than  other  major 


fuels.  And  because  methane  molecules  are  the  same  regard- 
less of  the  source,  future  generations  can  have  exactly  the 
same  clean  fuel. 

All  sources  of  energy  will  play  an  important  role  in  meeting 
America's  future  energy  needs.  And  the  gas  industry  has  con- 
sistently recognized  that  each  should  make  its  biggest  contribu- 
tion in  the  jobs  it  does  best.  Oil,  for  instance,  is  essential  as  our 
primary  transportation  fuel;  electricity  for  lights,  motors,  indus- 
trial automation,  and  many  other  uses  Gas  serves  over  55%  of 
the  homes  in  America— and  provides  nearly  40%  of  the  energy 
for  industry  and  agriculture.  And  coal,  of  which  we  have  such  a 
tremendous  supply,  can  and  must  be  used  to  a  far  greater 
extent,  and  gas  energy  can  greatly  enhance  its  use. 

As  we  move  to  develop  future  energy  sources,  the 
advantages  of  a  gas  system  become  increasingly  significant. 

The  facts  are  clear.  What  we  need  today  and 
tomorrow— clean,  efficient  economical 
energy— the  gas  system  delivers.  The  Gas 
Option  is  one  we  cannot  afford  to  ignore. 


Gas:  The  future  belongs  to  the  efficient, 

For  more  mlormation  write  to  American  Gas  Association  Dept  30-DD   1515  Wilson  3lvd  .  Arlington,  Va  22209  c  A  G  A  1961 


220  million,  approximately?  If  we 
were  making  10,000  pairs  a  day,  with 
the  production  days  we  have,  we 
would  be  selling  only  1  %  of  the  entire 
population  of  the  country.  That's 
what  makes  it  so  easy  to  increase." 

It's  an  old  story,  dreams  multiplied 
by  numbers.  The  reality  is  that  com- 
petition in  boots  is  increasing.  Justin 
Industries  is  adding  4,500  pairs  in  dai- 
ly capacity.  Acme  Boot  Co.,  a  subsid- 
iary of  Northwest  Industries  and  the 
industry's  biggest  mass  marketer,  is 
reportedly  raising  production  from 
40,000  pairs  daily  to  51,000. 

Where  will  the  demand  come  from? 
From  outside  boot-wearing's  south- 
western home  country,  evidently. 
Much  of  Tony  Lama's  increased  pro- 
duction will  go  to  markets  east  of  the 
Mississippi  and  abroad.  The  idea 
seems  to  be  that,  as  farmers  and 
ranchers  have  always  done,  affluent 
people  will  make  boots  a  staple  of 
their  wardrobe.  Tony  Lama  Co.  is 
aiming  for  an  upscale  market.  "We'll 
never  sell  to  Sears  or  J.C.  Penney," 
says  Hosey.  The  ordinary  Tony  Lama 
pair  of  boots — which  takes  20  days 
and  some  250  intricate  steps  to 
make— retails  for  $100  to  $250  and 
today  accounts  for  70%  of  sales.  But 
the  company  is  expanding  production 
mainly  at  the  top  of  the  line:  its  El 
Rey  collection,  with  fancier  stitching 


and  exotic  leathers,  like  boa  constric- 
tor, kangaroo  and  sharkskin,  which 
retail  for  up  to  $550.  The  next  plant 
will  make  custom-order  boots,  for  ap- 
propriate custom-order  prices. 

If  it  works,  it  is  a  strategy  designed 
to  enjoy  both  higher  volume  and  cur- 
rent 30%  gross  margins  on  every  boot 
made.  Management  doesn't  believe 
the  machine-made  boots  turned  out 
by  Acme  and  U.S.  Shoe's  Texas  Boot 
division  are  any  competition  at  all. 


The  idea  seems  to  be  that,  as 
farmers  and  ranchers  have 
always  done,  affluent  people 
will  make  boots  a  staple. 


Founded  in  1911  by  Tony  Lama  Sr. 
upon  his  discharge  from  the  U.S.  Cav- 
alry at  Ft.  Bliss  in  El  Paso,  the  com- 
pany grew  at  a  slow,  easily  managed 
pace  until  the  early  1970s,  when  de- 
mand began  to  take  off.  Then  its  trou- 
bles began. 

The  most  grievous  blow  came  in 
1976,  when  U.S.  Customs  accused 
Tony  Lama  Co.  of  fraud  and  slapped  it 
with  a  $36  million  penalty — $6  mil- 
lion more  than  1976  revenues.  For 
seven  years  the  company  had  been 
shipping  leather  across  the  border  to 
Mexico  to  be  cut  and  stitched;  when 


it  was  shipped  back,  the  company  fal- 
sified invoices  and  paid  duties  only  on 
the  costs  of  Mexican  production — far 
less  than  the  true  value.  Tony  Lama 
Co.  pleaded  guilty  to  fraud  and  the 
penalty  was  later  mitigated  to  $2.5 
million,  plus  $513,000  in  unpaid  du- 
ties. When  Bert  Lama,  Tony  Sr.'s  el- 
dest son,  died  of  cancer  in  1977,  out- 
side shareholders  insisted  that  an  out- 
side chairman  be  named.  The  Lamas 
chose  Roger  Souder,  a  former  partner 
in  the  company's  leather  products  di- 
vision and  a  30-year  veteran  of  Justin 
Industries. 

Souder  forged  the  two  production 
lines  into  one  and  cut  labor  costs  by 
15%.  He  delegated  lines  of  authority 
and  revamped  the  data  processing  sys- 
tem to  process  orders  faster.  But  last 
spring,  when  Souder 's  contract  was  up 
and  the  company  was  restored  to 
health,  the  Lamas — who  still  control 
45%  of  the  stock — let  him  go. 

In  his  stead  they  appointed  Hosey, 
an  El  Paso  accountant  who  handled 
the  Lamas'  private  finances.  Hosey, 
the  man  behind  the  expansion,  ad- 
mittedly didn't  wear  cowboy  boots 
until  two  years  ago.  He's  with  the 
program  now.  "For  45  years  I  was 
stupid,"  he  says,  swinging  a  leg  clad 
in  24-karat-gold-embossed  black  ele- 
phant hide  onto  his  desk.  "I  can  wear 
that  boot  forever!"  ■ 


BOLLA 

J///  Jc/fr//h// 


"HOW  MANY  OTHER  GIFTS 
CAN  BE  OPENED  FOUR  TIMES? 


■Franco  Bolla 


"Deciding  which  delicious 
Bolla  wine  to  give  as  a  gift 
should  never  present  a  problem 
to  you. 

"Just  give  the  Bolla  Gift 
Selection,  with  its  two  red 
wines  and  two  white  wines. 
Each  with  its  own  distinctive 
taste.  Full-flavored  Valpolicella. 
Mellow  Bardolino.  Crisp, 
refreshing  Soave.  And  light,  dry  Trebbiano.  All  encased  in 
this  handsome  wooden  giftbox. 

"It's  a  gift  that  truly  shows  your  good  taste.  And  your 
generosity. 

"After  all,  how  many  gifts  can  they  open  four  times?" 
YOU  CAN  ALWAYS  TRUST  THE  TASTE  OF  A  BOLLA 

To  send  the  Bolla  Gift  Selection  anywhere  in  the 
country,  call  toll  free  800-528-6148.  Arizona  residents, 
dial  957-4923. 

IMPORTED  HYTHEJOS  GARNEAU  CO..  N.Y.,  N  Y. 


Can  Japan  continue  to  grow  in  the  face  of 
rising  protectionism?  An  insider's  view. 


As  I  See  It 


Innovate 
or  die 


By  Norman  Gall 


Saburo  Okita,  67,  is  one  of  Ja- 
pan's leading  economic  plan- 
ners and  the  main  author  of  the 
economic  plan  that  saw  Japan  double 
per  capita  income  in  five  years  during 
the  1960s.  He  served  as  his  country's 
foreign  minister  from  November  1979 
to  June  1980  and  chairman  of  the  in- 
fluential Japan  Economic  Research 
Center  in  the  1970s. 

Forbes  interviewed  him  recently 
on  the  growing  friction  between  Japan 
and  its  trading  partners. 

In  the  three  decades  following  World 
War  II,  Japan  more  than  tripled  its  share 
of  the  world's  gross  product,  emerging  as 
the  leader  in  several  industries.  How  can 
Japan  now  retain  its  ascendency'1. 
Okita:  Japan  will  have  to  continue  its 
progress  in  technology  and  manage- 
ment. Other  developing  countries  will 
gradually  catch  up,  as  Japan  did  in  the 
past.  Brazil,  Korea,  Taiwan  and  others 
are  pressing  us  to  continue  moving 
ahead.  Also,  our  economic  future  will 
depend  on  what  extent  the  markets  of 
industrial  countries,  particularly 
North  America  and  Europe,  are  open 
to  our  products. 

Specifically,  what  industries  offer  Ja- 
pan opportunities  in  the  years  ahead? 
Okita:  I  don't  see  any  substantial  in- 
crease in  our  share  of  the  world  car 
market.  But  even  where  countries 
have  their  own  car  industries,  they 
may  have  to  import  a  very  large  por- 
tion of  their  components  from  Japan. 
Take  the  case  of  Korean  shipbuilding. 
Korea  has  a  very  big  shipyard — one 
million  tons  deadweight  capacity.  But 
it  imports  a  large  amount  of  equip- 
ment for  the  ships  from  Japan.  Watch- 
es, cameras  and  automobiles  all  are 
moving  more  and  more  into  electron- 
ics. Machine  tools  have  moved  into 


Japan's  Saburo  Okita 

Nothing  to  fear  but  complacency. 

electronics  too,  so  there  are  possibly 
several  new  frontiers  coming  one 
after  another.  We  cannot  identify 
what  the  frontiers  are  now,  but  we  see 
very  large  areas  of  new  development 
ahead  in  electronics.  Japan  may  have 
some  advantage  in  this  area. 

And  what  do  you  see  as  the  principal 
disadvantage  for  Japan? 
Okita:  By  1985  Japan  will  have  the 
industrial  world's  oldest  work  force, 
with  40%  over  age  45,  just  as  the 
savings  ratio  is  declining,  as  more 
time  and  resources  are  shifted  into 
leisure  activity.  The  proportion  of  re- 
sources that  can  be  invested  to  im- 
prove future  production  capacicy  will 
eventually  dwindle.  Already  Japanese 
productivity  increases  are  growing 
smaller,  even  though  capital  invest- 
ment per  worker  rose  sharply  during 
the  1970s.  If  we  want  a  5%  rate  of 
annual  economic  growth  in  real  terms 
in  the  1980s,  we  must  have  productiv- 
ity gains  of  about  3%.  In  1976-79  our 
productivity  rose  by  3.9%  yearly,  com- 


pared with  0.7%  in  the  U.S.  and  3%  in 
Germany  in  the  same  years,  and  with 
9%  in  Japan  itself  in  1964-73. 

Historically,  industrial  supremacy  does 
not  seem  to  last  very  long.  As  the  French 
historian  Fernand  Braudel  put  it  in  his 
great  work  The  Mediterranean  and  the 
Mediterranean  World  in  the  Age  of 
Philip  II:  "All  industrial  curves  seem  to 
take  off  vertically  and  to  decline  equally 
dramatically  " 

Okita :  There  is  probably  a  historical  life 
cycle  for  all  countries.  Some  newcom- 
ers may  rise  along  a  very  steep  curve. 
After  such  a  rise,  some  countries  may 
reach  a  saturation  point  quickly,  while 
others  may  stay  on  a  plateau.  Another 
economic  historian,  Professor  Charles 
Kindleberger  of  MIT,  wrote  in  the  early 
1970s  about  the  rise  of  Germany  to 
challenge  Great  Britain  a  century  ago. 
In  the  same  article  he  predicted  a  nar- 
rowing technological  gap  between  Ja- 
pan and  the  U.S. 

There's  one  big  difference  between 
the  U.S.  and  Japan.  The  U.S.  has  a 
very  large  surplus  in  food  production. 
You  can  be  self-sufficient  in  energy  if 
you  wish,  if  you  use  coal  more  exten- 
sively. You  have  a  large  national  land 
mass  that  you  can  use  for  many  pur- 
poses. So  the  U.S.  may  proceed  more 
slowly  along  any  saturation  curve  of 
economic  development.  But  countries 
like  Britain  and  Japan  depend  heavily 
on  imported  food  and  raw  materials.  If 
they  stop  their  progress  in  technolo- 
gy, their  decline  may  be  sharper  be- 
cause their  products  no  longer  can 
compete  in  world  markets.  If  you  be- 
come uncompetitive,  you  cannot  buy 
sufficient  raw  materials,  which  may 
make  things  worse.  Unless  your  tech- 
nology and  management  continue  to 
improve,  you  fall  very  rapidly. 

As"  to  tuitions  on  the  rise  economically, 
you  hare  been  saying  that  the  importance 
of  the  nations  of  East  Asia,  including 
Australia  and  New  Zealand,  has  been 
increasing  rapidly  in  the  world  economy. 
U.S.  trade  with  East  Asia  exceeded  its 
European  trade  in  some  recent  years. 
Why  are  these  countries  becoming  so 
important? 

Okita:  The  western  Pacific  countries 
have  higher  growth  rates  for  produc- 
tion and  trade  than  Western  Europe. 
The  Asian  countries  started  from  a 
low  base,  with  highly  educated  sur- 
plus labor,  enabling  them  to  absorb 
Western  technology  and  thus  improve 
their  productivity.  Living  standards 
will  also  improve.  But  there's  a  cer- 
tain lag  between  productivity  growth 
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500  people  in  Puerto  Rico 
are  ready  to  work  for  you. 

No  charge. 


From  the  moment  you  decide  to  locate  in  Puerto  Rico, 
you'll  be  assisted  by  this  small  army  of  talented  advisors. 
They  work  for  our  Economic  Development  Administration 
(EDA).  But,  in  very  tangible  ways,  they  also  work  for  you. 

They're  realtors  who'll  walk  you  through  our  inven- 
tory of  buildings  ready  for  immediate  occupancy 

for  a  rental  as  little  as  $1.50  a  square  foot.  Or  if  you 
have  special  plant  and  site  requirements,  they 
are  architectural,  engineering,  and  construction 
consultants.  They  cut  the  red  tape.  They're 
experts  at  getting  permits  fast. 

They  also  provide  free  feasibility  studies, 
help  you  let  out  contractor  bids,  and  perform  super- 
visory and  inspection  tasks  during  construction. 

Then  there  are  our  recruiters.  They'll  help  staff 
your  plant  with  the  capable  workers  Puerto  Rico 
is  famous  for.  They  also  supervise  training  programs. 
After  start-up,  at  least  one  EDA  person  will  remain 
with  you  as  your  liaison  with  government  agencies. 
You'll  also  have  technical  assistance  available  for 
establishing  quality  control  systems. 

In  Puerto  Rico,  we  appreciate  your  busi- 
ness. So  we  work  hard  to  get  things  done  for  you. 


Puerto  Rico,U.S.  A.  I 

The  ideal  second  home  for  American  business. 


or  more  information:  write  us  on  your  company  letterhead.  Puerto  Rico  Industrial  Development,  Dept.  FB-20  ,  1290  Avenue  of  the  Americas,  New  York,  N.Y.  10104. 

Or  call  us  toll-free:  (800)  223-0699.  Ask  for  Carlos  Marquez,  Deputy  Administrator.  In  New  York  State,  call  (212)  245-1200. 

gs  done. 


Asarco. . .  meeting  the  metal  needs  of  the  80  s 


New  facilities  now  comprise  more  than  two-thirds  of  Asarco  s  modernized  plant  at  El  Paso,  Texas 


with  this  modernized  copper  and  lead  plant. 

Asarco  s  policy  of  building  for  the  future  has 
resulted  in  new  and  modernized  metal-producing 
plants,  such  as  the  copper  and  lead  smelter  and  zinc 
fuming  complex  shown  above.  New  technology  has  also 
helped  improve  the  productivity  of  this  plant  and 
of  our  other  facilities  around  the  country. 

Asarco's  copper  refinery  in  Amarillo,  Texas,  is  the 
most  modern  in  the  industry,  as  is  our  lead  smelter 
and  refinery  in  Glover,  Missouri. 

Asarco  does  more  than  process  ore  from  its  own  mines. 
Performing  this  service  for  other  mining  companies 
is  an  essential  part  of  our  business.  Today,  we  are 
the  world's  largest  custom  smelter  and  refiner  of 
nonferrous  metals.  The  metallurgical  sophistication 
of  our  plants  enables  us  to  handle  complex  ores  which 
cannot  be  processed  elsewhere  in  the  United  States 
and  to  recover  valuable  by-products  in  the  process. 

For  more  information  on  Asarco,  write  for  the  latest 
edition  of  our  Fact  Book.  Department  55,  ASARCO 
Incorporated,  120  Broadway,  New  York,  N.Y  10271. 

ASARCO 

Metals  &  Minerals 


As  I  See  It 

and  consumption  growth  that  pro- 
vides a  margin  for  savings  and  some- 
times also  an  advantage  in  competing 
tor  world  markets. 

After  World  War  II,  Western  Europe 
also  was  a  surplus  labor  economy,  with 
highly  educated  people  willing  to  work 
for  wages  much  loiver  than  those  in 
North  America.  Apparently  Western  Eu- 
rope note  has  become  less  competitive? 
Okita:  The  European  Economic  Com- 
munity (EEC)  was  formed  because  its 
ten  countries  together  have  a  larger 
population  and  market  than  the  U.S. 
But  the  European  countries  will  be  in 
deep  trouble  if  they  remain  compla- 


There  is  probably  a  histori- 
cal life  cycle  for  ail  coun- 
tries. But  countries  like 
Britain  and  Japan  depend 
on  imported  food  and  raw 
materials.  If  they  stop  their 
progress  in  technology, 
their  decline  may  be  sharp. 


cent  about  their  own  societies  and 
neglect  to  move  ahead  in  technology 
and  management.  However,  there  is  a 
chance  if  Europeans  seriously  try  to 
pull  their  market  together  and  join 
forces  in  research  and  development  to 
renovate  their  industry. 

During  this  "renovation"  period, 
wouldn't  it  be  essential  for  Europeans  to 
keep  out  competitive  Japanese.  Korean 
and  Taiwanese  products,  just  as  Japan 
set  up  protectionist  barriers  in  its  earlier 
phase  of  industrialization? 
Okita:  I  don't  know  for  how  long,  but 
measures  to  restrict  imports  from  Ja- 
pan and  the  newly  industrializing 
countries  will  fail  eventually  if  their 
own  industries  don't  become  more 
competitive.  Protectionism  can  be 
helpful  in  a  temporary  bridging  period 
to  modernize  industries.  But  if  protec- 
tionism lasts  too  long  these  industries 
tend  to  become  less  and  less  competi- 
tive. They  will  not  be  able  to  sell 
abroad.  Although  imports  into  their 
home  markets  can  be  blocked,  they 
can't  restrict  competition  in  third 
markets. 

That's  what  seems  to  be  happening  in 
the  automobile  industry  where  we  see  a 
spreading  of  local  content  rules.  Manu- 
facturers may  hare  to  establish  produc- 
tion facilities  in  different  countries,  or 
subcontract  locally  for  parts  or  materials, 
roughly  in  proportion  to  local  sales.  Do 
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IN  THE  WORLD:  POLITICS,  CONSCIENCE,  CASH 
The  business  of  nations  affects  business  among 
them.  An  act  of  social  change  can  send  ripples 
around  the  globe.  The  men  and  women  whose 
world  is  international,  require  and  demand  the 
focus  of  an  international  perspective. 
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A  MAGAZINE, 
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Guess  who's  going  to  buy  a  computer? 


II  ho  knows  more  about  computers 
than  anybody  else?  Ttiats  who 
Im  buying  mine  from." 


You  reach  a  point 
where  you  can  7  handl 
any  more  business 
without  one.'" 


Up  and  down  Main  Street,  owners  of  small  businesses  are 
coming  to  the  same  conclusion:  "I  need  a  computer." 

But  do  you  still  have  questions?  About  price,  for  example? 
Or  service?  Will  it  be  easy  to  use? 

It  will  reassure  you  to  know  that  IBM  has  computers 
designed  and  priced  specifically  for  small  businesses. 

Youll  be  glad  to  know  that  IBM  computers  are  easy  to  learn 
and  easy  to  use  —  and  IBM  will  help  you. 


that 
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"We  sure  were  pleasantly 
surprised  at  those  IBM 
prices" 


"IBM  has 
a  reputation 
for  quality. 
It  makes  sense 
to  go  with  them. 


"H  e  he  got  to  if  we  re 
going  to  keep  growing. 


"At  long  last! 
Freedom  from 
paperwork." 


"I  tried  one  out  in  person— 
that  IBM  machine  is  easy  to 
use" 


"I  didn't  know 
IBM  makes  computers 
for  less  than 
$1,600." 


"Lets  get  one  from 
IBM,  Ed—  if  we  ever 
have  a  problem,  they're 
famous  for  service. " 


You'll  be  happy  to  know  that  IBM  already  has  programs 
that  were  written  for  small  businesses— programs  that  have 
been  proved  and  refined  in  actual  use. 

Finally,  IBM  experience  and  service  are  close  at  hand, 
wherever  you  live. 

The  Fortune  500  has  had  the  advantages  of  IBM 
tnicomputers  for  years. 

Now  it's  Main  Street's  turn.==^=  £=• 


As  I  See  It 


you  think  Japan  can  live  with  a  system 
like  this? 

Okita:  It  depends  on  to  what  degree 
Western  markets  will  be  closed.  There 
are  possibilities  of  various  kinds  of 
restrictions.  In  the  U.S.  automotive 
industry,  our  experience  in  negotiat- 
ing shows  that  20%  to  25%  of  the 
market  going  to  foreign  cars  may  be 
the  critical  threshold.  In  Britain, 
there's  a  kind  of  gentlemen's  agree- 
ment between  the  British  and  Japa- 
nese automobile  industries,  not  in- 
volving the  two  governments,  to  limit 


countries  while  maintaining  the  basic 
principle  of  free  trade. 

Professor  Kindleberger,  whom  you 
mentioned  earlier,  also  urote  that  "free 
trade  is  the  hypocrisy  of  the  export  inter- 
est, the  clei  er  dei  ice  of  the  climber  who 
kicks  the  ladder  away  when  he  has  at- 
tained the  summit  of  greatness.  "Japan  is 
being  criticized  by  Westerners  for  practic- 
ing free  trade  in  export  policy  and  mer- 
cantilism in  its  import  policy. 
Okita:  I  don't  think  we  are  practicing 
mercantilism  at  all.  If  you  look  at  our 
trade  statistics,  sometimes  there  are 
surplus  years  but  there  are  also  deficit 
years.  We  have  to  import  foodstuffs, 


Iron  and  scrap  metal  complex  at  Nagoya  Harbor 

But  what  of  a  future  with  the  industrial  world's  oldest  workforce? 


)apanese  car  imports  to  11%  of  total 
registrations.  France  is  limiting  the 
Japanese  share  of  its  car  market  to  3% 
without  any  agreement,  under  admin- 
istrative guidance  by  the  government. 

Although  these  arrangements  will 
prevent  the  Japanese  market  share 
from  growing,  if  the  levels  of  restric- 
tion are  permissive  enough  they  may 
enable  our  industry  to  survive.  We 
have  no  idea  of  damaging  industries 
in  Europe  and  North  America  too 
seriously  because  we  must  maintain 
friendly  political  relations.  But  it  is 
dangerous  to  keep  on  settling  these 
issues  in  an  ad  hoc  and  arbitrary  way 
between  two  countries.  Then  the 
general  rule  of  free  trade  may  gradu- 
ally be  eroded  and  the  very  existence 
of  GATT  (General  Agreement  on 
Tariffs  and  Trade).  We  want  to 
maintain  the  basic  principle  of  free 
trade. 

There  will  have  to  be  some  interna- 
tionally agreed  rules  rather  than  arbi- 
trary bilateral  negotiations  to  accom- 
modate the  difficulties  of  importing 


and  Japan  is  the  largest  market  for 
U.S.  agriculture.  We  spend  around  $60 
billion  yearly  to  import  oil,  which  is 
about  40%  of  our  imports.  Over  a  ten- 
year  period,  our  exports  and  imports 
are  in  balance,  if  you  take  into  ac- 
count invisibles,  such  as  insurance, 
freight,  banking  and  tourism.  Each 
year  we  have  around  a  $10  billion 
deficit  in  invisibles.  So  we  are  not 
accumulating  foreign  exchange.  Be- 
cause of  high  oil  prices,  the  $16.5  bil- 
lion current  account  surplus  of  1978 
became  an  $8.8  billion  deficit  in  1979 
and  a  $10.7  billion  deficit  in  1980. 
Because  the  share  of  food,  energy  and 
raw  materials  in  Japanese  imports  is 
so  large,  there's  not  much  room  for 
expanding  imports  of  manufacturers 
without  further  expanding  Japan's  ex- 
ports. Yet  we  recognize  that  trade  is  a 
reciprocal  thing.  We  should  work  hard 
to  increase  manufactured  imports 
from  the  U.S.  and  Europe  so  that  we 
will  be  able  to  export  more  to  these 
markets.  Another  question  is:  Can 
U.S.  and  European  manufacturers  put 


some  more  effort  into  developing  ex- 
ports to  Japan? 

But  the  F.uropeans  and  Americans 
complain  bitterly  that  the  main  obstacles 
to  entering  the  Japanese  markets  are  not 
tariffs  but  so-called  nontarijf  barriers 
and  the  difficulties  of  working  foreign 
[products  into  the  Japanese  distribution 
system. 

Okita:  Foreigners  tend  to  say  that  the 
Japanese  market  is  hard  to  penetrate, 
without  their  even  trying  to  do  so. 
Some  even  say  the  Japanese  language  is 
an  invisible  trade  barrier.  Foreign  trad- 
ers do  not  learn  the  Japanese  language 
and  want  to  sell  their  products  by  using 
only  English.  How  can  you  penetrate 
effectively  in  a  market  somewhat  dif- 
ferent from  Western  tradition?  Our 
sellers  of  autos  and  electronics  go  to  the 
U.S.  and  Europe  for  10  or  15  years, 
working  hard  at  making  contacts  and 
learning  the  language,  before  they  suc- 
ceed in  opening  up  the  market.  How 
many  European  and  U.S.  suppliers  have 
done  so  in  Japan?  In  some  cases,  like 
pharmaceuticals  and  agricultural  prod- 
ucts, foreigners  have  rightly  com- 
plained of  bureaucratic  obstacles  to 
their  entering  the  Japanese  market.  But 
those  regulations  have  been  relaxed. 

At  the  same  time,  Japan  could  be  reliev- 
ing the  problem  of  foreign  restrictions  on 
imports  by  exporting  not  goods  but  cap- 
ital to  produce  locally.  Japan  is  becom- 
ing a  major  capital  exporter,  Just  as  Brit- 
ain was  at  the  height  of  its  industrial 
supremacy  in  the  19th  century. 
Okita:  I  think  this  is  an  inevitable 
process.  Not  only  did  the  British  do 
this  at  the  height  of  their  economic 
power,  but  the  Italians  and  the  Dutch 
did  it  before  the  British,  and  the 
Americans  and  Germans  after  them. 
Japan  is  beginning  to  export  capital  on 
a  large  scale  because  many  countries 
want  factories  from  us  rather  than 
finished  goods.  Europeans  tell  us  that 
Japan  should  export  factories  to  Eu- 
rope to  provide  employment  and  to 
allow  European  industry  to  absorb  Jap- 
anese quality  control  and  other  tech- 
nology. Also,  Japan  will  have  surplus 
savings  that  we  can  export  in  the 
form  of  capital,  so  the  yen  will  be- 
come more  internationalized.  For  the 
moment,  our  earnings  on  capital  ex- 
ports are  small.  We  are  new  investors. 
But  gradually  we  will  depend  more  on 
returns  from  our  capital  investment. 

But  we  shouldn't  become  too  de- 
pendent on  them  because  we  should 
rely  mainly  on  technological  progress. 
If  you  become  complacent  with  the 
growing  return  on  capital  investment, 
then  you  will  become  very  lazy  and 
industry  will  stop  progressing.  ■ 
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Are  governments  "mismanaging"  their  economies?  Or  is  global 
stagflation  an  inevitable  stage  in  human  affairs  that  neither 
politicians  nor  economists  can  do  much  about? 


Echoes  from 
a  Siberian 
prison  camp 


By  James  W.  Michaels, 
William  Baldwin  and  Lawrence  Minard 

It  is  the  early  1930s.  A  stooped,  emaciated  figure 
trudges  in  chains  through  the  drear  Siberian  landscape 
and  disappears  into  history — one  of  the  hundreds  of 
thousands  who  died  in  Stalin's  prison  camps.  His  name: 
Nikolai  Dimitriyevich  Kondratieff.  Occupation:  econo- 
mist. Crime:  thinking  for  himself. 

Why  revive  an  obscure  Marxist  heretic?  What  has  he  to 
do  with  towering  federal  deficits,  high  unemployment, 
dizzying  interest  rates  and  the  economic  foreboding  that 
afflicts  so  many  people  today?  Just  this:  While  John  Maynard 
Keynes  was  sipping  champagne  in  well-appointed  drawing 
rooms  and  working  out  the  ideas  that  still  dominate  eco- 
nomic policy  in  most  of  the  Free  World,  Nikolai  Kondratieff 
was  thinking  in  far  grander  terms.  Keynes  was  looking  for  a 
practical  way  out  of  the  Great  Depression.  Kondratieff  was 
speculating  on  the  sweep  of  economic  history — why  do  we 
have  waves  of  prosperity  and  of  adversity?  He  believed  there 
were  great  tides  in  economic  affairs  that  could  humble 
economists  and  destroy  politicians. 

Today,  we  are  inclined  to  blame  our  politicians  for  every 
ebb  and  flow  in  the  economy.  Do  Reagan's  tax  cuts  fail  to 
produce  instant  results?  Does  Margaret  Thatcher  fail  in 
two  years  to  undo  the  mischief  of  35  years?  Throw  the 
rascals  out.  We  want  fast,  fast  relief.  Isn't  that  what  politi- 
cians and  economists  are  supposed  to  provide? 

Nikolai  Kondratieff  knew  the  politicians  were  only  mi- 
nor players.  He  was  a  wave  theorist.  There  were  great  tides 
in  human  affairs,  he  believed,  tides  you  could  measure  but 
not  control.  The  chart  that  begins  on  the  facing  page  is  an 
idealized  representation  of  Kondratieff 's  theory.  It  plots 
the  movement  of  wholesale  prices  in  the  U.S.  over  nearly 
200  years.  Clearly,  there  is  a  throb,  a  beat  to  the  cycles, 
with  long  rises  and  long  falls. 

All  this  is  germane  today,  with  the  failure  of  convention- 
al economics  to  deal  with  inflation  and  with  most  political 
policies  seemingly  self-defeating.  Thinking  of  Kondratieff 


forces  us  to  ask:  Has  the  great  wave  of  prosperity,  35  years 
old  now,  that  swept  the  world  after  the  Second  World  War, 
finally  ended?  Are  we  in  the  grip  of  a  massive  deflation 
comparable  to  that  of  the  1930s? 

In  many  ways,  the  affairs  of  man  are  indeed  cyclical.  Old 
people  in  the  1930s  generally  thought,  and  rightfully  so: 
"Things  were  better  when  I  was  a  young  man."  By  con- 
trast, older  people  today  will  generally  concede:  "Inflation 
notwithstanding,  the  country  never  had  it  so  good."  It  all 
depends  on  where  you  stand  in  a  cycle.  In  1981,  only  a  fool 
would  still  say:  Home  prices  always  go  up.  But  it  did  look 
that  way  only  last  year. 

Kondratieff  was  a  ranking  scholar  at  Moscow's  Agricul- 
tural Academy  and  in  the  early  1920s  began  studying 
100-year-plus  series  of  commodity  prices  for  France,  Brit- 
ain and  the  newly  muscular  U.S.  A  pattern  caught  his  eye: 
The  price  indices  rose  sharply,  then  fell  sharply,  then  rose 
again  and  fell  again  with  what  seemed  to  be  remarkable 
regularity — and  with  a  remarkably  long  time  between 
peaks  and  troughs.  In  one  of  his  rare  published  works 
Kondratieff  himself  described,  in  1926,  what  has  come  to 
be  called  long-wave  theory  this  way: 

The  upswing  of  the  first  long  wave  embraces  the  period  from 
1789  to  1814,  i.e.,  25  years;  its  decline  begins  in  1814  and 
ends  in  1849,  a  period  of  35  years.  The  cycle  is,  therefore, 
completed  in  60  years. 

The  rise  of  the  second  wave  begins  in  1849  and  ends  in  1873, 
lasting  24  years.  The  decline  of  the  second  wave  begins  in  1873 
and  ends  in  1896,  a  period  of  23  years.  The  length  of  the  second 
wave  is  47  years. 

The  upward  movement  of  the  third  wave  begins  in  1896  and 
ends  in  1920,  its  duration  being  24  years.  The  decline  of  the 
wave,  according  to  all  data,  begins  in  1920 

Now  that's  a  bit  scary.  For  much  of  the  world  and  indeed 
for  the  U.S.  agricultural  economy,  the  Great  Depressionrf/t/ 
begin  in  the  early  1920s.  Assuming  the  down  phase  lasted 
between  25  and  35  years,  that  would  put  the  upswing  of  a 
fourth  wave  somewhere  in  the  late  1940s  or  early  1950s. 
And  what  an  upswing  it  has  been.  Since  World  War  D 
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average  family  income  in  the  U.S.  expressed  in  constant 
dollars  has  doubled.  Such  a  real  gain  for  the  average  citizen 
is  unprecedented  in  history.  Prosperity  is  no  longer  regard- 
ed as  a  gift  from  heaven.  It  is  a  God-given  right.  Woe  betide 
the  government  in  power  when  it  flags  or  lags. 

Take  care,  however.  If  Kondratieff 's  pattern  repeats,  that 
jreat  upswing  would  have  ended  in  the  mid-Seventies — 
around  the  time  of  the  OPEC  petroleum  crunch.  We  would 
be  in  the  early  stages  of  a  major  downswing,  which  could 
bring  wars  and  civil  disturbances.  Perhaps  we  should  in- 
deed be  caching  food  in  country  retreats. 

But  will  the  pattern  repeat  and  produce  a  fourth  great 
downswing?  Or  is  Kondratieff  more  Russian  mystic  than 
sound  economist?  A  problem  with  Kondratieff  is  that  he 
did  not  explain  why  these  great  waves  rose  and  fell.  As  a 
good  if  unorthodox  Communist,  he  blamed  the  whole 
thing  on  the  instability  of  capitalism.  Not  surprisingly, 
then,  Kondratieff  has  few  believers  in  the  U.S.  economic 
establishment — perhaps  because  his  fatalism,  his  pessi- 
mism, are  too  alien  to  the  pragmatic  American  spirit.  Paul 
Samuelson,  in  many  ways  the  dean  of  U.S.  economists, 
calls  Kondratieff 's  waves  "nonsense."  He  adds:  "A  statisti- 
cian's absurdity."  His  distinguished  MIT  colleague  Charles 
Kindleberger  (Forbes,  Sept  14)  agrees:  "Kondratieff  is  like 
astrology." 

But  there  are  reputable  scholars  who  take  Kondratieff 
seriously — not  literally,  not  without  reservations,  but  seri- 
ously. The  late  great  Joseph  Schumpeter,  who  was  no 
socialist,  accepted  Kondratieff 's  evidence  and  tried  to  ex- 
plain the  waves  in  non-Marxist  terms. 

As  Schumpeter  saw  it,  rising  waves  were  created  by 
introducing  new  production  technologies  and  markets. 
Declining  waves  were  produced  by  the  inevitable  matura- 
tion of  the  innovative  stage. 

The  railroads,  for  example,  were  a  great  innovation  that 
produced  vast  investments  and  created  prosperity.  But 
then  the  railroads  were  built  and  investment  flagged.  A 
modern  follower  of  Schumpeter  might  explain  post-World 
War  II  prosperity  in  terms  of  the  changes  wrought  by  the 


automobile.  That  transformation  is  virtually  completed 
now  and  so  there  is  a  downswing,  which  will  be  ended  by 
the  next  wave  of  innovation. 

"This  process  of  industrial  change, "  wrote  Schumpeter  in 
Capitalism,  Socialism  and  Democracy ,  "provides  the  ground 
swell  that  gives  the  general  tone  to  business.  .  .  .  Thus 
there  are  prolonged  periods  of  rising  and  of  falling  prices, 
interest  rates,  employment  and  so  on,  which  phenomena 
constitute  parts  of  the  mechanism  of  this  process  of  recur- 
rent rejuvenation  of  the  productive  apparatus." 

Paul  Samuelson,  who  studied  under  Schumpeter  at  Har- 
vard in  the  1930s,  recalls: 

"Schumpeter  had  a  great  propensity  to  believe  in  waves. 
He  believed  in  a  40-month  cycle,  and  superimposed  on  it 
an  8-year  Juglar  cycle,  and  superimposed  on  that  is  a  long 
30-  or  50-year  Kondratieff  cycle.  The  reason  the  1930s 
Depression  was  so  bad,  according  to  him,  was  that  all 
these  cycles  hit  their  troughs  simultaneously." 

Schumpeter  was  not  alone.  Walt  Whitman  Rostow,  for- 
merly adviser  to  Presidents  Kennedy  and  Johnson  and 
currently  professor  of  history  and  economics  at  the  Uni- 
versity of  Texas  at  Austin,  has  popularized  the  long-wave 
theory  in  two  recent  books,  The  World  Economy  and  Why  the 
Poor  Get  Richer  and  the  Rich  Slow  Down.  Like  Schumpeter, 
Rostow  has  tried  to  bridge  the  gap  between  the  Kondratieff 
waves  and  the  observed  real  world.  Then  there  is  Jay 
Forrester,  a  rather  unorthodox  MIT  economist  who  was 
trained  in  electrical  engineering  and  who  learned  about 
cycles  as  a  child  on  a  Western  cattle  ranch.  Forrester  has  a 
computerized  model  of  a  two  factor  economy — consumer 
goods  and  capital  goods — which,  he  claims,  confirms  the 
validity  of  Kondratieff  waves.  Says  Forrester: 

"Current  economic  conditions  are  much  like  those  at  a 
peak  of  a  long  wave  [italics  ours].  At  such  a  peak  one  should 
expect  a  decline  in  new  capital  investment,  rising  unem- 
ployment, a  leveling  out  in  labor  productivity,  high  interest 
rates,  rising  prices,  falling  return  on  investment,  increasing 
amplitude  of  business  cycles  and  reduced  innovation  from 
maturing  of  the  current  wave  of  technological  advance. 


Walt  Whitman  Rostow  at  the  University  of  Texas 

Trying  to  bridge  Kondratieff  waves  and  the  real  world. 

Such  conditions  fit  today's  situation.  Similar  conditions 
last  occurred  in  the  1 920s  at  the  previous  long- wave  peak." 

Less  dogmatic  than  Rostow  or  Forrester,  Princeton's 
Nobel  winner  Sir  Arthur  Lewis  nevertheless  accepts  the 
existence  in  history  of  "long  periods  of  relative  prosperity 
and  long  periods  of  relative  stagnation."  In  Lewis'  view: 

"There  are  really  two  sets  of  longish  cycles — the  50-year 
cycle  fe.g.,  Kondratieff],  which  we  don't  really  have  the 
evidence  to  support,  and  the  18-  or  20  year  construction 
cycle,  which  gives  10  years  of  prosperity  and  10  years  of 
stagnation.  Now,  if  you  ask  if  I  believe  in  this  kind  of  long 
waves,  the  answer  is:  probably  yes."  Lewis  thinks  that 
over  the  past  century  the  U.S.  economy  has  suffered  no 


fewer  than  six  "great  depressions,"  whose 
starting  points  were  1873,  1893,  1907,  1929, 
1957  and  1974.  Lewis  reckons  that  each  of 
these  depressions  lasted  10  years,  except  for 
the  1929  one;  it  lasted  12  years.  Lewis: 
■  "I  am  not  predicting  anything.  But//"  histo- 
ry repeats — and  history  often  does  not  re- 
peat— then  the  period  of  stagnation  that 
started  in  1974  should  end  sometime  in  the 
mid-1980s."  That  puts  Lewis  closer  to  Ros- 
tow than  to  Forrester. 

Gerhard  Mensch  is  a  young  German 
economist  and  "innovation  researcher" 
currently  teaching  at  Case  Western  Re- 
serve. Like  Schumpeter,  he  argues  that  de- 
pressions result  when  new,  high-growth  in- 
novations mature— as  steam  locomotives 
did  in  the  1870s  and  as  automobiles  are 
doing  today.  The  period  between  an  old 
technology's  maturation  and  a  new  technol- 
ogy's take-off  Mensch  calls  a  "technological 
stalemate" — a  downswing  in  Kondratieff 
terms.  Mensch  thinks  we  have  been  in  such 
a  stalemate  since  the  late  1960s,  and  will 
emerge  from  it  in  the  early  or  mid-1980s, 
probably  1984,  when  the  innovations  of  the 
past  decade  or  two  are  transformed  from  replacing  labor 
(example:  microprocessors  used  to  reduce  bookkeeping 
staffs)  to  creating  consumer  product  industries  [eg  ,  micro- 
processors used  to  create  the  home  computer  industry).  So 
Mensch,  too,  is  relatively  optimistic  about  where  we  stand 
in  the  great  cycle. 

Clearly,  more  Kondratieff-watchers  think  we  are  ap- 
proaching an  upswing  than  think  the  downswing  is  just 
starting.  But  this  gives  relatively  little  comfort.  The  futil- 
ity of  using  Kondratieff 's  work  for  prediction  was  nowhere 
better  illustrated  than  in  a  book  written  in  1972  by  James 
Shuman  and  David  Rosenau.  The  authors,  dedicated  Kon- 
dratieffians,  predicted  "euphoria  and  contentment  [in]  the 
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late  1970s  and  early  1980s."  Instead,  the 
world  got  OPEC,  Qaddafi,  a  couple  of  stock 
market  collapses  and  double-digit  inflation. 
At  the  same  time,  some  Marxists  (see  box,  p. 
174)  use  Kondratieff  to  explain  why  the 
final  crisis  of  capitalism  was  so  long  in 
coming  and  why  it  is — finally — at  hand. 

Gavyn  Davies  is  the  bright,  bearded 
young  chief  economist  at  London  stockbro- 
kers Simon  &  Coates.  Davies'  big  institu- 
tional clients  are  intrigued  by  the  invest- 
ment implications  of  the  Kondratieff  long 
waves,  which  now  seem  to  be  saying,  "Buy 
bonds."  So  Davies  recently  subjected  the 
long  waves  to  modern  statistical  analysis. 

Waves  there  were,  he  discovered,  but 
they  are  very  uneven.  He  concluded  that 
looking  for  waves  may  have  caused  re- 
searchers to  ignore  breaks  and  discontinui- 
ties, which  may  be  more  significant.  For 
example:  "The  wholesale  price  level  in  the 
U.K.  was  at  about  the  same  level  in  1810  as 
in  1946.  But  since  1946  prices  have  in- 
creased by  about  ten  times.  My  question  is: 
With  such  a  radical  change,  is  it  valid  or 
interesting  to  say  there  are  cycles  in  that 
data?  Was  there  a  huge,  discrete  change  that  started  in 
1946?"  Davies  adds  that  he  had  the  same  kind  of  problem 
with  cycles  in  yields  on  British  government  bonds:  "Sure," 
he  says,  "the  peaks  are  54  years  apart:  3.4%  in  1866;  5.3% 
in  1920;  14.9%  in  1974.  But  with  such  a  difference  in 
height,  are  we  missing  something  much  more  important 
by  concentrating  on  long  waves?" 

Davies'  point  is  particularly  well  taken.  The  prosperity 
that  began  after  World  War  II  does  indeed  show  signs  of 
being  different  from  previous  upward  waves.  But,  as  Da- 
vies points  out,  both  the  rise  in  prices  and  the  levels  in 
interest  rates  are  much  higher  this  time  than  at  previous 
Kondratieff  peaks.  Is  the  difference  merely  quantitative? 
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Or  is  it  qualitative  as  well?  Davies  doesn't  know,  but  he 
isn't  ready  to  accept  the  inevitability  of  the  fourth  great 
Kondratieff  downturn. 

Perhaps  most  telling  against  Kondratieff 's  theories  is  the 
tenuousnessand  paucity  of  the  evidence.  Samuelson  again  in 
respect  to  his  mentor's  acceptance  of  Kondratieff 's  waves: 

"At  the  time  Schumpeter  was  writing,  capitalism  by  his 
reckoning  was  only  120  years  old.  So  you  are  talking  about 
very,  very  small  samples — just  two  or  three  cycles.  So 
given  the  length  of  the  putative  Kondratieff  cycles  and  the 
shortness  of  the  time  series  of  capitalism,  if  you  apply 
modern  statistical  methods  for  analyzing  cycles  and  fre- 
quencies in  time  series,  you  will  not  empirically  find  a 
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The  Bayeux  tapestry  wove  the  Normans  together. 
Its  message  united  the  people. 
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This  fiber  optics  network  from  Northern  Telecom  will  do  the 
same  for  a  rural  population  scattered  over  100,000  square  miles. 

The  Bayeux  tapestry  is  a  pictorial  history  of  the  Norman  conquest  of  England  in  1066.  Woven  by 
the  ladies  of  William  the  Conqueror's  court  as  the  events  occurred,  it  was  made  for  public  display, 
to  give  the  people  of  Normandy  a  common  feeling  of  pride  and  purpose. 

Today,  Northern  Telecom  is  bringing  communities  together  with  another 
kind  of  tapestry— an  interlaced  digital  network  of  fiber  optic  cables.  We're 
the  leader  in  the  application  of  digital  technology  in  telecommunications. 
The  fiber  optics  communications  network  Northern  Telecom 
is  building  for  the  province  of  Saskatchewan  will  be  the  longest 
on  earth— over  two  thousand  miles.  When  it's  completed  it 
will  link  hundreds  of  isolated,  prairie  farm  communities  with 
two-way  voice,  data,  facsimile,  and  video  transmission 
facilities.  Every  telephone  will  also  be  a  potential 
computer  terminal. 

North  America  has  two  dominant  technologies 
to  export  to  the  rest  of  the  world:  computers  and 
telecommunications. 

We're  weaving  them  together. 


I  northern 
telecom 


For  further  information  write: . 

Northern  Telecom  Inc.,  Public  Relations  Dept., 

259  Cumberland  Bend,  Nashville,  TN  37228. 
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significant  identifiable  cycle  that  is  subject  to  the  explana- 
tions that  Sehumpeter  gave,  or  to  the  alternative  explana- 
tions of  Rostow  or  anyone  else.  So  on  the  empirical  side, 
the  case  is  extremely  weak." 
Samuelson  adds: 

"And  on  the  analytical  side,  one  believer  almost  annihi- 
lates the  other.  It  the  Rostow  explanation  works,  there's 
nothing  left  for  Forrester  to  latch  on  to,  and  vice  versa." 

Nobel  laureate  Simon  Kuznets,  80,  is  the  father  of  a 
different  cycle  theory.  Kuznets'  cycle  is  18  to  25  years  and 
relates  economic  trends  to  changes  in  population  and 
immigration.  In  that  sense,  Kuznets  was  less  mystical, 
more  ptagmatic,  than  Kondratieff.  Kuznets,  now  retired, 
told  Forbes  that  he  agrees  with  Samuelson  about  Kondra- 
tieff:  "The  evidence  is  not  sufficient,  we  have  a  very 
limited  number  of  cases." 

In  the  end,  long  economic  waves  are  like  charting  in  the 
stock  market:  They  can  tell  us  where  we  have  been  but  not 
where  we  are  going.  Is  there  then  nothing  to  learn  from 
long-wave  theory?  Quite  the  contrary,  especially  for  Ameri- 
cans, with  their  preoccupation  with  short-run  results. 

Take,  for  example,  that  great  modern  political  illusion, 
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the  illusion  that  somehow,  with  the  right  policies,  you  can 
"fine-tune"  the  economy.  How  do  you  fine-tune  the  waves 
of  economic  creativity  of  which  Sehumpeter  speaks?  How 
do  you  fine-tune  the  spread  of  the  railroads?  How  do  you 
fine-tune  the  Bessemer  process  or  the  consequences  of 
Henry  Ford's  "Model  T?  How  do  you  mechanize  southern 
agriculture  without  causing  an  influx  of  unskilled  labor  into 
northern  slums?  Wave  theory,  cycle  theory,  teaches  that 
dislocations  and  uncertainty  are  the  price  of  progress  and 
that  absolute  certainty  probably  means  absolute  stagnation. 

In  a  widely  circulated  pair  of  articles  ("Inflation  r-  too 
serious  a  matter  to  /care  to  the  economist,"  Nor  15,  1976  and 
"The  great  hamburger  paradox,"  Sept  15,  1977),  Forbes 
pointed  out  that  a  certain  amount  of  inflation  is  the 
inevitable  price  of  the  welfare  state  and  the  growing  com- 
plexity and  urbanization  of  modern  society. 

So,  if  the  neo-Keynesians  taught  us  to  look  to  the  politi- 
cians for  economic  well-being,  the  neo-Kondratieffians 
teach  us  to  take  a  longer,  more  philosophical  view. 

That  wise  economist  Sir  Arthur  Lewis  put  it  beautifully 
in  a  footnote  to  his  address  when  accepting  the  Nobel 
Prize  in  economics:  Lewis  criticized  his  fellow  economists 


Teaching:  Is  it  a  growth 
occupation  again? 


If  you  still  think  economic  ups  and 
downs  are  the  consequence  of  how  well 
or  how  badly  governments  "manage"  the 
economy,  you  are  not  only  being  unjust  to 
the  politicians — you  are  also  fooling  your- 
self. It's  not  necessary  to  accept  the  theor- 
ies of  Nikolai  Kondratieff  to  understand 
that  there  are  indeed  persistent  patterns, 
cycles  in  economic  behavior,  that  can  be 
modified  but  not  eliminated  by  even  the 
most  farseeing  policies. 

Consider  this  hypothesis,  based  on  data 
from  the  National  Center  for  Education 
Statistics: 

•  School  enrollment  peaked  in  1970-71, 
at  51.31  million  (that's  public  and  private, 
secondary  and  elementary). 

•  New  teacher  graduates  peaked  two 
years  later,  after  climbing  sharply  from 
264,000  in  1969-70  to  317,000  in  1972-73. 

•  Demand  for  new  teachers  slumped 
from  253,000  in  1969-70,  just  before  school 
population  peaked,  to  175,000  in  1974-75. 

Thus,  over  that  six-year  period,  demand 
for  teachers  dropped  30.8%  even  though 
school  enrollment  dropped  only  2. 1  % — a  re- 
flection of  how  sensitive  the  demand  for  a 
capital  good  (teacher)  is  to  the  rate  of 
change  in  demand  for  the  consumption  (of 
education). 

Obviously,  young  people  planning  careers 
in  the  late  Sixties  overshot  on  the  bullish 
trend  in  education  spending.  Now,  it's  en- 
tirely likely  that  they  will  overshoot  again 
on  the  downswing.  By  1985,  says  NCES, 
demand  will  outpace  supply. 

Another  20-year  wave? — William  Baldwin 
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Nobody's 
perfect,  Qantas, 
You  made 
the  bootees 
too  big?' 
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Quick  check-in  at  the 
"irst  Class  counter.  Priority 
>aggage  handling. 

Whenever  possible, 
i  drink  on  us  at  the  Captain's 
"lub  before  boarding. 

A  special  section  aboard 
rour  Qantas  747.  Wide  chairs  in 
i>airs  so  you're  never  more  than  one 
eat  from  an  aisle. 

Free  bar  service  and  in-flight 
ntertainment. 

A  special  menu  with  a  choice 
f  entrees  and  fine  wines,  followed 
ly  a  selection  of  liqueurs. 

Enjoy  these  and  other 
rst-class  touches  on  Qantas 
business  Class.  Twelve 
I  ights  a  week  to 
lustralia.  Three  flights 
!  week  to  Tahiti. 

Ask  your 
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>antas  Business 
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i)  Australia. 
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Precision  Heating  for  Metal  Processing 
increased  forging  productivity  by  300  per- 
cent and  cut  energy  costs  by  50  percent. 

The  Westinghouse  induction  heating 
system  produces  a  controlled  electric  cur- 
rent flow  within  the  bar  stock,  heating  it  to 
the  precise  depth  and  temperature  required 
Its  speed  and  accuracy  enable  the  forge  to 
produce  three  times  as  many  parts  as  the 
surface  heating  system  it  replaced. 

Such  controlled  heating  from  within 
significantly  reduces  the  energy  waste  that 
accompanies  surface  heating.  It  also  means 
an  improved  environment  for  employes  in- 
volved with  forging,  forming,  rolling,  heat 
treating  or  curing  of  coatings. 


A  Westinghouse  "Open  Office"  system 
increased  office  productivity  6  percent  for 
a  major  Eastern  bank. 

"Open  offices"  improved  communica- 
tions, provided  efficient  work  stations  and 
lowered  noise  levels  for  the  bank's  program- 
mers and  analysts.  Productivity  increased 
almost  overnight. 

Today,  white  collar  employes  represent 
half  of  the  American  work  force,  but  white 
collar  productivity  has  increased  only  0.4 
percent  per  year  in  the  last  five  years.  Install- 
ing "open  offices"  by  Westinghouse  can  im- 
prove those  figures. 


more  informs  ion,  call  toll-free  800-245-4474 

in  Pennsylvania,  c  7  300-242-  2550.  Or  write:  Six  Gateway  Center,  Dept.  10,  Pittsburgh,  PA  1522 


Microprocessor-based  production  control 
increased  productivity  300  percent  for  an 
agri-business. 

A  Westinghouse  Numa-Logic™  PC-700 
programmable  controller  system  replaced 
manual  batching  of  30  different  types  of 
feed  requiring  41  separate  ingredients. 

Now  the  same  720-ton  output,  which 
previously  required  two  12-hour  shifts, 
can  be  mixed  by  a  single  8-hour  shift.  And 
weight  error  per  ingredient  was  reduced 
from  20  percent  to  only  1  percent. 

Westinghouse  Numa-Logic  can  in- 
crease productivity  in  a  wide  variety  of 
process  and  manufacturing  operations. 


Ultrasonic  Cleaning  and  Degreasing 
increased  productivity  by  over  900 
percent  for  a  manufacturer  of  iron  molds. 

Instead  of  1,300  man-hours  and 
$21,500  to  clean  100,000  units,  now  it  takes 
133  man-hours  and  slightly  over  $2,100. 

Westinghouse  Ultrasonic  Cleaning  does 
a  faster,  more  thorough  cleaning  job  than  any 
other  method..Using  less  harsh  chemicals 
and  no  elbow  grease,  high  intensity  sound 
waves  implode  small  vapor  bubbles  that 
blast  off  dirt  and  residue. 

If  cleaning  has  been  your  productivity 
bottleneck,  ultrasonics  could  be  the  answer. 
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Is  it  for  real  this  time?  A  Marxist  view 


In  his  time,  Kondratieff  seemed 
something  of  a  challenge  to  Bol- 
shevist orthodoxy:  Marx  had  de- 
creed that  capitalism  was  on  its 
last  legs,  and  here  was  a  theory  that 
said  it  was  capable  of  rejuvenating 
itself — if  only  temporarily.  Off  to 
Siberia  with  him.  Such  are  the  iro- 
nies of  history,  however,  that  Kon- 
dratieff's  ideas  now  provide  com- 
fort for  the  faithful.  They  help  ex- 
plain the  embarrassing  failure  of 
capitalism  to  roll  over  and  die. 

Bespectacled,  jovial  Ernest  Man- 
del  is  a  professor  at  the  Free  Uni- 
versity of  Brussels  and  one  of  the 
world's  best-known  Marxist 
economists.  Forbes  interviewed 
Professor  Mandel  in  his  cluttered 
Paris  apartment. 

Mandel  argued  that  the  Kondra- 
tieff downswings  are  due  in  Marxist 
terms  to  a  falling  rate  of  profit  in 
the  capitalist  world.  But  what 
about  the  upswings?  Aren't  these 
problems  for  Marxist  theory, 
which  says  capitalism  is  dying? 
Mandel  nods:  "How  do  we  explain 
the  [upward]  turning  points  of 
1848,  1893  and  1940-48?  This  is 
the  real  challenge  for  Marxists." 

Mandel  answers  his  own  ques- 
tion. He  attributes  capitalism's  pe- 
riodic ability  to  revive  itself  not  to 
the  system's  strengths,  but  to  out- 


side events:  happenings  that  for  a 
while  at  least  revive  profitability. 
The  first  upswing,  of  course,  was 
caused  by  the  Industrial  Revolu- 
tion. Here- is  how  Mandel  explains 
the  second,  third  and  fourth  Kon- 
dratieff upswings: 

•  Upswing  No.  2:  The  1848  turn- 
ing point.  The  upswing  that  began  in 
1848,  says  Mandel,  was  largely  the 
result  of  the  California  gold  strikes 
of  that  time,  and  of  the  revolutions 
that  shook  Europe  in  1848.  These 
revolutions,  he  says,  "swept  away 
the  remnants  of  precapitalist  obsta- 
cles to  bourgeois  capitalism,  and 
extended  the  market." 

•  Upswing  No.  3:  The  1896  turn- 
ing point.  This  boom  was  created 
by  the  industrialized  countries' 
"carving  up  of  Africa,  the  Middle 
East,  East  Asia  and  China  into  co- 
lonial empires  .  .  .  the  qualitative 
growth  of  capital  exports  to  under- 
developed countries,  [and]  the  de- 
cline in  the  relative  prices  of  raw 
materials." 

•  Upswing  No.  4:  The  1940s 
turning  point.  Here  the  cause  was 
"counterrevolution" — what  Man- 
del  calls  "the  historic  defeat  suf- 
fered by  the  international  working 
class  in  the  1930s  and  1940s."  The 
failure,  in  other  words,  of  social- 
ism— whose  prospects  had  looked 


so  promising  in  the  early  1900s — 
to  flower. 

Does  Mandel  believe  that  cap- 
italist prosperity  is  finally,  this 
time,  dying?  Are  we  on  the  final 
downswing?  Isn't  another  burst  of 
growth  possible?  Mandel: 

"Theoretically  |another  capital- 
ist upswing]  wouldn't  surprise  me. 
Obviously  we  have  many  innova- 
tions on  the  horizon,  the  micro- 
processor being  only  one  example. 
But  what  does  radical  elimination 
of  living  labor  [i.e.,  workers]  from 
direct  or  indirect  production  activ- 
ity mean?  Permanent  mass  unem- 
ployment? Radical  reduction  in 
the  length  of  the  working  week — 
not  from  40  to  38  but  to  20  hours? 
I'd  say  both  are  incompatible  with 
normal  bourgeois  capitalism.  Or 
does  it  mean  World  War  HI  and  a 
huge  reduction  in  the  world's  pop- 
ulation? So  yes,  the  [capitalist] 
economy  can  expand  again.  But  at 
what  cost?" 

So,  Mandel  believes,  we  are  on 
the  fourth  Kondratieff  down- 
swing— and  this  one  should  do  cap- 
italism in.  Mandel's  conclusion — 
comforting  to  fellow  Marxists  per- 
haps— is  that  there  won't  be  an- 
other world  war  so  long  as  capital- 
ism is  willing  to  die  peacefully  in 
bed. — Lawrence  Minard 


for  thinking  in  terms  of  relatively  short  business  cycles — 
40  or  50  months.  "Our  economic  journalists,"  he  added, 
with  telling  effect,  "have  even  lower  horizons  since  they 
seldom  get  beyond  comparing  this  year  with  last  year."  He 
might  have  said,  but  did  not,  that  security  analysts  are 
worse  yet,  concentrating  as  they  do  on  comparing  this 
quarter  with  the  last  quarter.  "We  cannot,"  Lewis  conclud- 
ed, "understand  what  is  happening  without  at  least  a  ten- 
year  perspective."  Truer  words  were  seldom  spoken. 

The  now-retired  British  economic  historian  E.H.  Phelps 
Brown  and  his  assistant  Sheila  Hopkins  have  traced  the 
patterns  of  English  prices  and  wages  all  the  way  back  to 
1254.  "What  we  found,"  he  says,  "is  not  cycles  but  pat- 
terns. What  we  can  learn  from  patterns  is  that  economic 
history  has  its  phases.  From  the  end  of  the  Second  World 
War  we  were  catching  up  with  the  technology  that  came 
out  of  the  war,  and  that  catching  up  was  a  major  stimulus 
to  investment.  Today  that  particular  characteristic  is  pret- 
ty well  worked  out.  You  cannot  build  a  third  railroad 
between  two  towns  and  you  cannot  put  a  third  refrigerator 
in  the  average  home." 

How  many  business  people  are  making  decisions  today 
based  on  trends  that  are  no  longer  valid?  How  many 
investors?  Long  ago,  Montgomery  Ward  lost  retailing  lead- 
ership to  Sears,  Roebuck  because  Sears  saw  the  demo- 
graphic pattern  was  changing  and  Montgomery  Ward  did 
not.  The  old  Pennsylvania  Railroad  poured  billions  into 
improving  railroad  passenger  service  after  World  War  II — 


and  in  the  process  impaired  its  eventual  solvency.  Ford 
brought  out  the  Edsel  and  Detroit's  moguls  pooh-poohed 
the  small  car.  Hundreds  of  millions  were  lost  by  people 
who  stayed  too  long  with  downtown  real  estate  in  declin- 
ing cities  while  billions  were  made  by  people  who  foresaw 
how  automobiles  and  improved  roads  would  create  boom- 
land  in  potato  fields.  But  all  that  was  yesterday. 

Edward  Butler-Henderson  is  a  wise  and  extremely  suc- 
cessful old  London  investment  adviser.  He  sees  a  basic 
change  happening  in  the  economic  patterns — or  cycles  or 
whatever  one  calls  them.  Says  Butler-Henderson:  "I  have 
told  all  my  clients  that  if  they  don't  want  to  pay  off  their 
mortgages  and  margin  accounts  they  had  better  get  an- 
other adviser.  I'm  not  going  to  bail  them  out  of  [overpriced] 
paintings  and  antiques  and  houses  and  stocks." 

In  the  1950s  a  lot  of  supposedly  smart  people  thought 
bonds  were  safer  than  stocks;  hadn't  it  been  that  way  for 
20  years?  In  the  next  decade,  many  of  the  same  people 
were  saying  that  common  stocks  could  only  go  in  one 
direction — up;  hadn't  it  been  that  way  for  a  decade?  In  the 
1970s  they  were  saying  that  house  prices  never  go  down. 
They  were  all  wrong  because  they  were  judging  the  future 
by  the  immediate  past.  So,  Kondratieff  is  worth  remem- 
bering. He  reminds  us  that  no  trend  lasts  forever.  And, 
though  such  was  not  his  intent,  a  thoughtful  reading  of  his 
ideas  makes  it  pretty  clear  that  our  politicians  are  promis- 
ing too  much  when  they  say:  "Elect  us  and  we  will  give 
you  prosperity."  ■ 
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There  has  never  been  a  better  way  to  own 
The  Gold  Coins  of  Mexico. 


Introducing  Mexico's  new 
1  ounce,  1/2  ounce  and  i/4  ounce  gold  coins. 


If  you've  been  waiting  for  the  perfect  time  to 
buy  gold,  this  is  the  gold  you've  been  waiting  for: 
The  Gold  Coins  of  Mexico  in  perfect,  even- weight  1  oz., 
Vi  oz.  and  Va  oz.  sizes. 

These  are  annually-dated  coins,  minted  in 
unlimited  quantities  for  people  who  want  to  own  gold  in 
convenient,  ounce-related  sizes.  They're  legal  tender 
and  also  have  a  unique  liquidity.  For  they're  supported 
by  the  central  bank  of  Mexico,  Banco  de  Mexico,  which 
guarantees  full  redemption  at  a  price  based  on  the  cur- . 
rent  market  value  of  gold. 

And  since  they  contain  precisely  1 ,  Vi,  and  Va 
troy  ounces  of  pure  gold,  you  can  now  invest  precisely 
what  you  want  to  in  gold.  Which  means,  if  you  custom- 
arily buy  one-ounce  coins,  or  keep  your  gold  in  even- 
weight  lots,  you  now  have  a  perfect  opportunity  to  diver- 
sityyour  gold holdings  with  our  1  oz.  coin.  Or,  if  you 
prefer  to  invest  little  by  little,  you  can  choose  from  our 
smaller,  and  more  affordable,  Vi  oz.  and  %  oz.  coins. 

Due  to  their  even  weights,  it's  even  easier  for 
you  to  determine  the  value  of  these  coins  by  checking 


Actual  size 


the  gold  ounce  price  listed  in  your  daily  newspaper. 

And,  because  they're  part  of  the  world's  best- 
selling  series  of  gold  bullion  coins— over  75,000,000 
sold  worldwide— and  minted  for  Mexicds  Federal 
Reserve  Bank,  Banco  de  Mexico,  they  enjoy  a  long  tra- 
dition of  international  acceptability  and  liquidity.  So 
you'll  find  them  easy  to  trade  wherever  you  go. 

What's  more,  if  you're  looking  for  high  liquidity 
ancfhigh  gold  content  in  a  coin,  you'll  find  them  both  in 
our  50-Peso  gold  piece.  With  more  than  1 .2  troy  ozs.  of 
pure  gold  and  over  17,000,000  purchased  worldwide, 
it's  one  of  the  world's  largest  and  most  popular  gold 
bullion  coins. 

As  with  our  50-Peso  gold  piece,  our  1  oz.,  V2  oz. 
and  Va  oz.  coins  are  easy  to  buy  and  resell  around  the 
world  or  around  the  corner.  So  you  needn't  ever  look  far 
to  find  precisely  what  you  want  in  gold. 

And  you  needn't  wait.  Because  The  Gold  Coins 
of  Mexico  are  here— and  everywhere— in  precisely  the 
sizes  you've  always  wanted. 


THE 

JDCC 


GOLD  COINS 
OF 
MEXICO 


For  information  or  name  of  nearest  dealer, 
call  toll-free:  1-800-223-1035.  In  N.Y.  State,  call  collect:  212-751-9365. 

Or  write-.  The  Gold  Coins  of  Mexico,  EO.  Box  1812,  New  York,  New  York  10163 


Brunswick's  turnaround  artist  John  Hani- 
gan  has  managed  an  encore  at  troubled 
Genesco.  But  the  real  payoff  won't  come 
unless  his  successor  succeeds. 

Trudging  toward 
recovery 


By  Pamela  Sherrid 


SOMETIME  LATER  THIS  YEAR,  John 
Hanigan,  Genesco's  70-year-old 
chairman,  will  hand  over  his  re- 
sponsibilities as  chief  executive  to 
Richard  Hanselman,  the  firm's  54- 
year-old  president.  There  will  be  no 
boardroom  bloodshed,  no  forced  resig- 
nations and  probably  little  press  cov- 
erage. Quite  a  change  from  the  Seven- 
ties, when  succession  at  the  Nash- 
ville-based footwear  and  apparel 
company  had  all  the  conflict  of  Greek 
tragedy. 

Genesco's  current  financial  results 


are  just  as  cordial.  In  the  mid-Seven- 
ties, the  company  nearly  went  bank- 
rupt. But  in  the  fiscal  year  that  ended 
this  July,  net  earnings  nearly  quadru- 
pled, to  $18  million,  on  sales  of  $662 
million.  That  profitability — the  best 
since  1970 — isn't  much  compared  to 
competitors.  It  is,  however,  a  modest 
confirmation  that  Genesco  is  trudg- 
ing down  the  road  to  recovery. 

Genesco's  troubles  began  in  the  Fif- 
ties and  Sixties  when  W.  Maxey  Jar- 
man  set  out  to  make  old  General  Shoe 
Corp.,  founded  by  his  father,  into  the 
nation's  first  billion-dollar  apparel 
company.  Jarman  diversified  willy- 


nilly:  He  bought  high-class  retailers, 
nickel-and-dime  stores  and  apparel 
manufacturers.  Genesco's  share  price 
approached  $60  in  1968,  but  Genes- 
co's success  unraveled  fast. 

Matters  weren't  helped  by  a  battle 
between  Jarman  and  his  son.  Frank, 
the  younger  Jarman  and  a  self-con- 
fessed numbers  freak,  emerged  victo- 
rious after  a  traumatic  board  meeting 
in  1973.  Four  years  later,  directors 
booted  him  out  under  pressure  from  a 
mutinous  cadre  of  top  executives. 

Enter  John  Hanigan.  He  earned  a 
reputation  as  a  turnaround  artist  at 
Brunswick  Corp.  before  his  retirement 
as  chief  executive  in  1976.  Genesco 
directors  were  impressed  by  his  ruth- 
less writedown  of  bowling  inventories 
and  his  ability  to  take  the  reins  of  a 
family-run  company.  To  snare  Hani- 
gan, Genesco  directors  offered  a  juicy 
contract.  Their  company's  stock  price 
had  slumped  to  6%;  after  four  years 
Hanigan  would  receive  $125,000  for 
every  dollar  of  gain. 

"I  found  a  company  with  too  much 
debt  and  too  little  equity,"  recalls 
Hanigan,  a  soft-spoken  engineer. 
When  he  took  over,  Genesco  was 
groaning  under  $130  million  in  short- 
term  borrowing.  Hanigan  established 
a  criterion  of  25%  pretax  return  on 
assets  and  then  sold  off  everything 
that  didn't  at  least  have  the  potential 
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I  MOVED  6  MILLION  FRANCS 
FROM  ZURICH  TO  TOKYO, 
SENT  OUT  REAMS  OF  MEMOS, 
COUNTLESS  INVOICES... 
AND  THAT  WAS  ALL 
BEFORE  THE  COFFEE  BREAK. 


The  NEC  System  III  Facsimile  Network  can 
handle  any  volume.  We  simply  put  our  highest 
speed  System  III  digital  units  where  you  need 
them.  In  your  New  York  and  Los  Angeles  offices, 
for  example.  And  our  analog  units  in  your 
lower-volume  offices. 

It's  the  most  cost  efficient  and  flexible  system  you 
can  get  from  one  source.  It  can  even  work 
unattended. 


to  meet  that  goal. 

First  to  go  were  the  manufacturers 
of  women's  and  children's  apparel. 
The  decision  to  get  out  of  retailing 
took  more  agonizing.  Facing  the  mu- 
sic, he  sold  Bonwit  and  Plymouth 
Shops  in  1979;  Bendel  in  1980.  More 
recently,  Hanigan  closed  money-los- 
ing Kress  and  Roos/Atkins  specialty 
stores,  the  last  major  duchies. 

With  hindsight,  Hanigan's  first  pri- 
ority of  using  assets  to  reduce  debt 
seems  like  genius.  "It  would  have 
been  very,  very  close  if  Genesco  had 
to  pay  20%  on  all  that  short-term 
money,"  says  director  Allen  Steele, 
chairman  of  Life  &  Casualty  Insur- 
ance Co.  of  Tennessee. 

As  Genesco's  financial  health  im- 
proved, Hanigan  began  to  look  for  a 
successor  with  the  marketing  skills 
that  would  be  crucial  once  Genesco 
could  take  the  offensive  again.  Head- 
hunter  John  Struggles  found  Richard 
Hanselman,  an  executive  vice  presi- 
dent at  Beatrice  Foods  without  a  shot 
at  the  top  job. 

Hanselman  had  two  decades  of 
marketing  experience  and  fond 
memories  of  running  Beatrice's  Sam- 
sonite  subsidiary.  Hanselman  joined 
Genesco  in  the  spring  of  1980.  "He 
knew  I  was  old  enough  not  to  be  in  his 
way,"  says  Hanigan. 

Hanselman's  challenge  comes  from 


the  two  businesses  that  survived  Hani- 
gan's surgery — footwear  (75%  of  sales) 
and  men's  apparel  manufacturing 
(25%).  The  company  aims  to  expand 
the  profitable  Greif  and  Phoenix  suit 
lines  and  a  troublesome  jean  operation, 
but  its  real  future  is  in  the  shoe  busi- 
ness. That's  where  Maxey  Jarman 
started  out  and  Genesco  is  still  one  of 
the  top  three  domestic  manufacturers. 

Early  on,  Hanigan  attacked  some  of 
his  shoe  divisions'  basic  problems. 
Traditionally,  Genesco  retail  chains 
had  been  encouraged  to  push 
Genesco-made  shoes,  whether  or  not 
the  customers  wanted  them.  Hanigan 
changed  the  message  and  told  the  re- 
tail stores  to  buy  the  right  shoes,  re- 
gardless of  who  made  them.  He  also 
stepped  up  store  openings. 

As  the  marketing  man,  Hanselman 
is  stressing  brand  loyalty.  A  paradigm 
is  Interco's  Florsheim,  which  holds 
more  than  a  hefty  50%  market  share 
in  its  price  range.  Genesco,  however, 
has  a  mixed  bag  of  brands.  Johnston  & 
Murphy  is  strong  in  high-priced 
men's  shoes,  but  in  the  medium- 
priced  range — where  the  real  volume 
is — Jarman,  Flagg  and  Hardy  are  far 
weaker.  Hanselman  wants  to  prune 
Genesco's  thicket  of  1 1  retail  chain 
names  and  concentrate  on  the  J&M, 
Jarman  and  Footscene  logos. 

"Genesco  has  at  least  started  to  do 


the  basic  things  that  every  company 
its  size  should  be  doing,"  says  Katie 
Gambill,  an  analyst  with  Equitable  Se- 
curities Corp.  in  Nashville.  Last  year 
the  shoe  divisions  posted  operating 
earnings  of  $37  million — a  50%  gain, 
but  still,  after  overhead  and  interest 
expenses,  only  a  piddling  9%  pretax 
return  on  assets. 

How  does  Wall  Street  like  this  re- 
covery scenario?  This  spring,  after 
Hanselman  talked  with  analysts, 
Genesco's  stock  hit  an  eight-year 
high  of  over  $11.  But  in  the  recent 
bear  market  it  crashed  to  below  $5. 
One  reason  for  the  volatility  is  that 
the  company  can't  pay  dividends  until 
it  clears  up  $32  million  in  payments 
due  on  a  jumble  of  preferred  stock  that 
is  a  legacy  of  the  Jarman  era.  "We'll 
just  go  down  the  list  and  make  deals," 
says  Hanigan,  who  plans  to  stay  on  as 
Genesco's  chairman  until  1984. 

Back  in  1979  the  directors  extended 
his  compensation  kicker  until  then 
anyway.  "There  was  a  little  miscalcu- 
lation on  how  hard  it  would  be  to  do 
what  had  to  be  done,"  he  explains.  For 
his  bonus  really  to  pay  off,  Genesco 
needs  consistent  earnings  growth.  At 
best,  it  will  be  a  leveraged  company  in 
a  mature  industry.  But  if  Hanselman 
can  deliver  on  even  part  of  his  prom- 
ises, Hanigan  this  time  seems  sure  to 
collect.  ■ 


We  can  design  exactly  the  Network  you  need— 
the  perfect  mix  of  analog  and  digital 
communicators.  They  communicate  worldwide 
not  only  with  each  other,  but  with  other  CCITT 
compatible  systems  as  well.  Tofind  out  how, 
send  us  the  coupon  below,  or  better  still,  just 
pick  up  the  phone  and  call  us. 
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WELL,  YOU'RE  THE  ONE 

WHO  WANTED 

TO  BE  A  SYSTEM  III. 


Worried  about  inflation?  Then  why  hoard 
gold  when  you  can  lend  it  out  at  3%? 


Is  this  the  cure 
for  interest  rates? 


By  William  Baldwin 

Cheap  gas  from  Alaska.  Pain- 
less multibillion-dollar  cuts  in 
federal  spending,  interest  rates 
down  to  3%  or  4%. 

Those  aren't  wishes  from  your  fairy 
godmother.  Wall  Street  financiers, 
egged  on  by  academics,  are  talking 
about  inflation-proofing  the  bond 
markets.  The  trick  is  to  make  the 
bond  payable  in  such  tangible  assets 
as  oil  or  timber  or  gold.  The  bond 
buyer  will  gladly  accept  a  meager  cou- 
pon, perhaps  as  little  as  3% — the  tra- 
ditional "real"  return  on  long-term 
bonds,  meaning  what's  left  after  de- 
ducting for  inflation. 

Commodity  bonds  are  beginning  to 
catch  on.  Both  Petro-Lewis,  an  oil  ex- 
ploration firm,  and  the  government  of 
Mexico    have    issued  oil-backed 
bonds.   Drexel   Burnham  Lambert 
has  put  out  low-coupon  bonds  for 
Sunshine  Mining  and  HMW  (hold- 
ing company   for   Wallace  Silver- 
smiths) that  feature  silver  conver- 
sion options.  There  is  talk  of  a  tim- 
ber issue,  although  that  may  have  to 
wait  for  a  stronger  housing  market. 

Gimmicky,  say  the  critics.  "The 
insurance  company  is  not  a  com- 
modity speculator,"  sneers  Francis 
Schott,  chief  economist  and  senior 
vice  president  of  Equitable  Life  As- 
surance Co.,  which  has  found  other  ~ 
ways  (principally  equity  kickers  in 
commercial  real  estate)  to  inflation- 
proof  its  lending  department. 

G.  Christian  Andersen,  the 
Drexel  man  who  put  together  the 
silver  securities  and  is  probably 
the  leading  advocate  on  Wall 
Street  of  commodity  bonds,  has  an 
answer.  One  bond,  in  one  com- 
modity, is  speculative,  he  says.  But 
diversified  portfolio  is  not.  And 
•  s  Song  as  each  issuer  owns  or  pro- 


duces the  substance  it  is  promising  to 
repay,  Andersen  sees  the  bonds  as  a 
reasonably" secure  investment. 

Drexel  helped  Refinemet,  a  Woon- 
socket,  R.I.  precious-metals  reclaimer, 
borrow  $52  million  last  winter  at  a 
current  interest  rate  of  only  3lA  % .  The 
1 5-year  bonds  are  denominated  in  gold 
and  backed  by  Refinemet's  work-in- 
progress  inventory.  Each  one-ounce 
bond  pays  0.0325-ouncc  interest  per 
year.  Transactions,  of  course,  don't 
take  place  in  bullion;  the  principal  and 
coupons  are  translated  into  dollars  at 
spot  prices.  So  far,  Refinemet  is  the 
winner  in  this  speculation:  Gold  is 
down  from  $520  at  issuance  to  $440 
recently.  Presumably,  though,  if  infla- 
tion continues  to  depreciate  the  dollar, 
Refinemet  will  have  to  come  up  with 
considerably  more  than  $52  million  to 


$30  billion  phantom 


The  Alaska  gas  pipeline,  to  bring 
energy  to  Canada  and  the  U.S.,  is  a 
nonstarter  with  conventional 
debt.  But  what  if  bondholders  got 
an  inflation-proof  share  of  the  gas? 


retire  the  bonds  in  1996. 

Refinemet  isn't  the  only  borrower 
with  a  long  position  in  gold.  Consider 
the  U.S.  Treasury,  which  ought  to  get 
a  better  rate  than  Refinemet  and  is 
now  paying  15%  on  dollar-denomi- 
nated debt.  Shifting  $100  billion  of 
federal  borrowing  to  gold  bonds  would 
slice  maybe  $12  billion  a  year  off  in- 
terest outlays — and  off  the  growing 
federal  deficit.  Evan  G.  Galbraith,  a 
managing  director  of  Dillon,  Read, 
made  an  unsuccessful  pitch  a  few 
years  back  to  Treasury  officials  for 
low-coupon,  gold-backed  bonds.  At 
the  time,  gold  was  around  $600, 
meaning  that  Uncle  Sam  would  have 
gotten  a  cheap  ride  without,  so  far, 
giving  up  any  gold.  "Their  eyes  glazed 
over,"  Galbraith  recalls. 

Another  potential  issuer  of  com- 
modity-linked bonds  that  is  rather 
cool  to  the  idea  is  the  consortium  of 
energy  companies  planning  the  Alas- 
ka natural  gas  pipeline-  a  behemoth 
that  may  never  get  built  because  of 
the  prohibitive  financing  costs.  As- 
suming the  entire  $30  billion  for  the 
pipeline,  a  gas-conditioning  plant  and 
construction-period  interest  were  fi- 
nanced with  conventional  16%  debt, 
capital  charges  alone  would  come  to 
more  than  $4.8  billion  a  year.  That 
translates  into  $6  per  thousand  cubic- 
feet.  Tack  on  the  wellhead  price  of  S2, 
and  you  have  $8  gas,  a  very  uneco- 
nomic proposition,  considering  that 
it's  equivalent  to  $45-a-barrel  oil. 

Northwest  Energy  Corp.,  leader  of 
the  pipeline  consortium,  won't  say 
anything  about  financing  but  seems 
determined  to  swing  the  deal  with 
old-fashioned  debt.  So  desperate  is 
the  situation  that  it  has  asked  Con- 
gress for  several  unpalatable  changes 
in  laws  governing  the  pipeline.  One- 
would  allow  utility  customers  to  be 
billed  for  capital  costs  even  before 
the  project  is  completed.  Another 
would  have  consumers  continue  to 
pay  for  a  half-finished  system  even  if 
gas  never  flows.  The  Reagan  Admin- 
istration last  month  reluctantly  en- 
dorsed the  changes. 

This  political  no-win  game  could 
be  avoided,  says  William  M.  Brown 
of  the.  Hudson  Institute,  with  a  gas- 
backed  bond.  He  envisions  an  in- 
strument that  would  carry  a  3%  cou- 
pon but  would  float  up,  both  princi- 
pal and  interest,  with  the  value  of 
natural  gas  over  the  next  30  years. 
The  result,  he  says,  is  $4  gas  initial- 
ly, although  this  figure  would  climb 
faster  over  the  years  than  the  price 
tag  under  the  conventional  ap- 
proach— in  which  the  large  capital 
costs  that  account  for  so  much  of  the 
gas  price  are  fixed. 
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The  American  West 
And  the  one  bank  that  can  bring  it  to  you. 


t's  First  Interstate  Bank— the  first  and  only  bank  system 
hat  can  serve  you  throughout  an  11-Western  state  territory. 
i  bank  made  up  of  21  long-established  banks  that  have  been 
erving  people  through  nearly  900  offices  in  434  communities, 
i  bank  with  assets  of  $34  billion. 

Now  businesses  and  banks  throughout  the  United 
itates,  and  indeed  the  world,  can  obtain  credit  facilities,  cash 
lanagement,  investment  and  mortgage  services,  documen- 
ary  collections,  correspondent  banking,  export  and  import 
nancing,  energy  and  other  special  industry  financing,  in  fact, 
le  full  spectrum  of  banking  services,  all  through  a  network 
f  banks  with  one  name. 


Additionally,  the  First  Interstate  Bank  international 
network  has  15  locations  in  the  Pacific  Rim.  And  18  more 
worldwide  locations  in  major  cities  to  meet  all  your  inter- 
national needs. 

And  with  this  more  efficient,  better  coordinated  struc- 
ture, you  will  still  find  the  same  outstanding  people  at  every 
First  Interstate  Bank.  The  same  calling  officers,  the  same 
managers,  the  same  financial  experts,  the  same  CEOs— 
savvy,  professional  people  who  are  eager  to  help  you. 

Let  them.  Contact  your  First  Interstate  Bank  calling 
officer.  Or  write  to  Bruce  G.  Willison,  First  Interstate 
Bancorp,  P.O.  Box  54068,  Los  Angeles,  CA  90017. 


O First 
Interstate 

Bank 


Brown  says  there  are  two  ways  to 
give  bondholders  their  3%  real  return. 
One  is  to  make  the  IOUs  payable  in 
gas,  which  the  creditors  would  auc- 
tion off  to  gas  utilities  over  the  years. 
The  other  is  to  have  the  pipeline  sign 
long-term  supply  contracts  with  utili- 
ties, with  prices  indexed  to  the  cost  of 
living  and  bond  redemptions  and  cou- 
pons similarly  indexed. 

But  a  question  arises:  Isn't  this  cav- 
ing in  to  inflation?  Isn't  the  very  rec- 
ord of  indexed  financing,  in  such 
countries  as  Brazil  and  Israel,  the  big- 


gest strike  against  it? 

"The  government  could  control  in- 
flation quickly  by  backing  the  dollar 
with  something  tangible,  gold  or  a 
basket  of  commodities,"  Brown  says, 
getting  round  to  the  real  principle  he 
sees  in  commodity-backed  bonds.  "In 
the  last  20  years  anybody  who  bought 
bonds  was'  destroying  his  wealth. 
That's  why  people  run  out  and  buy 
gold  and  diamonds  and  artwork." 

One  side  effect  of  low-coupon,  com- 
modity-linked bonds  might  be  that 
the  government  would  see  the  wis- 


dom of  taxing  only  real  returns  to 
capital.  Today,  of  course,  you  pay  tax 
on  the  whole  16%  you  get  on  a  corpo- 
rate bond,  even  though  at  least  half 
represents  an  inflation  premium.  This 
tax  system  forces  interest  rates  high 
er,  Brown  says. 

The  ideal  solution  would  be  an  end 
to  inflation,  the  tragedy  of  which — 
along  with  our  tax  system — is  that  it 
drives  investors  away  from  produc- 
tive activities  like  gas  transmission 
and  metals  reclaiming  into  nonpro- 
ductive activities  like  hoarding.  ■ 


By  Paul  B.  Brown 

Tl  HE  TEMPERATURE  IS  ALREADY  in 
the  low  40s  and  falling  as  the 
wind  picks  up  off  Lake  Eric  and 
brings  with  it  a  driving  rain.  Leonard 
V.  Schneeberger  looks  up  at  the 
dreary  sky  and  smiles.  "Isn't  it  great?" 
he  asks.  "You  never  know  your  roof 
leaks  until  it  rains!" 

Schneeberger  is  senior  vice  presi- 
dent of  Gibson-Homans,  the  nation's 
largest  maker  of  roof  coatings,  so  his 
perverse  reaction  to  the  downpour  is 
understandable.  It  has  been  that  way 
at  the  company  since  1913,  when 
chemist  Albert  H.  Homans  and  sales- 
man Harry  O.  Gibson  left  the  Arco 
Paint  Co.  in  Cleveland  to  sell  tar  com- 
pounds that  would  patch  roofs.  Caulk- 
mgs  and  wall  covering  adhesives  were 
added  later. 

The  business  is  neither  capital-in- 
tensive ("It  is  basically  mix  and  fill," 
Schneeberger  says)  nor  dependent  on 
technology  (the  company  builds  or  de- 
signs its  equipment,  since  it  finds 
ready-made  machines  are  more  com- 
plicated than  necessary).  And  examin- 
ing the  Gibson-Homans  product  line 
is  literally  as  exciting  as  watching 
wallpaper  paste  dry.  But  the  numbers 
the  company  has  produced  by  cater- 
ing to  the  do-it-yourselfer  and  handy- 
man (78%  of  sales  last  year)  are  daz- 
zling all  the  same. 

Return  on  equity  has  averaged  3 1  % 
over  the  last  five  years,  while  sales 
have  more  than  doubled  to  $55  mil- 
lion. Yet  during  that  time,  the  com- 
pany stock  traditionally  sold  at  only  7 
times  earnings.  Those  kinds  of  figures 
cause  lots  of  potential  suitors  to  seek 
out  Gibson-Homans  in  Twinsburg, 
Ohio  (population  7,672),  a  sleepy  vil- 
lage about  35  minutes  southeast  of 
downtown  Cleveland.  But  when  they 
find  the  company,  tucked  away  on 
grandly  named  Enterprise  Parkway, 
they  are  told  politely  but  firmly  by 
Chairman  Eric  S.  Wormser,  "We  want 


The  Up-And-Comers 


At  Gibson-Homans,  rain  is  better  than  sun- 
shine and  a  nor  easier  would  be  best  of  all. 


"Masters  of 
our  fate" 


Gibson-Homans  Chairman  Eric  S.  Wormser 
"We  are  approached  with  great  regularity. 
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TO  KEEP 
A  CLIENT  LIKE 
THE  STANLEY  WORKS 

FOR  49  YEARS, 
YOU  HAVE  TO  KNOW 
THE  TOOLS  OF 


When  you  run  the  group 
insurance  plan  for  a  company 
as  tough  as  The  Stanley  Works, 
you  better  be  able  to  hit  the 
nail  on  the  head.  Every  time. 

Because  they're  the  land  of 
people  who  make  consumer 
and  industrial  tools  that  last 
a  lifetime. 

And,  at  Connecticut 
General,  we  like  to  make  our 
client  relationships  last  just 
as  long. 

We  believe  that  the  longer 
you  keep  a  client,  the  stronger 


and  more  profitable  die  rela- 
tionship is  for  everyone.  So  we 
always  consider  whats  best 
over  time,  not  what's  best 
just  for  today 

In  1932,  Stanley  started  a 
group  insurance  plan  widi  us 
at  a  premium  of  $3,500  for 
350  people. 

By  1980,  diey  had  grown 
to  an  annual  premium  of 


$11.2  million  for  insurance 
plans  covering  95°0  em- 
ployees in  the  U.S. 

So  we  diink  when  you  can 
keep  a  client  like  Tlie  Stanley 
Works  around  for  49  years,  a 
client  who's  tough  as  nails, you 
must  be  handling  diings  right. 

That's  why  we've  kept  over 
25,000  clients  like  Stanley 
for  over  25  years. 

And  we  figure  as  long  as  we 
l<now  die  nuts  and  bolts  of  our 
clients'  businesses,  we'll  keep 
diem  all  another  25  years. 


CONNECTICUT  GENERAL 
WE  KEEP  SOME  PRETTY  TOUGH  CUSTOMERS  HAPPY. 

Croup  Insurance  and  Pension*  individual  Insurance  •  Property/Casualty  (CG/Aetna)*  Investments 

Connecticut  General  Corporation,  Hartford,  Connecticut  06152 


The  Up-And-Comers 

to  remain  the  masters  of  our  own  fate 
for  as  long  as  we  can."  Good  day. 

"We  are  approached  with  great  reg- 
ularity," says  Wormser,  55,  his  voice 
containing  traces  of  the  Germany  his 
family  left  behind  43  years  ago.  "Not 
only  are  we  a  good  company,  but 
where  else  are  they  to  go?  Almost  all 
the  makers  of  roof  coatings,  caulks 
and  adhesives  are  family  businesses 
that  are  too  small  to  attract  interest 
from  large  companies.  We  are  the  ex- 
ception. But  most  of  us  are  horrified 
about  becoming  part  of  a  bigger  oper- 
ation where  there  would  be  lots  of 
reports,  lots  of  meetings  and  it  would 
take  an  act  of  Congress  to  get  a  deci- 
sion. I  hate  meetings.  When  we  have 
one  here,  and  believe  me  they  are  rare, 
they  don't  last  more  than  45  minutes. 
After  that,  I  look  around  the  room  and 
figure  out  what  it  is  costing  per  min- 
ute in  staff  time  and  I  get  nervous.  We 
run  a  very  pleasant,  informal  business 
and  want  to  keep  it  that  way." 

Informal?  Compared  with  most 
companies,  Gibson-Homans  is  down- 
right unstructured.  People  who  are  in- 
terested in  learning  more  about  the 
company  are  urged  in  the  corpora- 
tion's literature  to  call  either  Schnee- 
berger  or  Wormser  directly.  Both  men 
answer  their  own  phones.  The  most 
recent  company  bowling  trophy  is 
prominently  displayed  in  the  lobby, 
which  smells  vaguely  of  the  roof  coat- 
ings being  prepared  next  door.  And 
the  chairman  learns  his  guest  has  ar- 
rived when  the  receptionist  pushes 
the  intercom  and  says,  "Eric,  your 
visitor  is  in  the  lobby." 

The  company  prefers  to  dispense 
with  the  usual  corporate  pomp  and 
circumstance,  in  part  because  it  re- 
mains very  much  an  employee-run 
enterprise.  When  Messrs.  Gibson  and 
Homans  died  (Homans  in  1935,  Gib- 
son six  years  later)  they  willed  all  the 
company  stock  to  about  20  of  the 
then  40  employees.  Although  the  staff 
has  expanded  to  nearly  400  at  13 
plants  in  the  U.S.  and  Canada,  and  the 
company  went  public  in  1972,  it  re- 
mains closely  held.  Company  direc- 
tors own  35%  (Wormser,  Schnee- 
berger  and  President  William  E.  Paint- 
er together  have  about  half  of  that) 
and  with  stock  owned  by  employees, 
family  and  friends  that  number  is 
pushed  above  50%.  There  are  about 
600  shareholders  in  all  and  most  of 
them  are  loyal,  if  somewhat  eccentric. 

When  Gibson-Homans  went  public, 
the  Ohio  Co.  of  Columbus  handled 
the  offering.  "Their  market  is  farmers 
in  Ohio  and  southern  Michigan," 


Schneeberger  said.  "The  farmers 
bought  up  all  there  was  to  be  had  and 
hid  it  in  their  silos,  never  to  be 
brought  out  again.  They  represent  a 
good  portion  of  the  1 . 1  million  shares 
we  have  outstanding." 

Don't  knock  it.  That  silo  stock, 
added  to  the  shares  held  by  the  direc- 
tors and  their  kith  and  kin,  has  freed 
Gibson-Homans'  management  from 
takeover  worries  and  the  need  to  give 
huge  dividends  (the  payout  ratio  is 
traditionally  about  20%  of  earnings  and 
the  yield  is  about  3%  of  the  stock  price). 
This  lets  the  company  focus  on  what  it 
knows  best:  selling  materials  that  seal 
and  patch  roofs,  driveways  and  walks 
and  make  wallpaper  stay  put. 

With  the  housing  market  moribund 
because  of  18%  mortgages,  more  and 
more  people  are  fixing  up  their 
homes,  preparing  for  the  day  when 
someone  can  afford  to  buy.  Conven- 
tional wisdom  says  this  should  be  the 


"The  farmers  bought  up  all 
[the  stock]  there  was  to  be 
had  and  hid  it  in  their  silos, 
never  to  be  brought  out 
again.  They  represent  a 
good  portion  of  the  shares 
outstanding." 


best  of  times  for  companies  like  Gib- 
son-Homans. It  isn't  exactly  working 
out  that  way. 

"With  the  high  interest  rates,  a 
number  of  things  are  happening," 
says  Wormser,  who  has  degrees  in 
business  administration  and  chemis- 
try. "When  you  walk  into  a  store,  you 
see  it  is  not  adequately  stocked  with 
products  because  the  owner  is  unwill- 
ing to  tie  up  his  money  with  sufficient 
inventory.  We  understand  that.  But 
you  can't  sell  off  an  empty  shelf.  Also, 
people  are  doing  the  stopgap  repairs, 
but  not  the  major  work.  If  there  is  a 
leak  in  the  roof,  they  will  fix  it,  but 
they  will  not  rework  the  entire  roof. 
Either  they  don't  have  the  money,  or 
they  have  the  money  in  the  money 
market,  earning  16%,  and  figure  it 
looks  awfully  good  sitting  there.  We 
see  the  same  thing  on  the  commercial 
side  [which  accounts  for  the  remain- 
ing 22%  of  sales).  The  owners  are 
doing  the  patch  work,  but  they  are 
postponing  the  major  jobs." 

The  weather  has  not  helped  either. 
The  last  two  years  have  been  relative- 
ly mild,  with  little  rain  or  snow  and, 
as  Schneeberger  noted,  if  it  does  not 
rain,  you  will  never  know  you  need 
Gibson-Homans'  Handi-Gard  roof 
products  to  patch  your  roof.  "We  no- 
tice that  wherever  there  is  a  drought, 


our  business  in  that  part  of  the  coun- 
try falls  off,"  Wormser  says.  The  dis- 
appointing economy  and  pleasant 
weather  produced  what  were  for  Gib- 
son-Homans disagreeable  first-half  re- 
sults: sales  up  12%,  while  earnings 
rose  13%.  Although  not  shabby,  those 
numbers  do  trail  the  company's  ten- 
year  compound  growth  rates  of  19% 
increases  in  sales  and  20%  hikes  in 
annual  earnings. 

But  all  is  not  doom  and  gloom  in 
Twinsburg.  "We  have  a  great  deal  of 
reason  to  be  optimistic,"  Wormser 
says.  "Even  if  interest  rates  don't 
come  down,  people  will  get  used  to 
them.  We  see  that  in  Canada.  Interest 
rates  there  have  been  high  for  some- 
time and  our  business  there  is  boom- 
ing." Also,  homeowners  cannot  put 
off  repairs  forever.  "The  weather  rav- 
ages all  buildings,"  Schneeberger  says. 
"Eventually,  you  are  going  to  have  to 
fix  up  the  damn  thing.  Sooner  or  later, 
we  are  going  to  get  you."  It  may  be 
sooner.  Forecasts  for  most  of  the 
country  call  for  a  severe  winter. 

And  when  you  notice  the  shutters 
rattling,  or  a  cold  wind  whistling 
through  the  cracks  of  the  storm  door 
and  head  down  to  the  local  K  mart 
(which  accounted  for  9%  of  Gibson- 
Homans'  1980  sales),  you  may  see 
new  products  among  the  company's 
display.  Wormser  is  looking  for  acqui- 
sitions and  because  of  "some  unpleas- 
antness" would  like  to  buy  a  company 
with  stock.  The  man  who  caused  the 
unpleasantness  says  the  acquisition,  if 
it  comes,  will  be  far  from  synergistic. 

The  story  goes  like  this:  Shortly 
after  Gibson-Homans  went  public  in 
1972,  Raymond  T.  Hyer,  owner  of 
Gardner  Industries  of  Tampa — Gib- 
son-Homans' major  competitor  in  the 
Southeast — began  buying  Gibson-Ho- 
mans stock.  "It  was  a  closely  held 
company,  undervalued,  and  I  thought 
it  could  be  doing  more,"  Hyer  recalls. 
"Besides,  it  was  a  good  investment." 
By  1976  Hyer  had  bought  15.3%  of 
the  company's  stock  and  asked  for  a 
seat  on  the  board.  The  request  was 
denied  and  cross-lawsuits  (with  Gib- 
son-Homans saying  a  competitor 
should  not  be  one  of  its  directors  and 
Hyer  -alleging  misrepresentation  in 
the  company's  proxy  statement)  and  a 
proxy  fight  followed.  Hyer  lost  both, 
but  continued  to  buy  shares  while  his 
lawsuit  was  on  appeal.  In  1979,  tired 
of  battling,  Gibson-Homans  bought 
back  Hyer's  132,000  shares  (which  by 
that  time  represented  21%  of  the 
shares  outstanding)  for  about  $3.5 
million.  Two  years  after  all  the  excite- 
ment, Hyer's  opinion  of  the  company 
has  not  changed. 

When  told  Forbes  was  going  to  do  a 
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©Eastman  Kodak  Company.  1981 


"Well,  R.  /.,  it's  one  answer  to  industrial  spying— 
nobody  could  read  these  copies!'' 


Copiers  aren't  supposed  to  cause 
problems.  You're  entitled  to  copies  as  good  as 
the  original— or  better.  Are  you  getting  them? 

At  Kodak,  because  we  have  a  head 
start  on  imaging  technology— 1 00  years' 
worth— our  standards  for  copy  quality  were  set 
very  high.  From  the  very  first  Kodak  Ektaprint 
copier,  we've  been  delivering  what  people  still 
call  "the  best  copy  quality  in  the  business."  You 
don't  have  to  settle  for  less. 

May  we  demonstrate? 

Write:  Eastman  Kodak  Company, 

CD1478,  Rochester,  N.Y  14650.  WMm 

vm 

Kodak  copiers.  The  kind  of  copy 
quality  you'd  expect  from  Kodak. 


This  Panasonic  mini  recorder 
speeds  up  slow  talk,  slows  down  fast  talk, 
and  screens  out  background  talk. 
At  a  price  worth  talking  about! 


Just  listen  to  the  clever  ways 
the  Panasonic  RQ-337  cassette 
recorder  can  make  listening  easier: 

It  can  let  you  hear  something 
faster  or  slower,  with  Tape  Speed 
Control.  What  a  help  when  you're 
learning  a  language! 

It  can  screen  out  background 
chatter  when  you  record.  Just  pop 
up  the  dual  sensitivity  mike,  and 
your  conversation  will  stand  out  in 
a  crowd. 

And  there  are  lots  of  other  fea- 
tures to  talk  about.  Cue  and  review. 
Digital  tape  counter.  Edit  function. 
Full  Auto-Stop.  And  more.  All  for  a 
price  that  sounds  amazing:  $79.95" 

The  RQ-337.  So  talented,  it  wil 
talk  its  way  into  your  heart. 

"Recommended  price;  actual 
price  set  by  dealers.  Tape 
and  batteries  not  included. 


Panasonic 

just  slightly  ahead  of  our  time 


Robertshaw's 
"weekender"  thermostat 
gives  energy- saving 
anti-freezing  protection  to  leisure  cabins, 

For  all  kinds  of  absentee  homeowners,  Robertshaw  offers 
an  economical  low  temperature  thermostat.  Users  can 
choose  a  setting  just  high  enough  to  prevent  freeze  damage, 
low  enough  for  cutting  fuel  bills  to  a  minimum.  Works  auto- 
matically to  save  on  heating  costs  in  vacant  leisure  homes, 
or  during  winter  vacations. 

The  Model  200-403  Lo-Temp  Thermostat  has  a  sealed- 
in-glass  switch  that  never  needs  servicing,  and  a  range  of 
39°-77°  settings.  It's  one  of  10,000  controls  and  control 
systems  made  and  marketed  worldwide  by  Robertshaw.  For 
details,  contact  your  local  heating  contractor,  or  write  to 
Robertshaw  Controls  Company,  Dept.  ULF,  P.O.  Box  26544. 
Richmond.VA  23261.  Or  call  804/281-0700.  Exports:  Call 
Robertshaw  International  Operations.  804/285-4161. 


CONTROLS  COMPANY 


The  Energy  Control  Company 


THE  1982 
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The  Up-And-(  Vomers 

story  on  Gibson-Homans  for  its  Up- 
And-Comers  section,  Hyer  laughed. 
"It  would  surprise  the  hell  out  of  me  if 
they  came  up  and  went  anyplace,"  he 
said.  "Sure,  the  numbers  are  good,  but 
where  could  they  be?  They  could  be 
doing  better  by  making  acquisitions 
both  in  their  field  and  outside.  But 
Wormser  doesn't  want  to  pay  nothing 
for  nothing.  They  are  certainly  not 
aggressive." 

Wormser  and  Schneeberger  are  not 
fazed  by  the  criticism.  They  sold  $6 
million-  of  convertible  subordinate 
notes  last  year  to  finance  both  the 
purchase  of  Hyer's  stock  and  to  con- 
solidate short-term  debt.  That,  cou- 
pled with  an  industrial  revenue  bond 


"J  hate  meetings,"  Wormser 
says.  "When  we  have  one 
here,  and  believe  me  they 
are  rare,  they  don't  last 
more  than  45  minutes.  After 
that,  I  look,  around  the  room 
and  figure  out  what  it  is 
costing  per  minute  in  staff 
time  and  I  get  nervous." 


used  to  expand  the  Twinsburg  plant, 
pushed  long-term  debt  to  55%  of  cap- 
ital, so  they  plan  to  make  the  acquisi- 
tion with  treasury  stock.  And  they 
will  make  acquisitions,  they  insist, 
but  only  when  they  meet  Gibson-Ho- 
mans' standards. 

"We  are  looking  for  companies  that 
will  supplement  our  present  lines," 
Wormser  says.  "A  natural  thing  would 
be  for  us  to  expand  into  other  kinds  of 
our  products  require,  like 
caulking  guns  and  wallpaper-hanging 
tools,  would  fit.  We  are  looking  for 
companies  with  sales  of  $1  million  to 
$10  million."  But  why  is  it  taking  so 
long?  After  all,  the  company's  last  ac- 
quisition took  place  four  years  ago 
when  it  bought  the  Crescent  Chemi- 
cal Co.,  a  Los  Angeles  manufacturer  of 
adhesives. 

"There  are  so  many  owners  who 
have  completely  inflated  ideas  of 
what  their  business  is  worth," 
Wormser  answers.  "And  unfortunate- 
ly, there  are  these  darn  fools  out  there 
who  are  willing  to  pay  the  owners 
what  they  want.  We  won't.  Histori- 
cally, our  return  on  equity  has  been 
25%,  and  we  are  just  not  going  to  buy 
anything  unless  it  can  produce  that 
kind  of  return.  We  simply  will  not 
settle  for  less."  ■ 
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Start  saving 
money...stop  playing 
in  our  business. 


You  may  be  a  star  player  in  your  game,  but  if  you're 
playing  in  ours  you  may  be  making  an  expensive  mis- 
take. We're  PHH  Group,  a  billion-dollar  corporation 
dedicated  to  providing  specialized,  cost-saving  ser- 
vices that  free  you  to  follow  your  own  game  plan 
and  concentrate  on  what  you  do  best. 

Our  key  services  are  outside  the  mainline  expertise  of 
most  companies.  We  provide  car  and  truck  fleet 
leasing  and  management- monitor  diesel  fuel  and 
[related  truck  and  equipment  purchases-and  provide 
a  full  range  of  integrated  services  to  meet  the  needs 
of  corporations  and  their  relocating  employees. 

Our  Peterson,  Howell  &  Heather  company  offers 
corporate  clients  a  wide  range  of  vehicle  fleet  manage- 
ment and  cost-control  programs,  and  provides  a 
continual  audit  of  their  cost  efficiency  to  save  you  every 
"possible  dollar. 


If  you  need  to  purchase  diesel  fuel  for  your  over-the- 
road  trucks,  our  National  Truckers  Service  can  do  it. 
NTS  eases  paperwork,  solves  fuel  tax  problems  and 
relieves  operational  headaches. 

Our  Homequity  company  is  the  nation's  leading 
authority  on  relocation,  helping  more  than  400  cor- 
porate clients  relocate  over  34,000  families  yearly 
to  all  parts  of  the  country. 

Valuable  in  good  times  and  bad,  our  services  save  big 
money  for  many  of  America's  largest  corporations. 

So,  instead  of  playing  in  our  game,  call  us.  We'll  show 
you  how  you  can  save  a  lot  of  money.  For  a  copy 
of  our  Company  book,  call  [301 )  667-4000.  Or  write 
PHH  Group  Inc.,  Corporate  Communications 
Dept.  FB,  11333  McCormick  Road,  Hunt  Valley 
Maryland  21031. 


GROUP 

WE  HELP  COMPANIES  MIND 
THEIR  OWN  BUSINESS 


Charlie  Covino  almost  lost  his  company  12 
years  ago  by  leaving  his  protected  niche  to 
compete  against  the  big  boys.  Now,  he  is 
about  to  try  his  luck  again. 


One  more  time 


By  Paul  B.  Brown 


I  was,  without  a  doubt,  one  of  the 
most  successful  failures  in  history," 
Charles  P.  Covino  says  with  a  laugh, 
when  asked  about  his  ill-fated  cook- 
ware  venture.  "I  had  awards  up  to 
here,  sales  lined  up  like  there  was  no 
tomorrow  and  no  way  to  pay  the 
bills!" 

The  problem  was  that 
Covino's  General  Magna- 
plate  Corp.,  then  a  $1.6  mil- 
lion (sales)  specialty  chemi- 
cal concern,  simply  ran  out 
of  working  capital  in  the 
late  Sixties  while  it  was  try- 
ing to  have  the  chicken  in 
every  home  cooked  in  a 
Teflon-impregnated  pot — 
marketed  under  the  name 
Tufram.  Unable  to  dilute 
his  55%  equity  position 
with  a  stock  offering — "the 
market  was  in  bad 
shape" — and  unable  to  per- 
suade the  banks  that  his  or- 
der book  was  for  real,  Co- 
vino suddenly  found  that  he 
was  seriously  undercapital- 
ized with  nowhere  to  turn. 

"I  called  a  special  meet- 
ing of  the  board  of  direc- 
tors and  said,  'Fellas,  either 
we  spend  another  $1  mil- 
lion on  equipment  so  we 
can  compete  out  there,  or 
we  drop  Tufram.  We  will 
go  bankrupt  if  we  keep  try- 
ing like  this,'  "  Covino  re- 
calls saying.  Put  that  way, 
the  board  saw  there  was  no 
choice  and  scrapped  Tuf- 
ram in  order  to  save  the 
company.  It  was  a  squeak- 
er. "We  let  everyone  go  who  was  not 
connected  with  the  chemical  busi- 
ness. I  subdivided  the  building  to 


take  in  a  tenant  and  pleaded  with  my 
suppliers  not  to  call  Chapter  1 1  on 
me."  The  creditors  held  corporate 
notes  and  20%  of  the  company  stock 
while  he  worked  to  pay  off  General 
Magnaplate's  debts.  Finally  free  and 
clear  in  1972,  Covino  returned  to 
what  he  knew  best — running  a  prob- 
lem-solving job   shop  that  infuses 


General  Magnaplate's  Charles  P.  Con no 
"Not  since  the  alchemists.  ..." 


metals  with  chemicals  to  make 
them  perform  effectively  in  special- 
ized applications,  like  lubricants 
that  function  on  the  lunar  surface, 
for  example. 

Covino,  57,  says  the  adventure  into 
housewares  made  him  "cautious."  He 
is  "conservative"  now,  financially 
"gun-shy."  He  almost  lost  the  com- 
pany he  had  started  as  a  product-test- 
ing lab  in  a  two-car  garage  29  years 
ago  soon  after  getting  his  Ph.D.  in 
chemistry  at  Philathea  College  in 
Canada.  That  experience  taught  him  a 
"bitter  lesson,"  he  says,  and  has  even 
made  him  philosphical.  "The  moon 
and  the  rainbow  are  hard  to  reach," 
Covino  observes,  puffing  on  yet  an- 
other Kool. 

Yet  now,  12  years  later,  Charlie  Co- 
vino is  going  to  do  it  all  again.  This 
time  the  idea  has  the  working  title  of 
Magna  Gold — a  titanium  nitride  com- 
pound that  when  combined  with  cer- 
tain alloys  can  make  a  metal  many 
times  stronger.  The  compound  has 
the  added  advantage  of  turning  the 
alloys  the  color  of  18-karat  gold. 

"This  will  outwear  anything,  in- 
cluding sterling  (silver),"  Covino  says, 
  reaching  for  a  set  of  glisten- 
ing Magna  Gold  flatware 
from  behind  his  desk.  "It 
will  replace  gold-plating. 
This  stuff  will  still  have  the 
snob  appeal  of  gold,  because 
who  the  hell  will  know  that 
it  isn't?" 

The  parallels  between 
Magna  Gold  and  Tufram 
are  striking.  Both  of  them 
are  special  compounds  that 
make  metals  more  attrac- 
tive to  consumers,  and  both 
lure  Covino  out  of  his  pro- 
tected slot  as  a  unique  tech- 
nical job  shop  and  force 
him  to  compete  with  far 
larger  consumer  products 
companies. 

Why  do  it?  In  its  comfort- 
able niche,  General  Magna- 
plate  is  performing  well. 
The  just-released  annual  re- 
port shows  sales  over  the 
last  five  years  up  145%,  to 
$4.2  million;  net  mcome 
over  the  same  period  in- 
creased from  $71,513  to 
$490,341,  and  return  on 
shareholders'  equity  is  run- 
ning a  respectable  19.3%, 
albeit  on  hefty  debt  lever- 
age. Given  those  numbers 
and  an  impressive  list  of 
customers  like  NASA,  IBM 
and  General  Electric,  why  does  Co- 
vino feel  the  need  to  do  anything  else? 
His  answer  is  like  the  one  Sir  Edmund 
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P.  Hillary  gave  about  why  he  scaled 
Mt.  Everest.  Covino's  version;  be- 
cause the  big  money  is  there. 

"Besides,"  he  adds,  "I  have  learned 
a  few  things." 

It  appears  he  has.  Covino  was 
talked  into  making  Tufram  cookware 
by  Gray  &.  Associates,  a  New  York 
marketing  firm,  which  learned  about 
his  process  for  fusing  polytetrafluor- 
oethylene  (Teflon)  and  other  fluoro- 
carbons  with  machine  parts  instead  of 
spraying  them  on.  Gray  was  con- 
vinced the  idea  would  be  the  rage 
once  it  was  introduced  into  the  kitch- 
en. Instead  of  wearing  off,  as  sprayed- 
on  Teflon  was  wont  to  do,  Covino's 
Tufram  would  last  far  longer. 

"I  said,  'What  the  hell  do  I  know 
about  cookware?  My  knowledge  of 
consumer  products  is  subzero!'  They 
said,  'You  do  the  pots  and  pans  and 
we'll  do  the  marketing  and  we'll  both 
make  zillions  of  dollars,'  "  says  Co- 
vino.  "They  said  they  were  spectacu- 
lar marketers,  and  they  were."  The 
I  problem  was  nobody  thought  about 
|  the  balance  sheet.  Tufram  samples 
I  were  taken  to  trade  shows  and  the 
i  long-lasting  surface  was  a  smash.  Or- 
ders started  rolling  in,  but  Covino 
lacked  the  manufacturing  capacity  to 
keep  up.  Problems  began  to  snowball. 

"By  the  second  year,  we  are  hooked 
into  the  business  pretty  heavy,"  Co- 
vino recalls.  "We  win  a  bunch  of  de- 
sign awards  from  trade  groups;  we 
have  booths  at  all  the  houseware 
shows  with  girls  in  bikinis  and  the 
whole  thing.  We  are  a  real  pro  oper- 
ation. Everything  is  fine,  until  the 
i  next  year  [1968]  when  we  find  our- 
selves getting  more  orders  than  we 
!  could  ever  fill  and  we  are  running  out 
of  cash.  Badly.  The  plant  [in  Linden, 
N.J.,  just  outside  Newark  and  now  cor- 
porate headquarters]  is  built  and  the 
overhead  goes  sky-high  and  the  ship- 
ments don't  match  the  payroll.  We 
1  end  up  with  a  huge  inventory  and  we 
are  up  to  our  ass  in  debt.  I  have  to  go 
out  and  sign  notes  personally,  because 
our  loans  exceed  our  asset  value.  Ev- 
erybody is  more  automated  than  us. 
Revere  and  Mirro  can  turn  out  more 
sprayed-on  Teflon  products  in  a  morn- 
ing than  I  can  in  a  week  with  our  long- 
lasting  infusion  process.  And  all  con- 
sumers cared  about  was  that  Teflon 
surface."  It  was  at  that  point  that  Co- 
I  vino  shut  Tufram  down. 

Magna  Gold  will  be  different,  he 
vows.  Detailed  marketing  surveys 
have  been  done.  His  costs  are  known 
(about  $500,000  to  start;  $2  million 
overall  for  a  projected  initial  $20  mil- 
lion national  market)  and  further  pre- 
cautions have  been  taken.  "The  versa- 
I  tility  of  the  machines  we  will  have  to 


buy  is  such  that  we  could  branch  into 
other  areas,  if  the  market  isn't  there," 
Covino  says.  "The  worst  that  could 
happen  is  we  will  break  even  by  using 
other  compounds  such  as  chrome  ni- 
tride to  coat  things  like  jet  engines." 
The  machines  have  been  tested  by  the 
Ulvac  Corp.,  formerly  the  Japan  Vacu- 
um Engineering  Co.  of  Tokyo,  which 
developed  the  titanium  nitride  Covino 
will  market  as  Magna  Gold.  Ulvac  will 
get  a  flat  2%  royalty  on  all  sales.  Co- 
vino has  been  doing  business  with  the 
large  Japanese  firm  for  25  years. 

But  perhaps  the  most  striking  dif- 
ference between  Magna  Gold  and  Tuf- 
ram is  the  market  Covino  plans  to 
court.  Although  his  eyes  light  up 
when  he  talks  about  the  gold-plated 
jewelry,  fountain  pens  and  flatware 
market  ("There's  been  nothing  like 
this  since  the  days  of  the  alche- 
mists"), the  Tufram  experience 
taught  him  the  dangers  of  falling  for 
fool's  gold. 

"We  will  be  going  after  the  heavy- 
industry  market  first,"  he  says.  "We 
think  there  is  a  $20  million  market 
that  we  could  get  for  our  $2  million 
investment.  We  will  be  looking  to  re- 
place things  like  tungsten  carbide, 
which  is  used  to  do  all  sorts  of  metal 
cutting  now.  jewelry  is  something 
we'll  play  with  in  the  future.  Although 
it's  sexy,  if  you  tackle  anybody  in 
jewelry  right  away  you  will  get  your 
block  knocked  off  and  your  profit 
margins  will  be  low."  Cutting  tools 
are  a  particularly  shrewd  market  to 
aim  for  at  the  outset  since  General 
Magnaplate  will  merely  be  coating 
customers'  machined  parts  and  thus 
maintaining  no  inventory  of  its  own. 

So,  it  sounds  like  Covino  has 
learned  from  the  Tufram  debacle.  But 
there  are  still  a  few  questions.  First,  is 
there  really  a  demand  for  Magna  Gold, 
market  studies  or  no?  Will  it  prove 
economical  for  an  industry  to  switch 
to  the  yet  unpriced  product?  And 
then,  once  again,  there's  the  question 
of  financing. 

Magnaplate's  current  long-term 
debt  is  already  48%  of  total  capital. 
Borrowing  another  $1.5  million  of  the 
$2  million  Covino  says  he  will  ulti- 
mately need  would  push  that  debt  to  a 
dangerously  high  61%.  Covino  insists 
his  company  can  handle  short-term 
loans  to  gear  up  for  Magna  Gold, 
though  he  concedes  he  will  probably 
only  spend  $500,000  in  the  foresee- 
able future.  "Don't  worry,  we  will  not 
be  going  over  our  heads.  My  pencil  is 
so  sharp,  it  sticks  people." 

When  Magna  Gold  goes  on  the  mar- 
ket some  time  early  next  year,  we  will 
find  out  how  well  Covino  has  learned 
his  lesson.  ■ 


"I  said,  'What  the  hell  do  I 
know  about  cookware?  My 
knowledge  of  consumer 
products  is  subzero!'  They 
said,  'You  do  the  pots  and 
pans  and  we'll  do  the  mar- 
keting and  we'll  both  make 
zillions  of  dollars.'  " 
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The  Up-And-Comers 


It  has  been  a  tough  year  indeed  for  small,  emerging  growth 
companies.  Witness  the  FORBES  Up-And-Comers  class  of  '81.  But 
cream  still  has  a  way  of  rising  to  the  top. 


Life  in  the 
fast  lane 


By  Steve  Kichen 
and  Jon  Schriber 

EMERGING  GROWTH  COMPANIES 
may  have  been  the  darlings  of 
Wall  Street  last  year,  but  this 
year  they've  taken  their  lumps  along 
with  the  rest  of  the  market.  The 
NASDAQ  over-the-counter  index 
fared  little  better  than  the  30  Dow 
Industrials,  off  9%  from  year-end  1980. 
Another  Up-And-Comers  barometer, 
the  Amex  Index,  dropped  10%. 

With  money  market  funds  paying 
16%  or  more  it  is  not  hard  to  see  why 
investors  have  been  backed  away 
from  secondary  stocks.  And  with  an 
increasingly  sluggish  economy,  it's  no 
surprise  that  fewer  companies  made 
the  Forbes  Up-And-Comers  class  of 
'81  than  the  386  companies  that  were 
in  the  Forbes  Up-And-Comers  class 
of  '80  (on  1981  criteria).  This  year  the 
list  decreased  in  size  by  a  stiff  25%  to 
only  291  companies. 

What  does  it  take  to  make  the 
Forbes  Up-And-Comers  list?  As  a  test 
of  self-financing  capability  we  look  for 
an  average  return  on  equity  for  the 
past  five  years  of  at  least  15%.  If  any- 
thing, with  the  prime  hovering  in  the 
high  teens  and  small  companies  often 
unable  to  borrow  at  rates  as  favorable 
as  those  available  to  well-established 


corporate  giants,  this  cutoff  may  be  a 
bit  lenient. 

Then  we  eliminate  any  company 
whose  debt  as  a  percentage  of  book 
value  is  greater  than  100%,  to  make 
our  profitability  requirement  mean- 
ingful and  to  screen  out  companies 
with  dangerously  high  leverage.  Final- 
ly, and  quite  arbitrarily,  we  decided 
that  any  firm  with  sales  over  $100 
million  should  no  longer  be  consid- 
ered an  Up-And-Comer. 

In  addition,  we  excluded  royalty 
trusts  this  year  because  they  derive 
their  income  in  a  passive  manner 
through  ownership  of  properties  con- 
taining oil  and  gas  or  other  natural 
resources. 

It  took  a  mixture  of  shrewd  market 
judgment,  adroit  maneuvering  and  a 
little  luck  to  stay  in  the  upper  reaches 
of  the  Up-And-Comers.  Take  league- 
leading  Republic  Gypsum  of  Dallas, 
Tex.,  for  example.  As  a  manufacturer 
of  wallboard,  the  company's  fortunes 
are  closely  tied  to  the  badly  hurt  hous- 
ing industry.  But  Republic  President 
Max  Montgomery  was  able  to  soften 
the  blow  by  simply  expanding  the 
shipping  radius  from  his  plant.  Repub- 
lic operates  its  own  fleet  of  40  tractor 
trailers  so  it  can  back-haul  not  only  its 
own  raw  materials  but  distribute  oth- 
er manufacturers'  building  materials 


as  well.  "If  you  keep  those  trucks  load- 
ed both  ways  you  can  reach  a  lot  far- 
ther out,  and  cut  costs  as  well,"  says 
Montgomery. 

And  some  of  what  appears  to  be 
luck  may  have  a  lot  more  to  do  with 
good  market  sense.  You  might  think 
it  predictable  that  Cheezem  Develop- 
ment, which  builds  luxury  high-rise 
condos  in  Florida,  would  be  doing 
well.  But  it  didn't  look  so  predictable 
in  1978  when  condos  were  still  in 
oversupply  and  President  Charles 
Cheezem  was  trying  to  raise  capital 
for  2,400  units  on  Brickell  Key,  in 
Biscayne  Bay  a  few  hundred  feet  from 
Miami.  In  the  end,  Cheezem  raised 
the  seed  money  from  Hong  Kong's 
Swire  Properties,  Ltd.  Swire's  invest- 
ment has  since  paid  off  handsomely, 
in  large  part  because  Cheezem  cor- 
rectly- guessed  that  wealthy  Latin 
Americans  would  be  attracted  to  the 
excellent  security  features  of  Bnck- 
ell's  island  location. 

Luck?  Sure,  some  companies  are 
born  lucky.  Chairman  Donald  Pels 
freely  admits  his  enormously  success- 
ful Lin  Broadcasting  falls  into  that 
category.  "I'd  like  to  give  you  some 
romance,"  he  says,  "but  this  is  not  a 
very  difficult  business  to  run  well." 
With  four  television  stations,  the  larg- 
est situated  in  the  booming  Ft.  Worth- 
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Dallas  area,  five  sets  of  AM/FM  sta- 
tions and  an  arm  that  sells  radio  pag- 
ing or  "beeper"  services  for  doctors  or 
airline  pilots  on  call,  Pels  says  cash- 
laden  Lin  would  have  done  even  bet- 
ter if  his  stations  hadn't  been  affili- 
ated with  NBC. 

And  then  there's  WD-40,  which 
continues  with  enormous  success  to 
make  only  its  all-purpose,  petroleum- 
based,  combination  lubricant,  rust 
preventative,  penetrant  (for  sticky 
locks)  and  moisture-displacer,  WD-40. 
"We  have  broken  all  the  rules,"  says 
President  John  Barry  with  a  smile. 
"We've  just  concentrated  on  one 
product."  And  it  works  beautifully. 

But  for  most  Up-And-Comers,  last 
year  was  clearly  a  lot  tougher  than 
most.  Only  50  companies  on  our  list 
this  year  could  boast  no  long-term 
debt  at  all,  as  opposed  to  66  compa- 
nies in  1980.  Wall  Street  seems  well 
aware  of  this.  True,  some  Up-And- 
Comers  still  command  sky-high  mul- 
tiples. Look  at  Sykes  Datatronics,  for 
example,  which  makes  intelligent 
computer  terminal  equipment  and 
commands  a  P/E  multiple  of  almost  51 
on  the  strength  of  its  five-year  average 
return  on  equity  of  44.8%. 

But  several  of  our  listed  stocks  now 
have  price/earnings  ratios  close  to  or 


even  below  the  Dow  Jones  industrials 
multiple  of  6.8.  In  fact,  plenty  of  the 
companies  on  the  following  pages 
could  be  classified  as  Forbes  Loaded 
Laggards.  Take,  for  example,  Carls- 
berg — a  land  developer  and  construc- 
tion company,  which  sells  at  a  P/E  of 
just  4.9,  and  nearly  an  11%  discount 
from  book  value,  despite  a  five-year 
average  earnings  growth  rate  of  better 


With  an  increasingly  slug- 
gish economy,  it's  no  sur- 
prise that  95  fewer  total 
companies  made  the  Forbes 
Up-And-Comers  class  of '81. 


than  31%.  Other  interesting  bargain- 
basement  Up-And-Comers  are  ADM 
Industries,  RLI,  Vintage  Enterprises 
and  Cascade  Corp. 

T.  Rowe  Price  expects  a  rebound  in 
building  stocks  (see  p.  247).  If  Mr. 
Price  is  correct,  ADM  Industries — a 
manufacturer  and  distributor  of  hard- 
ware products  and  other  housing  ma- 
terials— is  an  interesting  play.  At  a 
market  price  of  only  1%  and  a  49% 
discount  from  book  value  the  stock 
has  the  potential  for  considerable  lev- 
erage. Although  earnings  decreased 


58%  in  1980,  sales  were  up  37%  for 
the  first  three  quarters  of  1981.  Vin- 
tage Enterprises  builds  and  retails 
manufactured  homes  and  could  also 
share  in  a  building  boom. 

The  world's  largest  insurer  of  con- 
tact lenses,  RLI,  sells  at  a  P/E  ratio  of 
only  4.3.  As  corporations  take  advan- 
tage of  the  new  tax  laws  to  invest  in 
accessories  which  make  lift  trucks 
more  efficient,  Cascade  Corp.'s  earn- 
ings could  surge. 

But  perhaps  the  most  interesting 
companies  in  the  pages  that  follow 
are  the  dozens  of  newcomers:  compa- 
nies like  Initio,  a  mail-order  sales 
firm,  and  Mark  Products,  which 
manufactures  seismic  equipment 
used  in  oil  exploration.  Then  there's 
IPM  Technology  and  Hudson  Gener- 
al, both  of  which  offer  specialized 
services  to  airlines.  In  this  era  of 
deregulation  and  upstart  carriers,  pro- 
viders such  as  IPM  and  Hudson  are 
playing  an  increasingly  important 
role.  Other  newcomers  include  Ver- 
mont Research,  a  manufacturer  of 
magnetic  memory  devices  for  com- 
puters, and  Trus  Joist  (Forbes,  Nov. 
24,  1980),  which  prefabricates  con- 
struction beams.  These  companies 
are  the  new  blood  which  gives  this 
elite  club  its  bright  future. 
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Republic  Gypsum 

192.4% 

18.1% 

126% 

$21.2 

$1.39 

6.5% 

$4.18 

67% 

6»/2 

$0.76 

8.5 

building  materials 

Key  Pharmaceuticals 

152.7 

21.4 

77 

23.7 

3.18 

13.4 

1.35 

4 

21'/8 

0.29 

72.8 

ethical  drugs 

United  Cable  Television 

92.2 

13.9 

110 

62.8 

7.90 

12.5 

5.89 

85 

21  Mi 

0.82 

26.2 

CATV 

Cheezem  Development 

90.1 

34.7 

146 

29.6 

4.13 

13.9 

6.97 

84 

6% 

2.42 

2.7 

construction 

Adage 

86.4 

33.3 

34 

15.9 

0.83 

5.2 

3.00 

23 

16'/2 

1.00 

16.5 

computer  equipment 

Lin  Broadcasting 

69.6 

42.4 

22 

64.5 

16.01 

24.8 

7.06 

58 

31% 

3.00 

10.5 

broadcasting 

WD-40 

65.5 

54.2 

27 

44.5 

7.84 

17.5 

5.84 

0 

36 

3.17 

11.3 

lubricants 

Quotron  Systems 

64.0 

18.9 

40 

63.8 

8.91 

13.9 

7.71 

1 

35% 

1.46 

24.4 

financial  information  svs 

Pioneer  Group 

62.8 

58.5 

50 

10.6 

2.94 

27.5 

2.99 

0 

153/4 

1.75 

9.0 

finance 

General  Defense 

61.9 

47.9 

32 

70.9 

5.60 

7.8 

2.86 

14 

14'/4 

1.37 

10.4 

weapons  manufacture 

Initio 

54.9 

25.6 

48 

7.7 

1.87 

24.0 

1.48 

30 

4'/2 

0.38 

11.8 

mail-order  sales 


'Latest  fiscal  year. 

Source:  Standard  &  Poor  's 
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Book 
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Net 
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12 
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1  1 1      1  1  l  I  I 
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Dranetz  Engineering  Labs 

54.4% 

29.1% 

50% 

$15.3 

$  2.08 

13.5% 

$  3.46 

2% 

15!/4 

$1.01 

15.0 

precision  instruments 

Kratos 

^3  9 

JO . ._ 

1  8  1 

1  0 .  1 

23 

55.5 

O   A  C 

3.45 

6.2 

7.87 

3 

10% 

1.43 

7.3 

precision  instruments 

Standard  Microsystems 

53.0 

9.7 

26 

18.6 

2.44 

13.0 

4.30 

14 

7% 

0.42 

17.5 

o  [  pff  r/^n  ipc 

Mark  Products 

^9  S 

o/.o 

1 13 

42.2 

5.80 

13.7 

2.47 

48 

im 

0.98 

11.7 

precision  instruments 

Guaranty  National 

50.9 

21.7 

27 

50.0 

7.98 

15.9 

8.01 

0 

12'/2 

1.74 

7.1 

insurance 

Plenum  Publishing 

50.0 

45.9 

21 

T  A  A 

24 .4 

1  A  Q 
14. 0 

4.U9 

3 

17'/4 

1.88 

9.1 

publishing 

SafeCard  Services 

97  6 

52 

16.1 

3.06 

18.9 

2.82 

0 

ll'/4 

0.78 

14.4 

C  f  pri  i  f  _  f  q  yi  1   IfiCC  CPTVl  P  PC 

Calprop 

49.4 

32.0 

60 

23.7 

3.45 

14.5 

5.80 

99 

3% 

1.86 

1.7 

building 

Staff  Builders 

49.4 

15.2 

46 

67.6 

2.05 

3.0 

3.74 

0 

77s 

0.57 

13.8 

temporary  personnel 

Zenith  National  Insurance 

49.0 

3 1 .0 

39 

83.6 

10.94 

ion 
13.  (J 

5./9 

13 

15 'A 

1.80 

8.4 

insurance 

Aztec  Manufacturing 

46.2 

36.3 

46 

39.3 

6.41 

16.2 

4.90 

5 

18% 

1.78 

10.5 

r\A  1 ti 1 i 1  t-'iiiiir\  m  (-~*Yi  t 

uimtju  equipment 

Interface  Mechanisms 

45.6 

20.6 

62 

15.6 

1.68 

10.7 

4.12 

0 

107/8 

0.85 

12.7 

price  scanning  systems 

Comprehensive  Care 

44.8 

24.6 

50 

51.3 

4.71 

9.1 

2.92 

29 

16% 

0.72 

22.3 

health  care  services 

Sykes  Datatronics 

44.8 

21.9 

1 14 

1  A  1 

24. 1 

3.35 

13.8 

2.32 

17 

26 

0.51 

50.9 

computer  equipment 

PBA 

44.7 

20.9 

26 

97.5 

1.34 

1.3 

2.34 

0 

1 1 

0.49 

22.4 

lltl^lll  lulWdXUlllg 

Alico 

44.3 

23.2 

31 

15.2 

4.24 

27.7 

8.67 

6 

47% 

2.02 

23.5 

agriculture 

Tucker  Drilling 

43.9 

ISA 

38 

27.9 

3.25 

11.6 

6.51 

12 

167s 

1.66 

10.1 

oil  and  gas  drilling 

Bolar  Pharmaceutical 

43.2 

29.0 

54 

1 1.8 

2.14 

18.1 

2. (J  (J 

0 

12 

0.58 

20.6 

ethical  drugs 

Kroy Inc 

41.2 

35.2 

43 

37.1 

5.80 

15.6 

2.64 

10 

16% 

0.93 

17.7 

L,  1  il  L  1 1  1  1  L.   j  1 1  UUUL  L > 

-  Alabama-Tenn  Nat  Gas 

40.8 

38  1 

24 

91.9 

5.27 

5.7 

13.56 

9 

34% 

5.17 

6.7 

natural  gas  pipeline 

Sensormatic  Electronics 

40.6 

24.8 

39 

50.7 

10.18 

20.0 

6.69 

69 

38% 

1.66 

23.3 

electronics  theft  contr 

CACI 

40.1 

41.8 

55 

58.4 

2.30 

3.9 

5.31 

26 

24 '/4 

2.22 

10.9 

technical  consulting 

IPM  Technology 

40.0 

27.8 

138 

•  44.1 

1.49 

3.3 

3.91 

70 

4% 

1.09 

4.1 

'11  T 1  1  T1  P  CPTT71  f  PC 
cillllllL  SCI  VILCo 

Analogic 

39.9 

15.6 

55 

67.0 

6.03 

8.9 

6.46 

9 

26 

1.01 

25.7 

computer  equipment 

Hudson  General 

39.1 

17.6 

138 

55.8 

3.08 

5.5 

12.26 

72 

8 

2.17 

3.6 

leases  airline,  RR  equip 

Vermont  Research 

140 

16.0 

2.80 

17.4 

3.41 

11 

13% 

1.63 

8.5 

computer  equipment 

Minnetonka 

38  9 

9  1  9 

87 

73.2 

5.53 

7.5 

3.39 

•5 

5% 

0.72 

7.9 

nptcnna    pqtp  r^TfiriiiPt-c 
JJtloUiltil  LdIL  UiUUULls 

US  Surgical 

37.9 

11.9 

36 

86.2 

7.96 

9.2 

8.77 

47 

26J/4 

1.05 

25.4 

health  care  products 

Redcor 

37.7 

36.5 

119 

24.0 

3.39 

14.0 

3.34 

11 

12 

1.22 

9.8 

electronics 

Impell 

37.2 

32.9 

40 

51.9 

7.14 

13.7 

6.95 

0 

34% 

2.29 

15.0 

CPTVirp  ta  niirlp'jr  :  nrl 

oCI  VILC  LK)  1  1  L 1  L  i  v.  tllLl 

Kulicke  &  Soffa  Inds 

37.1 

14.1 

42 

49.7 

7.96 

15.9 

8.58 

5 

13% 

1.21 

1 1.3 

precision  instr,  tools 

'Latest  fiscal  year. 

Source:  Standard  &  Poor's 
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Many  of  the  nation's  largest 
companies  have  decided  to  buy  or 
lease  their  telephone  systems  instead 
of  continuing  with  the  recurring  rental 
alternative.  The  right  combination  of 
size,  features  and  capacity  was  a 
primary  concern  for  them.  General 
Dynamics  Communications  Company 
identified  and  analyzed  their 
communications  requirements  —  and 
can  do  the  same  for  you.  Weak  points 
in  your  system  will  be  eliminated; 
cost-cutting  opportunities  and 
efficiencies  will  be  desjgnedJn.  Our 
program  will  provide  savings 
recommendations  to  your  present 
rental  alternative. 

Our  FOCUS  ®  systems  — 
Executive  and.Senator  —  are  proving 
to  be  the  solution  for  a  variety  of 
businesses.  These  economical  and 
compact.systems  offer  the  flexibility  of 
stored  program  control  and  advanced 
capabilities.  They  include  cost-saving 
features  like  Uniform  Call  Distribution, 
Automatic  Route  Selection  and 
Message  Accounting  packages 
tailored  to  your  specific  business  needs. 

Contact  General  Dynamics 
Communications  Company.  We'll  help 
you  focus  on  the  most  efficient 
solution  for  your  business 
communications..  ,    .  J 

Call  toll  free:  800-821-7700  Ext.  337 

(In  Missouri  call  800-892-7655  Ext.  337) 

Or  write  our  headquarters: 

12101.  Woodcrest  Executive  Drive 

St.  Louis,  Missouri  63141 

GENERAL  DYNAMICS 

Communications  Company 

We'll  make  your 
business  telephones 
pay  dividends. 


-.  I  \ 


FOCUS  is  a  registered  trademark 
of  American  Telecom.  Inc 
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ney,  truck- 
ing companies  are  always  on  the  lookout  for 
better  ways  to  keep  their  rigs  on  the  road. 
That's  why  you'll  find  so  many  trucks  equipped 
.with  fleet-proven  Stemco®  Hub-Seal  systems 
■from  our  Stemco  Truck  Products  Division. 
.   Easy  to  check  and  refill,  Stemco  Hub-Seal 
allow  wheel  bearings  to  be  continu 
thed  in  oil.  This  reduces  friction  and 


lisp"  adds  thousands  of  extra  miles  of 
aking  operation  without  the  downtime 
'  to  pull  the  wheels  to  repack  the 


eanngs  in  grease. 
A  major  manufacturer  of  heavy-duty  truck 
equipment,  including  transmission  parts  and 
low-noise  exhaust  systems,  Stemco  is  one  of 
the  well-known  product  names  that  help  make 
us  what  we  are  today.  A  $2  billion  company 
with  a  broad  earnings  base  in  five  industry 
segments.  And  a  leading  supplier  to  the  indus- 
trial sector  of  the  U.S.  economy.  For  our  latest 
financial  reports,  write  Colt  Industries  Inc,  Dept. 
41,  430  Park  Avenue,  New  York,  New  York 
10022. 
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Day  Mines 

3A  8°/, 

1  A  APL 

lO.'t/o 

A  C.O/ 
43  /o 

$35.1 

$10.34 

29.4% 

$  6.26 

9  3 

ZO 

1  n3 

$  1  .Uo 

99  3 
ZZ.o 

silver,  gold,  lead,  zinc 

American  Income  Life  Ins 

36.8 

24.4 

/in 

4U 

84.2 

13.74 

16.3 

9.33 

u 

9  1 

Z  1  /4 

9  98 
Z.Zo 

O  3 

y.o 

insurance 

Chem-Nuclear  Systems 

36.8 

48.8 

52 

61.6 

8.03 

13.0 

4.44 

4% 

36 

O    1  "7 

2. 1  / 

1  /  c 
16.5 

nuclear  waste  treatment 

Petroleum  Equip  Tools 

36.0 

26.2 

59 

92.7 

13.82 

14.9 

8.30 

35 

28  Vi 

2.18 

13.0 

oilfield  tools,  equip  rental 

Prime  Motor  Inns 

3A  0 

90  fi, 

56 

47.4 

6.48 

13.6 

4.76 

80 

13 

1.41 

9.2 

motels 

1  '  ,i  ■  '  i> ,  1    It                Il,||    M  mar 

umteu  rveno  rnii  iviines 

35.9 

5.2 

1  8 

26.5 

6.42 

24.1 

12.52 

n 
u 

1  Ol/. 

U.Oo 

id  n 

oU.U 

silver  and  lead 

American  Agronomics 

35.3 

23.5 

on 

89 

49.4 

5.27 

10.6 

1.40 

A  £ 

46 

6/4 

U.oo 

2U.4 

agriculture 

Mite 

35.2 

27.9 

23 

63.4 

6.29 

9.9 

12.17 

89 

29% 

3.40 

8.6 

fasteners 

Keuter Inc 

3d  s 

1  7  0 

lo4 

14.3 

1 .58 

10.9 

7.23 

L 

1  1  \L 
1  i  78 

1  2fl 

1  .oil 

O.D 

computer,  refuse  coll  eq 

Magnetic  Controls 

34.4 

12.7 

36 

55.9 

3.62 

6.4 

1 1.89 

1  o 

18 

1  r 
15 

1.52 

9.8 

telecom  equipment 

Dynatech 

34.2 

24.8 

22 

51.7 

3.61 

6.9 

5.87 

58 

25  74 

1    A  f 

1.46 

1  *7  O 

1 7.2 

health  care  products 

Save- Way  Industries 

33.5 

29.3 

41 

50.0 

4.57 

9.1 

4.60 

90 

87s 

1.35 

6.5 

personal  care  products 

1    A   A  • 

Sealed  Air 

33  n 

1  7  8 

Zo 

88.6 

6.41 

7.2 

14.19 

O 

Zo 

Z.jo 

1  1  n 

packaging 

Spectrum  Control 

32.8 

12.9 

Z4 

14.3 

1.08 

7.5 

1 .93 

l  7 

(J.Zo 

Zo.4 

electronic  poll  control 

It rovtnc 

L/rey  ius 

32.3 

42.4 

DO 

58.7 

11.53 

19.6 

6.93 

o 

10/4 

Z.Vr 

O.O 

finance 

Ambassador  Group 

31.9 

27.8 

39 

34.3 

6.93 

20.1 

7.44 

2 

14% 

2.07 

7.1 

insurance 

Base  Ten  Systems 

31  Q 

97  n 

58 

11.2 

1.01 

9.0 

5.39 

16 

14 

1.46 

9.5 

electronics 

Gray  Communications 

31.9 

21.3 

25 

37.0 

2.40 

6.4 

99  d8 

n 

y 

A  C  1  / 

45  72 

4.  /y 

broadcasting,  publishing 

iVldyildlU  Wll 

31.8 

23.0 

9  8 
Zo 

31.6 

5.17 

16.3 

4.68 

7C 

*  J 

1  93/. 
1  Z  /4 

1  na 

I  -Uo 

1  1  ft 
11.0 

oil,  gas  drill  ex,  dev 

Modular  Computer  Sys 

31.8 

3.4 

114 

81.0 

3.81 

4.6 

12.42 

1 

8'/2 

0.43 

19.7 

computer  equipment 

Kenai 

31  7 

1  8  Q 

58 

95.9 

7.95 

8.2 

13.53 

100 

20% 

2.56 

0  1 

0.1 

oil  and  gas  drilling 

Pacesetter  Corp 

31.7 

18.1 

18 

41.5 

2.69 

6.4 

6.88 

0 

lOVi 

1.25 

(5.4 

building  materials 

v-ansuerg 

31.5 

18.1 

47 
4  / 

51.5 

5.22 

10.1 

9.52 

£1 

Q1A 

0/2 

1  73 

1 . 1 0 

A  0 

land  development 

Floating  Point  Systems 

31.1 

12.7 

39 

42.4 

4.24 

9.9 

5.89 

12 

20% 

0.75 

27.1 

computer  equipment 

Drexler  Technology 

3fl  0 

JU.7 

y  .z 

2b 

14.6 

1.59 

10.8 

5.19 

U 

1 1 

U.4o 

zz.y 

supplies  for  semicond  ind 

Westmin  Resources 

30.8 

72.7 

101 

70  9 
i  y.z 

zo.o  / 

33  A 

n  09 

59 

9 

U.6/ 

lc5.4 

oil  &.  gas,  metals 

i  yian 

30.8 

34.7 

1 1Z 

18.3 

1.85 

10.0 

2.68 

n 

1U 

U.Vo 

1  n  7 

equip  for  semicond  indus 

Microdyne 

30.7 

22.6 

57 

23.7 

3.20 

13.4 

3.93 

4 

15% 

0.89 

17.6 

electronics 

Computer  Products 

30.2 

15.4 

25 

18.9 

2.07 

10.9 

3.69 

5 

10% 

0.57 

19.0 

electronics 

Trus  Joist 

30.2 

19.5 

26 

82.2 

6.56 

7.9 

9.23 

45 

19'/4 

1.80 

10.6 

prefab  beams 

Cellu-Craft 

30.1 

31.4 

30 

38.4 

1.55 

4.0 

3.05 

29 

35/s 

0.96 

3.7 

packaging 

'Latest  fiscal  year. 

Source:  Standard  &  Poor's 
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For  15  years  we've  made 
the  world  safer  for 
Directors  and  Officers. 

If  corporate  heads  have  become 
more  visible  these  days,  we'd  like  to 
think  our  D&O  insurance  has  helped. 

Nobody,  but  nobody,  can  match  our 
record  in  handling  claims  against  Direc- 
tors and  Officers. 

It's  not  magic. 

It's  experience.  Fifteen  years  of  it. 
And  in  that  fifteen  years,  American 
Home/National  Union  has  been  faced 
with  and  has  resolved  almost  every 
problem  imaginable. 

So  if  you  get  into  a  particularly 
sticky  situation,  chances  are  it's  already 
old  hat  to  us.  And  if  it  isn't,  nobody  has  a 
better  chance  of  coming  up  with  a 
creative  solution. 

Another  thing.  Our  under- 
writers are  seasoned  professionals,  dedi- 
cated to  this  type  of  insurance.  Not 
part-timers  trying  to  sandwich  you 
between  other  types  of  coverage. 

And  nobody  can  offer  our  American 
International  Global  D&0SM  coverage. 
Which  is  important  when  you  consider 
more  and  more  executives  are  finding 
out  they  can  get  sued  overseas  as  well  as 
back  home. 

All  these  reasons  explain  why  so 
many  blue  chip  companies  insure  with 
our  companies. 

And  why  so  many  Directors  and 
Officers  feel  more  secure  doing  business 
withus. 

The  AK3  Companies. 

Let  us  take  the  risks. 


For  more  information  about  D&O  insurance,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York,  N  Y.  10270,  (212)  770-6507  or  770-6504. 
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Flightsafety  International 

29.9% 

27.1% 

32% 

$53.8 

$13.88 

25.7% 

$  6.34 

26% 

40'/2. 

$  1.72 

23.5 

air  and  marine  training 

Grey  Advertising 

29.6 

21.3 

22 

98.5 

6.30 

6.3 

51.01 

1 

59 

10.89 

5.4 

advertising 

Statesman  Group 

29.5 

18.9 

18 

96.4 

4.99 

5. 1 

6.23 

32 

6V» 

1.18 

5.1 

insurance 

Loniinuniiy  rsyen  \~irs 

29.5 

23.5 

33 

59.3 

8.43 

14.2 

6.93 

J4* 

JO  /2 

1  .OO 

ZU..J 

health  care  services 

Brennand-Paige  Industries 

29.4 

29.5 

39 

60.9 

4.50 

7.3 

4.94 

19 

7% 

1.46 

5.3 

wire  &  cable 

Penril 

29.4 

16.6 

22 

33.3 

1.78 

5.3 

7.37 

36 

10 

1.23 

8.1 

precision  instruments 

Avantek 

29.3 

26.5 

46 

58.2 

7.04 

12.0 

2.00 

3 

17J/4 

0.53 

33.4 

electronics 

Sikes 

29.2 

22.4 

IOC 

135 

a  n  o 
40.8 

6. 45 

O  A 

8.4 

7  7r 

1  .Lb 

Aft 

SUA 

o  /2 

1  A3 
1 .00 

J.Z 

ceramic  tiles 

Investment  Corp  of  Am 

28.8 

34.6 

23 

13.6 

2.38 

17.4 

6.96 

43 

8'/i 

2.41 

3.5 

banking,  finance 

Eldorado  Bancorp 

28.7 

30.4 

48 

11.9 

1.41 

11.8 

5.23 

0 

ii% 

1.59 

7.3 

banking 

Central  National  Financial 

28.7 

29.0 

28 

27.3 

2.54 

9.3 

10.56 

0 

27 

3.07 

8.7 

insurance 

Frost  &  Sullivan 

28.6 

29.1 

A  O 

4y 

/■  * 
o.o 

U.5  1 

8.5 

1   Q  A 

1  .o4 

o 

3% 

0.39 

9.2 

mi  hli  eniti  it 

puuusiuiig 

Nicolet  Instrument 

28.3 

16.7 

19 

77.3 

4.79 

6.1 

5.96 

38 

145/8 

1.00 

14.6 

precision  instruments 

Intelligent  Systems 

28.0 

18.8 

97 

18.7 

1.59 

8.4 

4.25 

0 

23 '/2 

0.80 

29.3 

computer  equipment 

ADM  Industries 

27.9 

10.3 

1  2U 

O  7 

y.l 

U.2U 

Z.U 

T  7  1 

2.  7  1 

19 

1% 

0.28 

4.8 

building  materials 

Rpriif  n-Ffwtpr 

II  ul  Ul.  Ill  Ua  Iv  1 

"1  7  O 

2  7.8 

41.0 

129 

7.6 

2.19 

28.7 

^  70 

2.78 

7 

127/S 

1.14 

1 1.2 

nil  anil  uac  [lPVi'mnmpnt 

General  Datacomm  Inds 

27.5 

12.7 

46 

53.6 

4.41 

8.2 

5.50 

38 

9% 

0.70 

14.1 

telecomm  equip 

Fluorocarbon 

T  7  C 

27.5 

13.3 

19 

79.3 

3.59 

4.5 

5.98 

36 

10 

0.80 

12.5 

plastics,  semicond  sup 

Pacific  Scientific 

27  A 

27.3 

a  n 
4U 

(31.1 

1 .13 

1  i  .0 

4.02 

3 

15 

1.32 

11.3 

aerospace 

Southern  K.inntrn  St"1 

27.3 

20.9 

22 

60. 6 

6.29 

10.4 

10.5  I 

51 

U% 

2.20 

5.2 

Llcllllxllltl 

Southwest  Factories 

27.3 

17.2 

28 

34.0 

0.46 

1.3 

2.72 

77 

3% 

0.47 

7.1 

auto  parts 

American  Public  Energy 

27.2 

7.9 

78 

4.3 

0.95 

21.9 

2.65 

13 

4% 

0.21 

22.6 

oil  &  gas  explor  &  dev 

Transport  Life  Insurance 

27.0 

26.4 

30 

87.4 

8.60 

9.8 

6.50 

27 

16 

1.72 

9.3 

insurance 

i^iiiiuren  s  vvonu 

26.9 

23.7 

O  A 

34 

1  A  O 

14.3 

0.83 

5.7 

1.43 

JO 

41/0 

'r  /8 

n  34 

udy  Ldic  ccnicib 

Trico  Industries 

26.9 

31.5 

26 

82.5 

6.07 

7.3 

4.12 

26 

125/8 

1.30 

9.7 

oilfield  equip  &  services 

Norstan 

26.6 

14.1 

28 

24.8 

1.78 

7.1 

4.81 

23 

lO'/i 

0.68 

15.4 

precision  gears 

Electrospace  Systems 

26.5 

31.8 

41 

45.5 

2.80 

6.1 

2.98 

22 

18'/2 

0.95 

19.4 

electronics 

Electronics  Corp  of  Amer 

26.1 

23.5 

1  A 

24 

A  T  O 

42.8 

C  7  C 

5. 75 

17  /I 

1 6  A 

1  A  ~7C\ 
14.  IV 

54 

27'/4 

3.46 

7.8 

Tenney  Engineering 

1  £  o 

ZD.y 

T  1  7 

21.7 

54 

13.1 

0.73 

5.5 

2.21 

60 

5 

0.48 

10.4 

precision  instruments 

Callahan  Mining 

25.9 

12.9 

ZD 

zy.o 

ft 

zo.o 

7  3A 
/  .00 

0 

15% 

0.95 

16.7 

silver  mining 

Cardillo  Travel  Systems 

25.8 

74.7 

98 

72.5 

0.53 

0.7 

1.03 

30 

n  77 

U.I  1 

D.O 

travel  services 

'Latest  fiscal  year. 

Source:  Standard  &  Poor's. 
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Picking  options  for  your 
new  car? 
Don't  forget  Ford's  Ultimate  Option. 

The  only  one 
that  could  pay  for  itself. 

FORD'S  ULTIMATE  OPTION-E.S.P. 


Ford  Motor  Company's  Extended 
Service  Plan  is  designed  to  offer  you  long- 
term  protection  against  rising  service  costs. 

E.S.R  offers  long-term  car  repair  protec- 
tion. There  are  three  plans  to  choose  from. 
You  can  purchase  a  maximum  cover- 
age plan  of  3  years/36,000  miles 

miles.  The  third 
train  plan  of 
miles, 


or  5  years/50,000 
plan  is  the  power 
5  years/50,000 


WhatE.S.R 
protects.  E.S.R 
guards  against  the 
cost  of  major  repair 
bills  on  your  Ford-built 
car  or  light  truck  Your  Dealer 
can  give  you  specific  information 
about  each  plan. 

How  E.S.R  works  for  you.  You  pay  just  a 
$25  deductible  per  eligible  repair  visit 
under  either  of  the  two  maximum  cover- 
age plans,  or  $50  under  the  power  train 
plan  . . .  regardless  of  the  cost  of  all  labor 
and  parts  needed. 

And  if  your  car  needs  to  be  kept  overnight 
for  repair  under  the  original  new  vehicle 


warranty  or  the  repair  of  E.S.R-covered 
components  thereafter,  you're  provided  a 
rental  car  reimbursement  allowance  of  up 
to  $20  per  day  (excluding  mileage)  for  up 
to  five  days. 

How  E.S.R  helps  at  resale  time.  For  a  small 
fee,  the  remaining  coverage  is  transfera- 
ble to  the  new  owner.  This  can  be  a  strong 
selling  point. 

Where  E.S.R  is  in  effect,  The  Ford  Extended 
Service  Plan  is  the  one  and  only  plan  that's 
honored  by  more  than  6400  Ford  and 
Lincoln-Mercury  Dealers  throughout  the 
U.S.  and  Canada.  That  can  mean  real 
peace  of  mind  wherever  you  are. 

E.S.R  offers  low-cost  protection  for  your 
Ford  or  Lincoln-Mercury  vehicle.  The 

cost  of  E.S.R  is  surprisingly  low.  And  it 
can  be  added  to  your  monthly 
payment  if  you  finance  your  new 
vehicle.  When  you  consider  the 
low  cost  of  protection  on  your 
initial  investment,  and  how  long 
you'll  probably  keep  your  car,  it  just 
makes  good  sense  to  buy  Ford's 
Ultimate  Option . . .  E.S.R 


Ask  for  Ford  Motor  Company's 
Extended  Service  Plan  by  name. 
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Materials  Research 

25.8% 

13.6% 

45% 

$71:3 

$  4.38 

6.1% 

$  7.42 

35% 

15% 

$1.01 

15.5 

spec  metals  &  ceram 

Quadrex 

25.7 

22.6 

61 

52.8 

4.28 

8.1 

4.02 

4 

16% 

0.91 

17.8 

nuclear  engineering  svs 

CIC  Financial 

25.7 

25.9 

43 

41.0 

3.83 

,  9.3 

13.47 

13 

19Vi 

3.49 

5.5 

insurance 

Radiation  Systems 

25.4 

14.3 

26 

9.8 

1.18 

11.9 

5.86 

16 

18% 

0.84 

22.3 

antennas 

National  Gas  &  Oil 

25.3 

19.6 

1 7 

40.6 

3.18 

7.8 

9.30 

0 

11% 

1.83 

6.3 

natural  gas 

Data  Card 

25.3 

14.3 

22 

75.3 

6.37 

8.4 

7.19 

9 

9% 

1.03 

9.3 

plastic  card  proc  equip 

Thompson  Medical 

25.3 

34.6 

46 

95.2 

10.03 

10.5 

7.53 

0 

12 

2.61 

4.5 

proprietary  drugs 

Kallestad  Labs 

25.2 

30.8 

47 

14.2 

2.25 

15.7 

2.69 

1  L 

13/8 

U.oO 

lO.O 

health  care  products 

Neutrogena 

25.2 

21.3 

18 

29.4 

2.00 

6.8 

6.05 

0 

28 

1.29 

21.7 

personal  care  products 

Comshare 

25.2 

11.6 

19 

82.9 

3.58 

4.3 

7.23 

24 

9 

0.84 

10.7 

computer  services 

Voyager  Group 

25.1 

21.5 

26 

89.2 

4.17 

4.6 

7.84 

56 

10% 

1.69 

6.2 

insurance 

Unimed 

25.0 

22.5 

37 

2.3 

0.70 

29.6 

1.24 

n 
u 

1  1 
1  1 

U.Zo 

oy.l 

ethical  drugs 

Alpha  Industries 

24.9 

15.7 

34 

29.5 

2.78 

9.3 

7.76 

14 

29 

1.22 

23.7 

electronics 

RLI 

24.9 

20.0 

23 

24.1 

2.82 

11.6 

7.33 

21 

6% 

1.47 

4.3 

insurance 

Southwestern  Energy 

24.8 

27.0 

23 

47.9 

10.25 

21.3 

4.74 

44 

13'/2 

1.28 

10.5 

gas  utility 

TransNet 

24.7 

23.6 

70 

8.6 

0.97 

11.2 

1.69 

33 

25/8 

0.40 

6.5 

computer  services 

Olsten 

24.7 

16.9 

19 

89.2 

2.44 

2.7 

7.61 

3 

12'/4 

1.29 

9.4 

temporary  personnel 

Hi-Shear  Industries 

24.6 

15.4 

26 

89.5 

9.94 

11.0 

13.96 

36 

12% 

2.15 

5.7 

fasteners 

Vintage  Enterprises 

24.6 

12.8 

83 

27.8 

0.58 

2.0 

4.29 

28 

3% 

0.55 

6.8 

manufactured  homes 

Evans-Aristocrat  Inds 

24.4 

19.6 

17 

23.6 

3.20 

13.5 

8.92 

n 
u 

1  1  Vo 

LjL/H 

1  7^ 
1 .  /  O 

7  % 

measuring  tapes 

Jackson  National  Life 

24.4 

28.1 

39 

62.8 

4.40 

6.9 

11.15 

0 

20% 

3.14 

6.5 

insurance 

Regency  Electronics 

24.3 

22.0 

17 

70.8 

7.86 

11.0 

6.63 

7 

14% 

1.46 

10.0 

electronics 

Zero 

24.3 

22.7 

21 

79.2 

5.88 

7.4 

9.04 

42 

22J/4 

2.06 

11.0 

enclosures  for  electronics 

Time  Sharing  Resources 

24.3 

15.3 

26 

8.2 

0.60 

7.3 

3.46 

3 

12 

0.53 

22.6 

computer  services 

Newcor 

24.1 

18.8 

22 

63.0 

2.98 

4.7 

1 1.34 

18 

13 

2.14 

6.0 

industrial  machinery 

Cordura 

24.0 

55.3 

31 

26.9 

4.10 

15.2 

1.77 

0 

67/« 

0.98 

7.0 

publishing 

Adams-Russell 

23.9 

19.0 

35 

36.1 

2.71 

7.5 

5.84 

53 

20'/4 

1.11 

18.2 

electronics,  CATV 

Electro-Nucleonics 

ZO.O 

1  0  £ 

71 

34.9 

1.79 

5.1 

5.07 

32 

9  Ml 

0.64 

14.4 

health  care  products 

Cascade 

23.6 

13.0 

25 

87.5 

5.63 

6.4 

48.52 

23 

31'/2 

6.31 

4.9 

hydraul  activated  equip 

Computer  Consoles 

23.5 

19.3 

tin 
121) 

A  A  1 

44. 1 

A   O  A 

4.84 

lu. y 

1 

23 '/4 

1.01 

23.0 

computer,  telecomm  eq 

Astrex 

23.2 

17.5 

44 

60.1 

2.42 

4.0 

9.01 

61 

12% 

1.58 

7.8 

electronics 

'Latest  fiscal  year. 

Source:  Standard  &  Poor's 

FORBES,  NOVEMBER  9,  1981 


Continuity  of  account  management 
directly  affects  a  bank's  ability  to 
serve  its  customers. 
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At  Continental  Bank,  our  rate  of 
change  for  account  management  is 
one  of  the  lowest  in  the  industry. 

We  keep  our  account  teams  in  place  long-term. 
The  benefits  are  obvious.  Account  officers,  and  the 
officers  backing  them  up,  have  time  to  develop  an 
in-depth  understanding  of  the  customers  they  serve. 
And  the  better  they  know  their  customers,  the  more 
innovative  our  credit.  The  faster  our  response  time. 
The  more  consistent  our  commitment  through  good 
times  and  bad.  It's  what  you  expect  from  a  top 
corporate  bank.  At  Continental  Bank,  it's  reality. 

Pictured,  L  to  R:  Robert  L.  Harris,  Executive  Vice  President— Finance,  Ryder  Truck 
Rental,  Inc.;  Marshall  B.  Taylor,  Vice  President  and  Treasurer,  Ryder  System,  Inc.; 
Michael  T.  Tokarz,  Vice  President,  Continental  Illinois  Commercial  Corporation. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and 
Trust  Company  of  Chicago 


Argentina  -  Australia  -  Austria  -  Bahamas  -  Bahrain  -  Belgium  -  Brazil  -  Canada  -  Chile  -  Colombia  •  France  -  Greece   Hong  Kong  -  Indonesia  ■  Italy  -  Japan  -  Kenya  -  Korea 
banon  •  Mexico  ■  The  Netherlands  •  Nigeria  •  The  Philippines  •  Puerto  Rico  ■  Singapore  •  Spain  •  Switzerland  •  Taiwan  ■  Thailand  •  United  Kingdom  •  Venezuela  ■  West  Germany 
United  States  -  Chicago  -  Cleveland  •  Dallas  -  Denver  -  Houston  -  Los  Angeles  -  Miami  -  New  York  -  San  Francisco  -  Seattle 
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\  J  LI    "11    Cv  I\C>CaHll 

23.2% 

29.7% 

25% 

S7  9 

$1.88 

23.6% 

S5.5 1 

o 

125/» 

S 1  64 

7.6 

finance 

Astrosystems 

23.1 

17.3 

21 

6.7 

1.27 

18.8 

2.82 

0 

5 'A 

0.49 

11.2 

computer  equipment 

Friedman  Industries 

23.1 

23.2 

21 

90.2 

5.23 

5.7 

8.95 

13% 

10 'A 

2.08 

4.9 

metalworking 

Wiser  Oil 

23.0 

23.8 

17 

54.8 

18.24 

33.2 

27.32 

0 

84 

6.52 

12.8 

oil  and  gas 

Micro  Mask 

23.0 

14.2 

29 

22.5 

1.82 

8.0 

6.30 

34 

7 'A 

0.90 

8.6 

photographic  equipment 

Research  Inc. 

22.9 

21.3 

22 

21.4 

1.70 

7.9 

5.62 

0 

10 'A 

1.20 

8.5 

precision  instruments 

Hi-Port  Industries 

22.9 

23.8 

58 

7.1 

0.25 

3.5 

1.59 

79 

2Vz 

0.38 

6.5 

packaging 

Cascade  Steel  Rolling  Mills 

22.8 

11.8 

122 

64.0 

4.51 

7.0 

7.36 

71 

8y4 

0.87 

10.0 

steel 

Vertipile 

22.8 

19.2 

62 

23.1 

1.11 

4.8 

5.09 

22 

47/s 

0.98 

4.9 

textiles 

Lindberg 

22.7 

17.8 

16 

64.2 

4.62 

7.1 

5.22 

45 

l'/2 

0.93 

12.3 

heat-treating  of  metals 

CRS  Group 

22.6 

20.8 

18 

76.0 

5.53 

7.2 

12.01 

4 

8'/2 

2.50 

7.4 

architect,  engineering 

Communications  Inds 

22.5 

21.4 

19 

45.8 

4.99 

10.8 

5.74 

3 

30  Va 

1.23 

24.5 

electronics 

Liberty  Homes 

22.4 

17.5 

21 

94.5 

4.67 

4.9 

6.  S3 

0 

10% 

1.20 

8.5 

manufactured  homes 

Com  sen 

22.4 

19.3 

39 

10.7 

0.90 

8.4 

2.84 

2 

nv* 

0.55 

23.1 

computer  software 

Air  Wisconsin 

22.3 

20.6 

33 

35.6 

4.29 

12.0 

4.98 

85 

13'/4 

1.03 

12.8 

airline 

Cullinane  Database  Sys 

22.3 

20.0 

44 

29.3 

4.55 

15.5 

8.34 

0 

61'/2 

1.67 

36.8 

computer  software 

Monument  Energy  Services 

22.2 

15.0 

45 

12.6 

0.79 

6.2 

5.46 

28 

13  *A 

0.82 

16.7 
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Grime  Fighter. 

Shur-Wipe.  2  Heavy  Duty  wipers  wipe  out 
grease  and  grime  ordinary  wipers  can't  handle. 


Here  is  the  heavy-duty  alternative  to  cloth. 
Absorbent  enough  to  soak  up  Oil.  Strong  enough 
to  wipe  up  the  toughest  grime  Any  dirty  job  that 
calls  for  a  cloth  wiper  calls  for  new  SHUR-WIPE  2 
^^^^m^mmm'  Heavy  Duty  wipers.  - 

These  tough  wipers  are 
HPPP*%'    strong  enough  for  virtually 
'  ™";  any  job.  So  you  can  put 

them  to  work,  rinse  them  >■ 
out  and  even  reuse  them. 
Then  throw  them  out  and 
;  you  eliminate  the  problem 
;  of  dirty  rags  piling  up. 


You  coufd  save  money  too.  Compare  the  cost 
of  SHUR-WIPE  2  Heavy  Duty  wipers  with  your 
current  rag  service.  You  could  see  a  real 
difference. 

Try  SHUR-WIPE  2  Heavy  Duty  wipers  and  see 
for  yourself.  Call  the  Fort  and  ask  for  Lou  Kidd 
to  get  a  free  trial  packet.  Dial  (312)  T-H-E-F-O-R-T. 
Or  write  us  on  your  letterhead.  And  wipe  out  the 
grime  ordinary  wipers  can't.  ^^^^ 

Fort  Howard  Paper 


Green  Bay,  Wisconsin  54305 


Call  the  Fort 


Call  the  Fort  is  a  service  mark  of  Fort  Howard  Paper 


Dial  (312)  T-H-E-F-O-R-T 
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REPUBLIC  OF  IRELAND 

The  most  profitable  industrial  location  in  Europe. 

0%  maximum  tax  on  manufacturing  profits  until  the  year  2000-a  clear  indication  of  a  consistent  and 
Dng-term  Government  attitude  to  industry. 

DA  Irdsnd         "I"he  lrish  90vernrnents  industrial  development  agency  has  offices  in  New  York,  Tel  (212)972-1000: 
'^t^loeveloi^nt  auth mm   Chicago,  Houston,  Los  Angeles,  Cleveland,  San  Francisco,  Boston  and  Fort  Lauderdale. 

jus  announcement  is  published  by  IDA  Ireland,  200  Park  Avenue.  New  York,  10017,  which  is  registered  under  the  Foreign  Agents  Registration  Acts,  as  amended,  as  an  agent  of  the  Government  of  Ireland 

jus  material  is  filed  with  the  Department  of  Justice  where  the  required  registration  statement  is  available  for  public  inspection  Registraion  does  not  indicate  approval  of  the  contents  by  the  United  States  Government 


16  reasons  wh  I 
beyourstocfi 


The  Morgan  Bank  knows  how  important 
stockholder  relations  are  to  your  company. 
That's  why  we  spent  millions  on  the  largest, 
most  efficient  stock  transfer  system  in  exist- 
ence. And  why  our  on-line  computers,  pro- 
fessional programmers  and  analysts,  and 
experienced  teams  of  account  administrators 
work  exclusively  on  stock  transfer. 

Here's  how  this  commitment  assures  first- 
class  performance  now — and  in  the  future. 

1.  On-line  posting.  This  automatically  updates 
your  master  stockholder  file  and  produces  a 
certificate  the  instant  we  enter  the  transaction. 
Result:  we  complete  and  deliver  nearly  all 
regular  transfers  within  24  hours. 

2.  Daily  transfer  reports.  These  detail  new  and 
closed  accounts,  employee  and  reinvestment 
accounts,  option  activity,  restricted  certificates,  an 
transfers  made  by  co-agents.  We  can  also  give  you 
a  daily  summary  which  flags  large  transactions  and 
changes  in  key  accounts. 

3.  Instant  information  on  the  status  of  each  stock- 
holder's account.  This  includes  stock  certificate 
numbers  and  the  record  of  div  idend  checks  issued 
and  cashed.  You  can  get  this  data  by  calling  your 
account  administrator  — or  on  your  own  terminal. 

4.  We  acknowledge  all  stockholder  inquiries  the 
day  they're  received.  Then  we  follow  up  promptly. 

Stockholder  correspondence  is  handled  by  people 
who  communicate  clearly  and  courteously. 

5.  We  issue  dividend  replacement  checks  within 
24  hours  after  receiving  a  request.  We  put  a  stop 

inst  the  original  — and  automatically  include  a 


This  team  of  officers  has  worked  together  to  tailor  Morgan  stock  tran 
services  for  a  number  of  corporations  and  banks  in  the  midwest. 
Patricia  P.  Conlin  is  a  department  head  in  the  Banking  Division. 

Stock  Transfer  officers  are,  from  left,  David  Apgar,  James  Ward,  hea 
marketing  and  administration,  and  Lome  Price. 


duplicate  1099  if  one  was  with  the  original. 

6.  Our  on-line  system  keeps  your  stockholder 
addresses  current.  We  verify  address  changes 
videoscreen  as  soon  as  they're  entered  in  the  s 
tern.  We  get  this  data  mainly  from  paid  divider]  v 


jlorgan  should 
*ansfer  agent 


s.  The  stockholder  changes  his  address  right 
p  check  so  there's  no  separate  form  to  return. 

go  to  great  lengths  to  find  stockholders  who 
t  cashed  their  dividends.  And  if  we  still  can't 
a  stockholder,  we  give  you  the  information 
sed  to  comply  with  the  latest  state  escheat 
ements  for  abandoned  property. 

help  you  analyze  your  stockholder  universe 
ny  ways.  For  example,  we  can  report  nomi- 
Jdings,  grouped  according  to  sponsoring 
ial  institutions  and  including  shares  held  in 
ties  depositories.  We  can  list  your  stockhold- 

region,  zip  code,  size  of  holding,  type  of 
•  —  almost  any  basis  you  want. 

can  send  you  periodic  stock  option  tracking 

ts.  They  show  employee  exercises  and  sales 
lividual  and  date. 

ist,  accurate  proxy  tabulations.  On-line 
of  proxies  means  you  can  now  have  up-to- 
inute  voting  data  for  one  account  or  the 
shareholder  file,  including  registered  share- 
rs and  all  depository  participants'  positions. 

e  get  out  your  urgent  mailings  within 
I  —  day  or  night.  This  could  be  vital  in  case  of 

I  (-over  attempt.  Our  on-line  stockholder  files 
j  s  a  current  list  at  a  moment's  notice — and 

I I  process  a  mailing  of  up  to  750,000  pieces, 
licode  and  presort  order,  within  24  hours. 

i|e  provide  on-line  merger  and  tender-agent 

lies.  Our  system  rapidly  processes  all  letters 
jjismittal  in  connection  with  stock  and/or  cash 
kj\s  and  mergers,  and  promptly  reports  these 
k  to  you. 


13.  We  offer  you  all  types  of  automatic  dividend 
reinvestment  plan.  You  can  include  features  such 
as  broker  and  nominee  participation  for  beneficial 
stockholders,  partial  dividend  reinvestment, 
investment  of  optional  cash  payments  only,  pur- 
chase of  common  by  preferred  and  bond  holders. 

14.  Depository-related  services  that  can  save  you 
money.  Through  electronic  bookkeeping,  our 
FAST/COD  service  (Fast  Automated  Securities 
Transfer/Certificate  On  Demand)  sharply  reduces 
issuance  of  certificates  by  eliminating  the  need  for 
large  inventories  of  certificates  at  depositories. 

15.  We  give  you  a  team  of  account  administrators. 

So  you  can  always  reach  someone  who  knows  your 
company,  knows  transfer  regulations,  knows  the 
full  range  of  Morgan's  transfer  services. 

16.  Morgan  is  committed — and  geared— to  serve 
you  in  the  future.  We've  made  a  multimillion-dol- 
lar investment  in  stock  transfer  technology.  And 
we're  staffed  deep  with  trained  professionals.  This 
means  you  get  high-quality  service— whether  you 
have  100  stockholders  or  100,000.  (We  now  serve 
over  7,200,000.)  It  also  means  the  versatility  to 
meet  any  new  changes  in  securities  processing. 

Want  to  know  more?  Read  our  booklet,  "Why 
The  Morgan  Bank  Should  Be  Your  Stock  Transfer 
Agent.''  Better  still,  come  see  our  system  in  action. 
Ask  the  Morgan  officer  who  calls  on  you.  Or  write 
or  call  Thomas  W.  Stanley,  Senior  Vice  President, 
Morgan  Guaranty  Trust  Company,  30  West  Broadway, 
New  York,  NY  10015;  (212)  587-6425. 


The  Morgan  Bank 


Up  And  Comers  class  of  81 

EPS 

Book 

EPS 

Return  on  equity 

5-year 

Net 

Net 

Net 

value 

Debt 

last 

Company 

5-year 

latest  12 

growth 

sales* 

income* 

profit 

per 

as  % 

Recent 

12 

P/E 

principal  business 

average 

months 

rate 

(million) 

(million) 

margin* 

share 

of  book 

price 

months 

ratio 

Barden 

18.4% 

18.2% 

42% 

$63.5 

$  7.09 

11.1% 

$20.79 

16% 

25 

$3.79 

6.5 

ball  bearings 

Unit  Drilling  &  Explor 

18.4 

25.7 

48 

39.6 

7.57 

19 

6.48 

66 

22 

1.67 

13. 1 

u-    1  ]  ■  

oilfield  services 

Optical  Radiation 

18.4 

15.1 

32 

1 7.2 

1.51 

8.7 

6.87 

17 

13'/4 

1.04 

12.7 

electronics 

Golden  Enterprises 

loo 

1  8.  tj 

18.3 

21 

65.8 

3.12 

4.7 

8.68 

3 

UV2 

1.59 

11.0 

snack  foods,  fasteners 

Infrared  Industries 

18.2 

13.0 

20 

15.8 

0.43 

2.7 

4.14 

25 

6V2 

0.54 

12.0 

elect  run  its 

G&K  Services 

lo.l 

1  f  .0 

18 

38.3 

2.16 

5.6 

8.17 

8 

9Vi 

1.46 

6.5 

linen  and  uniform  rentals 

Scientific  Computers 

1 8.2 

22.8 

D  I 

1  1  A 

1  AO 

I .4V 

I  1  n 

I I  .u 

Lo 

0 
y 

1  n  1 
1  .Ul 

o.y 

computer  services 

i  eietiex 

18.2 

22.0 

oo 

70  c 

4.  / 0 

o.u 

C  C\A 

QA 

11  u 
1 1  7H 

101 
1.61 

10.6 

multicompany 

Precision  Castparts 

18.2 

18.5 

34 

97.1 

4.35 

4.4 

14.08 

90 

29 '/k 

2.61 

11.1 

precision  casting 

Finnigan 

Is.  1 

1U.9 

32 

43.2 

1.66 

3.8 

5.65 

59 

9% 

0.62 

15.7 

precision  instruments 

Reliability 

18.1 

15.8 

1  /C  /i 

lo.o 

1 .  iy 

7  1 

1 .  1 

1  30 
1 .6y 

1 1 
1 1 

17/ 
O/B 

nil 
Oil 

1  7  c 

1  /.5 

electronics 

Colonial  Life  &  Accident 

18.1 

14.3 

16 

96.9 

13.97 

14.4 

18.36 

2 

14% 

2.64 

5.4 

insurance 

Newport  Corp 

18.1 

35.4 

34 

15.0 

2.99 

19.8 

3.64 

0 

19 

1.29 

14.7 

industrial,  lab  equip 

Commonwealth  Theatres 

18.0 

18.2 

21 

73.2 

2.77 

3.7 

12.16 

67 

13'/2 

2.22 

6.0 

movie  theaters 

General  Real  Estate  Shares 

1 8.0 

19.4 

1 10 

2.6 

0.79 

29.4 

7.72 

94 

12 

1.50 

8.0 

real  estate 

Kerr-Addison  Mines 

1  x.u 

22.  y 

52 

58.3 

30.39 

52.0 

14. 1 7 

0 

1 6  % 

3.25 

5.0 

mining 

Dependable  Ins  Group 

18.0 

21.0 

20 

31.8 

3.41 

10.6 

7.93 

0 

93/4 

1.67 

5.8 

insurance 

Dunlap  &  Associates 

I  7  O 

I I  .y 

in  i 
1U.  I 

18 

30.9 

1.07 

3.4 

9.16 

34 

14'/2 

6.93 

15.5 

flight  simulators 

T  TM  A 

1  7  Q 
1  /  .0 

7  3 

1  1  U 

Zo.o 

n  ac\ 

U.4U 

1  "3 

Z  Q  2 
J.OO 

OO 

yy 

37A 
O  /8 

n  a  3 

0  n 

specialty  steel 

Seiscom  Delta 

1  7.7 

1 1.9 

1 ZO 

Oo.Z 

0.Z0 

J.  1 

1  T  A  C 
1  Z.40 

Z 

1  u  I/. 

1  O  72 

1 .4V 

1  0  A 
1  Z.4 

oilfield  services 

Athey  Product 

17.6 

23.5 

40 

23.2 

2.14 

9.2 

15.48 

27 

14% 

3.65 

4.0 

industrial  equipment 

TIE/Communications 

17.6 

21.0 

77 

59.8 

3.38 

5.6 

2.76 

85 

19% 

0.58 

33.3 

telecomm  equipment 

George  Washington 

17.6 

14.8 

1 18 

35.2 

2.65 

7.5 

5.40 

0 

3% 

0.80 

4.6 

insurance 

Wham-O  Manufacturing 

17.6 

9.6 

17 

27.4 

1.89 

6.8 

13.83 

0 

7% 

1.34 

5.7 

recreational  equipment 

IFS  Industries 

17.5 

14.9 

26 

56.8 

3.85 

6.7 

8.41 

100 

12% 

1.26 

9.8 

funeral  homes 

Turner  Construction 

1  7  G 

1  /.o 

20.8 

21 

36.1 

7.03 

19.4 

18.41 

31 

26'/s 

3.84 

6.8 

construction 

Electronic  Modules 

17.4 

20.4 

3U 

11.6 

1    A  C\ 

1 .4y 

6.6 

4.49 

1  A 

14 

u.yz 

11. 1 

electronics 

Hyatt  International 

17.3 

20.9 

18 

14.0 

3.05 

21.7 

12.02 

0 

18% 

2.3/ 

•7  T 

1.1 

hotels 

Andrew 

1  7  1 

1  /  .0 

i  j.y 

21 

89.2 

7.15 

8.0 

11.80 

28 

37'/2 

1.88 

19.9 

telecomm  equipment 

Flpctrn-C^atfiptpr 

*j'CC11  "    ^  U 

17.3 

22.1 

1 7 

c  1 
D.  1 

7  1 

1  OA 

1  .74 

1  n 
1 0 

5'/2 

0.43 

12.7 

health  care  products 

Scurry-Rainbow  Oil 

17.3 

7.2 

26 

49.6 

11.77 

23.7 

26.11 

21 

37 

1.89 

19.6 

oil  and  gas,  mining 

'Latest  fiscal  year. 

Source  Standard  &  Poor's 
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BOOK 

EPS 

Return  on  equity 

5-year 

Net 

Net 

Net 

value 

Debt 

last 

Company 

5-year 

latest  12 

growth 

sales* 

income* 

profit 

per 

as  % 

Recent 

12 

P/E 

principal  business 

average 

months 

rate 

(million) 

(million) 

margin* 

share 

ot  book 

price 

months 

ratio 

Computer  Data  Systems 

17.2% 

20.7% 

35% 

$16.4 

$  0.96 

5.8% 

$  6.36 

10% 

14 'A 

$1 .32 

10.7 

computer  services 

Control  Laser 

17.2 

8.0 

26 

13.3 

1.23 

9.2 

4.98 

4 

1  A 

14 

U.4U 

OD.U 

lasers 

National  Data 

17.2 

22.4 

27 

75.6 

7.51 

9.9 

3.65 

8 

19l/4 

0.82 

23.4 

computer  services 

Sierracin 

17.1 

13.2 

25 

60.7 

3.37 

5.5 

4.52 

73 

8% 

0.60 

13.9 

aerospace 

Lynden  Transport 

17.1 

33.0 

59 

63.3 

3.47 

5.4 

1 1.90 

T2  1/ 

16  Vi 

6.yo 

c  o 
D.y 

trucking 

Boston  Digital 

17.0 

17.9 

51 

20.9 

1.88 

8.9 

3.68 

U 

9 

0.66 

13.6 

computer  services 

Chemplast 

17.0 

14.5 

19 

21.2 

1.78 

8.3 

7.89 

6 

10% 

1.15 

9.0 

industrial  plastics 

Chieftain  Development 

16.9 

10.3 

17 

48.7 

7.85 

16.0 

5.02 

72 

16'/2 

0.52 

31.7 

oil  and  gas  drilling 

Electr,  Missiles  &  Comm 

16.9 

21.3 

84 

5.6 

0.59 

10.4 

0.89 

5  . 

1  U  74 

0. 19 

DO. 5 

electronics 

Prods  Research  &  Chems 

16.8 

14.3 

17 

49.4 

3.67 

7.4 

5.14 

19 

9% 

0.74 

13.3 

specialty  chemicals 

Biomedical  Reference  Labs 

16.7 

26.9 

38 

34.4 

3.52 

10.2 

2.86 

15 

19% 

0.77 

25.4 

health  care  services 

Kirby  Exploration 

16.7 

16.2 

29 

82.6 

13.36 

16.1 

4.80 

31 

27'/4 

0.78 

34.9 

transportation 

C '  1   .  I 

Snorewood 

16.6 

26.1 

45 

10.2 

1.92 

18.6 

12.80 

68 

14 

3.35 

4. 1 

land  development 

May  Petroleum 

16.6 

10.0 

31 

22.3 

4.52 

20.2 

10.21 

i 
l 

oV 

1  .Uo 

Ly.  1 

oil  and  gas  explor,  dev 

Management  Science  Amer 

16.6 

37.7 

41 

51.6 

3.21 

6.2 

1.80 

16 

20% 

0.68 

30.5 

computer  software 

Pat  Fashions  Industries 

16.5 

18.7 

39 

72.1 

3.22 

4.4 

19.48 

1 

13% 

3.66 

apparel 

Weistields 

16.5 

11.5 

23 

37.8 

2.04 

5.3 

24.49 

0 

14'/2 

2.83 

5.1 

retail  jewelry 

Mutual  Savings  Lite  Ins 

16.5 

19.7 

17 

50.7 

4.79 

9.4 

15.36 

12 

28  Vi 

3.04 

9.3 

insurance 

REDM  Industries 

16.5 

18.3 

38 

25.3 

1.53 

6.0 

6.59 

12 

9 

1.21 

7.4 

electronics 

Breeze 

16.4 

21.6 

70 

26.7 

1.59 

5.9 

14.24 

27 

16'/4 

3.08 

5.2 

aerospace,  auto  parts 

IT    ■!•  • 

Chesapeake  Utilities 

16.3 

22.7 

24 

32.5 

1.87 

5.7 

2 1 .36 

29 

15 

A  U/i 

4.00 

o.U 

natural  gas 

Mark  Twain  Bancshares 

16.3 

18.3 

26 

67.3 

6.31 

9.3 

19.70 

59 

2  /i  1 

.vol 

O  1 
O.J 

banking 

Robinson  Nugent 

16.3 

14.9 

36 

30.7 

2.48 

8.0 

6.34 

12 

18 

0.95 

18.9 

electrical  equipment 

Myers  Industries 

16.3 

14.6 

17 

67.4 

3.40 

5.0 

15.97 

28 

15'/2 

2.34 

6.6 

tire  service  equip,  supplies 

Kleer-Vu  Industries 

16.3 

24.4 

33 

13.4 

0.52 

3.8 

5.64 

68 

6Va 

1.38 

4.4 

plastics 

Artco-Industries 

16.2 

25.6 

39 

30.0 

LIS 

3.8 

6.70 

C>5 

i  n 

1U 

1  71 

V.I  L 

5.0 

furniture,  fast  food 

Photo  Control 

16.2 

20.7 

32 

7.7 

0.70 

8.9 

3.37 

49 

3 

0.70 

4.2 

photographic  equipment 

Missouri  Research  Labs 

16.2 

14.7 

38 

15.5 

0.77 

4.9 

1.96 

16 

2% 

0.29 

8.1 

industrial  equip 

• 

International  Clinical  Labs 

16.1 

16.7 

37 

26.7 

1.72 

6.4 

4.61 

7 

1  C  1/ 
15  74 

U.  /  / 

ir\  a 

health  care  services 

Vicon  Industries 

16.1 

15.2 

26 

17.8 

1.18 

6.6 

6.22 

11 

117« 

0.95 

12.4 

security  equipment 

Pandick  Press 

16.1 

23.9 

39 

56.7 

3.38 

5.9 

6.18 

41 

13% 

1.48 

9.0 

punting 

'Latest  fiscal  year. 

Source.  Standard  &  four's 
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29% 
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SO  HH 

16.1 

iti  1 1  piping 
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1  6.0 

1 7,4 

26 

i  /  i 
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7.0 
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7.4 
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0.83 
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0.71 
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34.35 
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4.46 
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111 

13,3 

50 
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1.73 
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6.57 

24 
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0.88 

15.3 
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15,6 

id  l 

Mi 

0,94 

5.8 

O  111 
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15  6 

16,2 

22 

22.1 

1.15 

5.1 

7.53 

22 

7Va 

1.22 

5.9 
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I  mm  i  iiiuu*i  lu  ni  Buicovp 

1 S  o 

1  o  S 

21 

57.4 

"  34 

12.7 

40  30 

33  Vi 

6.79 

4.9 

t '  1 1 1  k  I  1 1  w 

nu  VUgHtttiea 

1 5  6 

14  5 

17 

50.0 

2.59 

5.1 

21.51 

35 

14' 8 

3.14 

4.4 

i  ii  i  mi  :ti  equipment 

Patrol   1  Milllsl  1  US 

38,8 

61 

2.9 

0.8s) 

30.5 

1.08 

14 

16 ''4 

0.42 

38.6 

I'll  .niil  B&$  i  vplin  nod 

lit  i  lump  I  mill  Mm  is 

15,6 

15,8 

17 

37.6 

1.28 

3.4 

1 1.52 

15 

13 

1.83 

7.1 

i  I'll!  >  III,  Hi  i    tl>l»ll  >tl»H"> 

Pl-pHMllU  s  I  on 

15,6 

19.2 

21 

58.8 

5.25 

8.9 

35.70 

32 

287s 

6.86 

4.2 

»  s,  nn  i  i  i^ 

15,4 

30.6 

96 

436 

6.61 

15.1 

3.46 

20 

23*4 

1.06 

22.4 

1  ^  4 

K  1 

17 

37.2 

4  "*s> 

12.8 

7.19 

71 

6  V* 

1.31 

4.7 

l  iiiii' i»W'\ 
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0.71 

23.2 
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John  West, 

your  crane  plant  is  ready* 


In  record  time  and  15%  under 
budget! 

John  West,  President  of  The 
Manitowoc  Company,  is  an  engineer 
by  training,  a  hands-on  manager 
by  inclination.  That's  why  the  crane 
plant  we  turnkeyed  for  his  company 
same  in  in  record  time,  1 5%  under 
budget. 

We're  The  H.  K.  Ferguson  Com- 
oany,  a  subsidiary  of  Morrison- 
Knudsen,  and  we  specialize  in 
:omplex  projects  for  industrial  com- 
Danies,  projects  that  place  a  premium 
Dn  engineering,  management  and 
eamwork,  like  Manitowoc's  crane 
Dlant. 

Three  engineers  led  the  way- 
John  West;  Manitowoc's  Project 
Supervisor,  Clem  Reinhardt;  and 
HKF's  Project  Manager,  Larry 
Connolly.  Clem  and  Larry  worked 
jp  value  engineering  options, 
igreed  on  a  recommendation  and 
eviewed  with  John  West. 

Together,  the  trio  turned  a  hundred 


acre  field  into  a  beautifully  synchro- 
nized plant  whose  five  giant  buildings 
(assembly,  boom  fabrication,  paint 
and  block,  boiler  and  warehouse) 
feed  each  other  like  a  championship 
basketball  team. 

The  five  buildings  consumed  2,500 
tons  of  structural  steel,  350,000 
square  feet  of  floor  space  and  3.5 
miles  of  pipe-from  three  to  1 2  inches 
in  diameter.  It's  a  sophisticated  set-up. 

Demand  for  Manitowoc's  cranes 
created  enormous  time  pressures, 
which  meant  designing  and  building 
simultaneously,  procuring  early  and 
carefully,  and  staying  flexible  enough 


to  handle  the  inevitable  surprises. 
"We  expedited,'  says  Clem. 
"You  understate','  replies  Larry, 
who  adds  with  parental  pride,  "I've 
spent  25  years  in  this  business,  and 
I've  never  seen  a  smoother  project. 
No  false  starts.  No  overtime.  It  was 
textbook,  because  John  and  Clem 
knew  exactly  what  they  wanted'.' 

And  Larry  Connolly  knew  exactly 
how  to  deliver  it. 

If  you're  planning  a  project,  and 
you'd  like  it  delivered  in  record  time 
and  under  budget,  call  Morrison- 
Knudsen'sCEO  Bill  McMurren, 
(208)  386-6700,  and  he'll  get  the 
right  people  to  your  office  PDQ. 

They'll  take  no  more  than  a  half 
hour,  and  they'll  tell  you  how  M-K 
can  shave  dollars  and  days  off  your 
project. 

Just  as  they  did  for  Mr.  West's. 

P  S.  If  you  have  a  yen  for  a  really- 
challenging  job,  mail  your  resume  to 
Tom  Snediker,  M-K  Personnel 
Director. 


MORRISON-KNUDSEN  COMPANY,  INC. 

Boise,  Idaho  83729 


Engineers.  Builders.  Developers.  Managers.  Equal  Opportunity  Employers 


1  1  I 

In  Texas,  doors  to  the  past  are  nearer  than  they 
seem.  You  can  see  something  of  our  heritage  in  all 
of  us.  The  Old  West  is  history,  but  we  still  share  the 
attitudes  and  characteristics  of  our  ancestors.  These 
common  bonds  join  Texans  together.  And  the  links 
between  today  and  yesterday  create  a  special 
kind  of  magazine.  Texas  Monthly. 


ih\as\loiiilii>. 

We  look  at  Texas'  present  with  an  eye  on  its 
past.  In  the  process  we've  won  the  prestigious  and 
highly  coveted  National  Magazine  Award  three  times 
in  eight  years.  Texas  and  Texas  Monthly.  For  over 
a  million  readers  each  month,  it's  hard  to  think 
of  one  without  the  other.  That's  why  so  many 
Texans  open  their  doors  to  us. 


ertising  informal       <  i.i.tct  Robert  Nylen.  Associate  Publi<lw>.  Tv.xa-  Monthly,  P.O.  Box  1569.  Austin.  Texas  78767.   ©  1980  Texas  Monthly 
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Affairs 


America)}  Airlines  President  Crandall 

A  new  game  to  play:  You  Bet  Your  Airfare. 


Edited  By  William  G.  Flanagan 

Air  futures 

Do  you  predict  airline  fares  will  in- 
crease at  better  than  12%  a  year 
for  the  next  five  years  or  more?  If  you 
are  a  frequent  flyer,  American  Air- 
lines has  a  money-saving  deal  for  you. 

Or,  do  you  think  that  fares  to  the 
places  you  frequently  fly  to  will  not 
increase  that  much,  or  that  they  may 
stay  static  or  even  drop?  Well,  then, 
American  Airlines  may  be  trying  to 
get  an  edge  on  you. 

The  carrier's  new  "AAirpass"  pro- 
gram is  a  number-cruncher's  game, 
which  could  be  dubbed  You  Bet  Your 
Airfare.  You  are  entitled  to  buy  future 
mileage  at  less  than  today's  average 
per-mile  cost — good  for  five  or  more 
years.  If  you  are  old  enough,  you  can 
even  buy  a  lifetime  pass  on  American, 
good  for  a  specified  number  of  miles 
of  travel  each  year  or  even  an  unlimit- 
ed amount  of  mileage  (see  table). 

A  number  of  factors  have  to  be  put 
into  the  equation  to  determine  if  any 
of  American's  AAirpass  deals  can  pay 
for  you.  Some  are  calculable;  others 
involve  guesstimating  or  just  blind 
luck.  The  pros  and  cons  of  the  AAir- 
pass are  the  stuff  of  cocktail  party 
arguments. 

The  rules  of  You  Bet  Your  Airfare 
are  simple  enough.  In  its  most  basic 
form,  you  put  up  $19,900  and  can  fly 
25,000  miles  a  year  for  five  years  any- 
where American  flies.  For  the  dura- 
tion of  the  pass,  your  cost  of  travel 
amounts  to  15.9  cents  per  mile.  Ac- 
cording to  American,  that  compares 
with  a  current  average  cost  of  about 
20  cents  per  mile.  "It  now  costs  about 
$180  to  $200  to  fly  1,000  coach  miles 
on  our  domestic  routes,"  says  Robert 
L.  Crandall,  president  of  American. 
So,  says  American,  even  assuming 
that  rates  do  not  go  up  at  all  for  five 
years,  the  AAirpass  purchaser  stands 
to  save  $5,100  if  he  uses  up  all  his 
mileage. 

If  rates  do  increase,  the  savings  be- 
come much  more  significant,  says  the 
airline.  At  an  annual  increase  of  12% 
from  1982  to  1986,  rates  would  go  up 
to  35.2  cents  per  mile,  meaning  that 
your  total  savings  on  the  basic  five- 
year  plan  would  amount  to  $15,677. 

To  make  the  deal  more  attractive, 
American  throws  in  a  few  more  good- 


ies: complimentary  membership  in 
the  Admirals  Club;  use  of  first-class 
check-in  desks;  a  simplified  "write- 
your-own-ticket"  system;  free  cock- 
tails and  headsets  in  flight;  and  the 
application  of  all  mileage  on  AAirpass 
to  American's  AAdvantage  program 
of  bonuses,  which  includes  trip  up- 
grades and  free  trips  on  American's 
system  for  frequent  travelers. 

Of  course,  you  tie  up  a  lot  of  cash  for 
five  years — and  get  no  return  on  it.  At 
10%  annual  interest,  the  basic 
$19,900  would  grow  to  $32,049  in  five 
years.  At  12%,  it  would  grow  to  be 
$35,071. 

You  would  not  simply  be  socking 
that  cash  away,  however.  You  would 
be  using  it  for  transportation.  If  you  go 
along  with  American's  assumption 
that  rates  will  rise  12%  a  year,  start- 
ing at  20  cents  per  mile,  and  you  fly 
25,000  miles  per  year,  the  deal  can 
make  a  lot  of  sense- — even  factoring  in 
the  lost  interest.  It  works  out  that  if 
you  do  }}ot  buy  an  AAirpass,  and  start 


off  with  a  "nut"  of  $19,900  invested 
at  10%,  your  net  cost  of  flying 
125,000  miles  over  five  years  will 
come  to  $28,121.  That's  after  deduct- 
ing the  $5,579  in  interest  earned  on 
the  decreasing  "nut"  set  aside  for  air 
travel.  So,  the  out-of-pocket  expenses 
would  be  $8,221  more — if  air  fares  rise 
12%  annually. 

But  that  is  a  mighty  large  "if." 
American's  costs  may  rise  that  much, 
yours  may  not.  With  the  rise  of  the 
"upstart"  airlines  and  periodic  price 
wars  among  the  "dinosaurs"  them- 
selves, rate  cutbacks  on  different  car- 
riers are  relatively  common.  A  ticket 
from  New  York  to  Miami,  for  exam- 
ple, now  costs  the  same  as  it  did  in 
1970  on  some  carriers  ($79),  even  less 
on  Air  Florida  ($69),  with  no  restric- 
tions. Transcontinental  fares  are  con- 
stantly fluctuating.  And  there  are  dis- 
count and  other  special  seasonal  fares 
that  the  AAirpass  holder  would  not  be 
able  to  take  advantage  of.  For  the  lei- 
sure traveler  especially,  these  could  be 


The  price  of  planning  ahead 

American's  pay  now,  fly  later  AAirpasses,  which  will  be  offered  through 
Mar.  31,  1982,  are  aimed  at  both  business  and  leisure  travelers  and  are 
offered  for  terms  ranging  from  five  years  to  life.  In  the  event  of  the  death 
of  the  cardholder  (passes  are  not  transferable)  partial  refunds  will  be 
made.  Refunds  will  also  be  made  should  American  cancel  service  to  a 
destination  you  regularly  visit. 


Base 

Coach  miles 

Term 

price 

per  year 

Five  years 

$  19,900 

25,000 

Ten  years 

39,500 

25,000 

Fifteen  years 

58,900 

25,000 

Lifetime1 

66,000 

25,000 

Lifetime  leisure2 

15,500 

12,500 

Five-year  leisure3 

8,000 

12,500 

Unlimited  lifetime4 

$250,000 

Unlimited  1st  class  or  coach 

'Available  to  anyone  52  years  or  older. 

2Age  62.    3Age  65. 

4No  age  limit. 
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Only  one  car  sold 
in  America  has  50  years 
of  front  wheel  drive* 

The  1982  Audi 


Long  before  there  was  an 
energy  crisis,  there  was  a 
t-wheel-drive  Audi, 
he  1931  "Front." 

ack  then,  Audi  was  already  build- 
front-wheel-drive,  lightweight 
in  Germany. 

udi  engineers  knew  even  then 
front-wheel  drive  provided  con- 
able  advantages  over  conven- 
1  rear-wheel  drive: 
iperior  directional  control,  par- 
arly  on  wet  and  snowy  roads, 
reater  space  efficiency  and 
ht  reduction,  with  the  elimina- 
of  a  bulky  driveshaft. 

Audi  began  building,  out  of 
iction,  the  car  most  auto  makers 
d  build,  out  of  necessity,  50  years 

gnificant  as  this  early  achieve- 
was,  it  wasn't  the  first  time 
Audi  had  introduced  advanced 
ology. 

1921,  for  example,  Audi  had 
dy  developed  an  aluminum  en- 
block,  four-wheel  brakes  and  a 
selector  transmission. 
5  early  as  1910,  Audi's  engineer- 
rt  had  produced  rather  astonish- 
erformance  marks: 
gust  Horch,  one  of  Europe's 
ng  automotive  designers,  and  his 
s  were  winning  prestigious  Con- 
ital  road  races  and  rallies, 
om  this  fast  start,  we  at  Audi 
maintained  our  long  commit- 
to  innovative  technology  and 


Audi  5000S  5  speed  $13,665t 
*EPA  estimates  mpg  g2l  highway  mpg  34 


Audi  5000  Turbo  $18,490t 
"EPA  estimates  mpg  [l8]highway  mpg  26 


Audi  Coupe  5  speed  $12,370t 
"EPA  estimates  mpg  [24]  highway  mpg  37 


Audi  40004E  5  speed  $9.755t 
•EPA  estimates  mpg  [28]  highway  mpg  42 


Audi  4000  Diesel  5  speed  $10, 515t  (alloy  wheels  extra) 
"EPA  estimates  mpg  [38]  highway  mpg  52 


precision,  old-world  craftsmanship. 

Over  the  years,  we  have  perfected 
our  front-wheel-drive  geometry  to 
the  point  it  is  regarded  as  a  standard 
by  which  others  are  measured. 

We  have  given  equal  attention  to 
developing  equally  sophisticated  en- 
gines, transmissions,  and  suspension 
systems;  such  as  our  five-cylinder  in- 
'  line  gasoline  engine,  the  world's  first. 

No  less  outstanding  is  the  engi- 
neered luxury  of  an  Audi:  Anatomi- 
cally contoured  seats.  Thick  carpets 
that  absorb  road  noise.  Advanced 
instrumentation  for  easy  scanning. 

In  sum,  it  is  not  surprising  that 
Audi  is  one  of  a  few  car  makers  not 
feverishly  downsizing  whole  fleets  of 
overweight  automobiles. 

Today,  while  front-wheel-drive 
cars  are  still  an  experiment  with  many 
manufacturers,  they  are  a  refined  art 
at  Audi. 

Indeed,  today  the  1982  Audi  is 
probably  the  car  most  of  the  world  is 
trying  to  build. 

And  who  knows  how  to  build  an 
Audi  better  than  Audi  ? 

For  your  nearest  Porsche-Audi 
dealer,  please  call  toll-free  (800)  447- 
4700.  In  Illinois  (800)  322-4400. 

*Use  "Estimated  mpg"  for  comparisons.  Mpg 
varies  with  speed,  trip  length,  weather.  Actual 
highway  mpg  will  probably  be  less. 

+Suggested  retail  price,  POE.  Transportation, 
local  taxes  and  dealer  delivery  charges  addi- 
tional. ©  1981  Porsche  Audi. 

PORSCHE  +AUD! 


Audi:  the  art  of  engineer ing* 


Personal 
Affairs 

missed  opportunities,  as  would  spe- 
cial packages  that  link  reduced  air 
fares  with  special  deals  on  hotels,  car 
rentals,  cruises,  etc.  They  could  all 
substantially  cut  your  overall  cost  for 
air  travel 

Despite  these  considerations, 
American  insists  the  AAirpass  is  a 
good  deal,  because  of  its  conviction 
that  rates  will  rise.  "The  price  of  air 
travel  is  a  function  of  capacity  and  the 
general  economy,"  says  Thomas  Plas- 
kett,  senior  vice  president.  "Fare  wars 
are  a  result  of  too  much  capacity. 
When  normal  economic  growth  re- 
sumes, there  will  not  be  any  sizable 
increase  in  capacity.  The  new  genera- 
tion of  aircraft  is  only  replacing  exist- 
ing seats — so  discounting  will  stop." 

Plaskett  also  maintains  that  rates 
will  rise  faster  than  the  general  infla- 
tion rate.  "The  airline  business  is  la- 
bor-, capital-  and  energy-intensive," 
he  notes.  "All  these  costs  tend  to  out- 
strip the  inflation  rate." 

Plaskett  agrees  that  everyone  has  to 
do  his  own  figuring  to  determine  how 
the  AAirpass  might  benefit  his  or  her 
own  situation.  But  he  says  the  airline 
has  received  about  20,000  serious  in- 


Homing  pigeons 

It's  strictly  a  buyer's  market  tor 
homes  these  days — if  you  have  a  lot 
of  cash.  But  with  the  new  alphabet 
soup  of  mortgages  and  the  new  aware- 
ness among  sellers  of  the  need  to  take 
back  mortgages,  to  compromise  On 
price  or  to  offer  to  arrange  other  at- 
tractive terms,  it  can  be  hard  to 
choose  the  right  deal. 

Probably  the  most  common  choice 
offered  to  buyers,  however,  is  to  pay 
less  than  the  seller's  asking  price — but 
to  make  payment  in  full,  using  a  big 
down  payment  and  conventional  fi- 
nancing from  a  bank.  Or,  you  can  pay 
the  full  asking  price — but  with  the 
proviso  that  the  seller  take  back  a 


quiries,  and  sales  will  exceed  expecta- 
tions, though  he  won't  say  what  they 
are.  (Some  observers  claim  only  a 
handful  of  passes  have  been  sold  so 
far,  however.) 

The  competition  would  doubtless 
love  to  know  how  sales  are  going.  But 
no  other  carrier  has  announced  any 
similar  plan,  although  TWA  is  "pre- 
pared to  move  if  they  start  taking 
business  away  from  us,"  says  a 
spokesperson.  Even  if  other  passenger 
carriers  wanted  to  follow  suit,  Plas- 
kett says,  it  would  be  difficult  because 
of  all  the  mileage  computation  that 
has  to  be  recorded  and  the  strain  that 
puts  on  computer  capacity.  "If  they 
don't  imitate  us,  and  simply  knock 
our  program,"  he  says,  "I'll  count  that 
a  marketing  success." 

The  dollars  certainly  won't  hurt,  ei- 
ther. American  had  a  loss  of  $75.8 
million  last  year,  but  was  profitable 
again  the  first  half  of  this  year  with 
earnings  of  $25.7  million — before  the 
crippling  air  controllers'  strike,  which 
knocked  out  25%  of  its  flights  so  far 
and  threatens  even  more  cuts.  This 
year,  American  will  begin  taking  de- 
livery of  30  Boeing  767s  and  15  757s, 
which  carry  a  total  price  tag  of  $1.6 
billion.  Most  are  due  for  delivery 
through  1984. 

"The  AAirpass  revenues  won't  help 
us  pay  for  these  planes,"  says  Plaskett. 
"But  they  will  help  us  on  shorter-term 
capital  costs,  freeing  other  capital  and 
borrowing  for  the  new  generation  of 
aircraft." 


mortgage  at  a  below-market  rate.  It's 
a  dilemma  many  buyers  face. 

Which  is  the  better  deal?  Barry  R. 
Goodman,  a  certified  financial  plan- 
ner with  Leopold  &  Linowes,  CPAs  in 
Washington,  D.C.,  cautions  that  there 
is  no  simple  answer  for  all  situations. 
But  he  worked  out  the  following  ex- 
ample as  an  illustration  of  how  less  is 
more — that  is,  when  paying  the  lower 
asking  price  can  cost  you  more  in  the 
long  run. 

Let's  say  you  want  to  buy  a  house 
that  the  owner  prices  at  $200,000. 
You  have  about  $50,000  in  cash  that 
you  are  willing  to  put  down.  You  bar- 
gain with  the  seller,  and  he  agrees  to 
accept  $185,000 — if  he  can  get  all  the 
money  now.  To  do  that  would  require 


that  you  put  up  $45,000  in  cash  and 
take  a  30-year,  $140,000  mortgage  at 
1 7%  (if  you  are  lucky  and  can  get  such 
a  mortgage). 

On  the  other  hand,  the  seller  also 
agrees  to  take  back  a  mortgage  of 
$150,000  at  only  12%,  provided  you 
put  up  $50,000  in  cash — meaning  you 
are  then  paying  the  full  asking  price. 
Which  is  the  better  deal?  Paying 
$185,000  and  carrying  the  30-year, 
$140,000  mortgage  at  17%  interest? 
Or  paying  the  full  $200,000  and  carry- 
ing a  30-year,  $150,000  mortgage  at 
12%  interest? 

Goodman  assumes  that  you  would 
sell  the  house  after  ten  years,  and  that 
you  are  currently  in  the  50%  income- 
tax  bracket. 

The  calculations  are  complex,  but 
the  monthly  mortgage  payments  on 
each  type  of  deal  should  give  you 
some  clues:  Paying  $185,000  and  put- 
ting $45,000  down,  your  monthly  tab 
comes  to  $1,996.  Paying  the  full 
$200,000,  with  $50,000  down,  the 
mortgage  payment  is  $1,543. 

All  things  considered,  according  to 
Goodman,  the  latter  deal  would  net 
you  about  $9,504  more  than  the  for- 
mer. So,  in  this  case  at  least,  the  lower 
interest  rate  on  the  mortgage  more 
than  offsets  the  higher  price  actually 
paid  for  the  property. 

Conversely,  of  course,  assuming  the 
seller  is  in  the  50%  tax  bracket,  he 
would  be  better  off  taking  the  lower 
price  and  all  the  cash  up  front,  than 
accepting  the  below-market  mort- 
gage. In  fact,  when  all  is  said  and 
done,  the  seller  winds  up  with 
$21,940  less  by  insisting  on  his  asking 
price  and  financing  the  sale  himself. 

Moral:  There  are  many  variables 
that  can  affect  the  balance  when 
weighing  home-buying  options. 
Goodman  suggests  you  secure  the  aid 
of  a  financial  consultant — not  just  a 
real  estate  broker — when  it  comes  to 
signing  on  the  dotted  line. 


Goodbye,  student  loans 

Remember  those  cheap  loans  you 
used  to  be  able  to  get  for  your 
youngster's  college  education,  subsi- 
dized, by  Uncle  Sam?  Well,  they  are 
going  the  way  of  the  campus  sit-in 
and  pass-or-fail  grades. 

Effective  Oct.  1,  the  cuts  in  federal 
education  subsidies  began,  and  the 
guaranteed  student  loan  program— 
the  one  that  provided  9% -interest,  re- 
payable-after-graduation loans  to  all 
students  regardless  of  the  family  in- 
come— was  one  of  the  prime  targets. 
There  are  now  strict  rules  to  deter- 
mine who  will  receive  subsidized 
loans.  In  effect,  if  your  adjusted  gross 
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If  you're  still  drinking 
Canadian  and  soda . ■ . 


That's  the  reaction  that's  made  Puerto  Rican 
gold  rum  one  of  the  most  popular  and  fastest 
growing  liquors  in  America  today. 

People  try  it  once.  Then  again  and  again. 

Either  on  the  rocks,  or  with  a  dash  or  soda  or 
your  favorite  mixer.  Any  way  you  try  it,  gold 
rum  is  a  smooth  alternative  to  bourbons,  blends, 
Canadians— even  scotch. 

Try  the  delicious  gold  rums  of  Puerto  Rico. 
The  first  sip  will  amaze  you.  The  second  will 
convert  you. 


Make  sure  the  rum  is  from  Puerto  Rico. 

Great  rum  has  been  made  in  Puerto  Rico  for 
almost  five  centuries.  Our  specialized  skills 
and  dedication  result  in  rums  of  exceptional 
dryness  and  purity.  No  wonder  over  88%  ofthe 
rum  sold  in  this  country  is  Puerto  Rican. 

Look  for  the  name  Puerto  Rico  on  the 
label.  It's  your  assurance  of  excellence. 

RUfllS  OF  PUERTO  RICO 

Aged  for  smoothness  and  taste 


3  or  the 

1 


For  free  Rums  of  Puerto  Rico "  recipes,  write  Puerto  Rican  Rums  Dept  FB-3, 1290  Avenue  of  the  Americas.  N  Y.  N  Y  10104  ©1981  Government  of  Puerto  Rico 


pi  complex  of  classrooms, 
rigs,  and  living  facilities. 
pr7(000  people,  employees 
(and  its  customers,  will  train 
innually  in  the  use  of  NL 
cts  and  services.  Things  like 
!g  fluids  and  mud  logging 
ns,  blowout  preventers  and 
jum  connections, 
dular  learning  systems  allow 
nts  to  learn  concepts  at  their 
ace.  And  state-of-the-art 
ment  duplicates  working  sit- 


uations as  they  could  arise  in  oil- 
fields anywhere.  From  the  frozen 
Arctic  to  the  depths  of  the  sea. 

Commitments  like  this  have 
made  NLa  name  well-known  in  the 
oilfield.  As  a  result,  the  company's 
income  rose  30%  in  1979,  46%  in 
1980  and  another  77%  in  the  first 
half  of  1981.  Annual  sales  are 
approximately  $2.5  billion. 


The  training  center  in  Houston 
is  part  of  this  growth.  And  an  impor- 
tant part  of  America's  oil  and  gas 
future.  For  the  expansion  of  this 
vital  industry  depends  on  greater 
numbers  of  qualified  personnel. 

After  all,  in  the  oilfield,  people 
are  the  most  valuable  resource. 


NL  Industries,  Inc. 

1230  Avenue  of  the  Americas 

New  York,  NY  10020 
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income  is  over  $30,000,  your  son  or 
daughter  may  not  qualify  for  a  loan, 
unless  the  family  can  demonstrate 
real  need.  But  even  with  an  income 
well  above  $30,000,  you  still  might  be 
able  to  prove  need  if  tuition  costs  are 
high  or  you  have  several  youngsters  in 
school  at  the  same  time.  The  terms  of 
these  guaranteed  student  loans  are: 
maximum  $2,500  per  year  (for  total  of 
$12,500);  annual  interest  of  9%;  and 
payments  beginning  six  months  after 
graduation,  with  up  to  ten  years  to 
pay  back  the  loan. 

But  there  will  still  be  loan  money 
available  next  year — at  more  realistic 
cost.    Under    what    was  formerly 


DON'T 


Leider's  guide  on  college  aid  programs 
Well  worth  the  $2. SO. 


known  as  the  Parent  Loan  Program, 
now  dubbed  ALAS  (auxiliary  loans  to 
assist  students),  you  will  be  able  to 
borrow  up  to  $3,000  per  year,  up  to  a 
total  of  $15,000  per  student — but  at 
14%  annual  interest.  And  repayment 
begins  within  60  days  of  receiving  the 
loan,  not  after  graduation.  But  you 
have  five  to  ten  years  to  repay.  So  on 
balance  the  loans  are  still  a  good  deal. 
But  note:  ALAS  may  not  be  available 
in  all  states,  which  must  guarantee 
the  loans.  Currently  Utah,  North  Da- 
kota, Mississippi,  Arkansas  and  Ten- 
nessee have  yet  to  approve  the  pro- 
gram for  1982-83. 


As  for  grant  programs — money 
awarded  with  no  strings — they  will  be 
fewer,  smaller' and  harder  to  obtain — 
virtually  impossible  if  you  are  in  a 
lofty  income  bracket. 

On  balance,  according  to  Robert 
Leider,  a  publisher  of  guides  on  college 
costs,  unless  you  are  practically  starv- 
ing you  are  likely  to  have  to  dig  deeper 
to  pay  college  costs — which  are  them- 
selves rising — but  the  more  you  know 
about  the  new  programs,  the  less  you 
may  have  to  dig.  And  don't  fail  to 
apply  for  all  loans  early.  The  entire 
guaranteed  student  loan  program  is 
under  budgetary  scrutiny  and  could  be 
cut  back  further.  But  once  you  have 
been  accepted  in  the  loan  program, 
you  will  be  "grandfathered"  in  (if  the 
past  is  any  guide) — all  you  need  do  is 
renew  the  loan  each  year. 

Leider  has  just  updated  his  guide  on 
student  aid,  Don't  Miss  Out,  incorporat- 
ing the  recent  changes  in  federal 
grants  and  loan  programs.  It's  avail- 
able for  $2.50  from  Octameron  Press, 
P.O.  Box  3437,  Alexandria,  Va.  22302. 
While  you're  at  it,  there  are  five  other 
recently  updated  booklets  worth  or- 
dering from  Octameron:  The  A*  &  Bs  of 
Academic  Scholarships  ($2.50);  College 
Loans  from  Icicle  Sam  ($1);  Earn  & 
Learn  ($1.50);  How  We  Do  It  ($1.50). 
The  last  two  deal  with  cooperative 
education  programs  and  how  top  col- 
leges select  students.  Add  25  cents  for 
each  booklet  ordered. 


Loose  ends 

Guides  to  men's  fashions  are  usual- 
ly so  ludicrous  they  don't  even 
warrant  mention.  Most  businessmen 
don't  romp  around  in  velvet  jodhpurs. 
Making  the  Man  by  designer  Alan 
Flusser  (Wallaby,  $9.95)  recognizes 
how  most  businessmen  like  to  dress, 
thank  you,  the  kinds  of  places  they 
like  to  shop,  the  accessories  they  like 
to  wear  and  the  sports  clothes  they 
prefer.  He  just  tells  you  how  to  look 
better  in  what  you  already  like,  and 
where  and  how  to  shop  for  it. 

Hot  careers  reflect  changing  times. 
According  to  Thomas  C.  Zay,  execu- 
tive vice  president  of  Paul  R.  Ray  & 
Co.,  executive  recruiters,  here  are 
where  the  big  bucks  can  be  found  in  a 
hurry:  managers  of  energy  explora- 
tion; productivity  specialists;  man- 
agement information  services  execu- 
tives; strategic  planners;  and — Wash- 
ington never  seems  to  change — public 
affairs  executives. 

Does  a  vasectomy  affect  your  health? 

A  recent  study  says,  generally,  no. 
The  rates  of  hospitalization  of  men 


who  had  undergone  vasectomies  were 
similar  to  those  of  men  who  had  not 
been  sterilized,  found  the  Boston  Col- 
laborative Drug  Surveillance  Program 
of  Boston  University.  The  one  excep- 
tion was  the  development  of  benign 
diseases  of  the  genitourinary  tract, 
usually  diagnosed  at  the  time  or  short- 
ly after  vasectomy.  The  research 
group  also  found  "a  striking  reduction 
in  hospitalizations  for  mental  disor- 
ders in  the  vasectomized  group."  Of 
course,  most  men  seeking  vasecto- 
mies usually  undergo  some  form  of 
psychological  screening. 

Commodities  trading  is  a  crapshoot, 

for  sure,  but  now  one  new  commod- 
ities fund  is  willing  to  bet  its  time  and 
reputation  that  it  can  make  money  for 
you.  NCZ  Commodities  will  not 
charge  you  one  red  cent  in  manage- 
ment fees  until  you  are  ahead  15%  on 
your  investments.  Then,  you  split  50- 
50  on  any  additional  gains.  The  duo 
that  runs  the  commodities  accounts, 
located  at  49  W.  57th  St.,  New  York 
10019,  claims  it  has  parlayed 
$341,350  of  its  own  money  to  $6.3 
million  since  July  1979,  and  figures  it 
can  do  a  lot  better  with  more  capital. 
There  are  no  guarantees,  of  course. 
And  if  you  can't  commit  $100,000, 
don't  bother  calling. 

Four  of  five  resume's  contain  lies, 

with  nearly  30%  exaggerating  educa- 
tional credentials.  So  says  Thomas  M. 
Camden,  an  outplacement  specialist 
and  career  counselor  who  sees  enough 
resumes  to  know.  Most  common  fib: 
claiming  you  are  still  employed  when 
you  are  on  the  beach.  Still,  many  job 
applicants  get  away  with  fudging  be- 
cause their  credentials  are  seldom  ful- 
ly checked  by  employers.  "Many  per- 
sons assigned  to  do  corporate  inter- 
viewing do  not  closely  examine  an 
applicant's  credentials,  particularly  if 
the  person's  appearance  and  personal- 
ity are  pleasing  to  the  interviewer," 
says  Camden. 

R&D  tax  shelters  may  not  be  the  way 

to  invest  at  all  this  late  in  the  year, 
cautions  Arnold  Rudoff,  publisher  of  a 
tax  shelter  guide,  Limited  Partners  Let- 
ter, Menlo  Park,  Calif.  "They're  so 
hot  it's  starting  to  get  scary,"  says 
Rudoff,  noting  that  a  general  partner 
is  often  able  to  raise  more  money  than 
is  needed.  "We're  beginning  to  see  a 
lot  of  deals  that  don't  make  sense  for 
the  investor,"  he  says.  One  item  to 
watch:  research  conducted  on  prod- 
ucts or  processes  that  are  a  long  way 
from  the  marketplace  in  both  time 
and  additional  capital  required. 
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When  you  fly  to  the  Orient, 
choose  the  airline 
named  for  the  Orient. 


NORTHWEST  ORIENT  NOW 
FLIES  NONSTOP  TO  TOKYO 
FIVE  DAYS  A  WEEK.  There's 
a  reason  why  our  airline  is 
named  Northwest 
Orient.  Since  1947, 
when  we  inaugurated 
"the  short  route"  to  the 
Orient  over  the  Northwest 
Passage,  we've  become 
experts  on  flying  transpacific. 

We  have  widecabin  747  ser- 
vice between  Los  Angeles  and 
Tokyo  five  days  a  week.  Leave 
Los  Angeles  at 
k    72:40  pm,  arrive 


at  5:00  pm  the  next  day.  The 
flights  then  continue  to  Osaka, 
arriving 
at  7:10  pm, 
and  to 
Taipei, 


UNSURPASSED  COMFORT. 

In  First  Class,  every  seat  is  a 
fully  reclining  sleeper  seat.  So 
you  can  relax  or  doze  across 
the  Pacific.  And  there  are 
fewer  seats  in  every  row  of  our 
747s,  for  the  roomiest  Coach 
ride  of  any  U.S.  airline.  Full 
Executive  Class  service,  too. 

USE  THE 
AMERICAN  EXPRESS® 
CARD.  To  make  your 
traveling  even  easier, 
charge  your  Northwest 
Orient  airline  tickets,  car 
rental,  hotels,  theater 
tickets,  shopping 
and  almost  all  your 
travel  expenses  on 
the  American  Express 
Card.  It's  welcome 
around  the  world. 
Don't  leave  home 
without  it.® 

For  reservations, 
and  information  about 
our  nonstop  service  to  the 
Orient,  call  your  travel 
agent  or  Northwest  Orient. 


^  NORTHWEST  ORIENT 

THE  WORLD  IS  GOING  OUR  WAY 


Forbes  has 
moved  ahead  of 
BusinessWeek 

in  net  paid 
LIS.  circulation. 


tCULATION  (Average)* 

FORBES 

BUSINESS  WEEK 

FORTUNE 

)tal  Paid  Circulation 

705  761 

762  582 

681  337 

S  Paid  Circulation 

687,033 

729,617 

582  637 

:ss  Arrears  and  Extensions 

None 

(-57,626) 

(-15  954) 

?t  Paid  U.S.  Circulation 

687,033 

671,991 

566,683 

In  total  paid  circulation,  Forbes  delivered  an  average  of  15,761  over  its 
0,000  rate  base.  No  issue  fell  below  the  rate  base,  and  Forbes  again  has  no 
rears. 

Business  Week  delivered  an  average  of  7,418  under  its  770,000  rate  base,  with 
out  of  25  issues  below  that  base,  on  top  of  average  arrears  of  57,626. 
ortune  delivered  an  average  of  11,337  over  its  670,000  rate  base,  but  with 
erage  arrears  of  15,954.  One  issue  fell  below  their  rate  base.) 


iSCRIPTIONS* 

FORBES 

BUSINESS  WEEK 

FORTUNE 

•dered  by  Mail 

88.8% 

61.0% 

84.3% 

dered  for  3  Years  or  More 

22.6% 

8.8% 

6.9% 

dered  at  Basic  Price 

69.6% 

65.0% 

55.6% 

>tal  Sold  in  6-Month  Period 

250,618 

347,563 

396,403 

bscriptions  Ordered  by  Mail  and/or  Direct  Request 

•roes  again  has  first  place  in  this  category— generally  regarded  as  the  source 
the  highest  quality  subscriber. 

bscriptions  Ordered  for  3  Years  or  More 

•rbes'  percentage  of  these  long-term  subscriptions  is  about  three  times  that 
i  Business  Week  (and  Fortune)  in  this  category. 

I  bscriptions  Sold  at  Basic  Price 

•rbes  sold  a  higher  percentage  of  orders  at  basic  price  than  Business  Week 
t  Fortune). 

I>tal  Subscriptions  Sold  in  Period 

•rbes  maintained  its  circulation  with  the  least  effort  by  far.  It  needed  to 
.1  only  250,618  subscriptions  in  this  6-month  period  compared  with  347,563 
:r  Business  Week  (and  396,403  for  Fortune). 
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Just  when  he  had  things  going  better  at 
Morton-Norwich,  Charles  Locke  got  a  slap 
Jrom  the  French  shareholders. 


Salt  in  the 
wound 


By  Lisa  Gross 


Charles  S.  Locke,  the  52-year- 
old  blunt-speaking  chairman 
of  Morton-Norwich  Products 
Inc.,  is  fighting  mad  and  frustrated. 
He  is  mad  because  the  French  chemi- 
cal and  drug  company  Rhone- Poulenc, 
owner  of  20.3%  of  Morton-Norwich 
stock,  announced  July  15  that  it  in- 
tended to  sell  the  block  to  the  highest 
bidder.  Clearly,  thinks  Locke,  Rhone 
did  that  to  open  the  Chi- 
cago-based, $957  million- 
sales  company  to  take- 
over. And  it  has  some 
well-known  brands  to  at- 
tract suitors:  Pepto-Bis- 
mol  stomach  remedy  and 
Chloraseptic  throat  loz- 
enges in  the  drugstore 
line,  Spray  'n  Wash,  Fan- 
tastik  and  Glass  Plus  in 
the  supermarket  line,  as 
well  as  the  market-leading 
Morton  Salt.  Along  with  a 
$192  million-sales  special- 
ty chemicals  division,  the 
combination  produced 
$53  million  in  earnings  in 
the  fiscal  year  ended  June 
30,  a  significant  improve- 
ment on  1980's  result.  So 
Locke  has  taken  Rhone- 
Poulenc  into  Delaware's 
Chancery  Court,  charging 
breach  of  contract  in  an 
attempt  to  prevent,  or  de- 
lay, the  stock  sale. 

But  meanwhile  Locke  is 
frustrated.  In  his  second 
year  as  Morton's  chief  ex- 
ecutive, he  seemed  to  find 
the  solution  to  his  com- 
pany's chronic  profitabil- 
ity problem.  The  drug  di- 
vision, which  came  to 
Morton  in  the  1969  merg- 


er with  Norwich  Pharmacal  Co.,  has 
continually  lagged  in  earning  power, 
despite  its  well-known  over-the- 
counter  brands.  The  trouble  was  on 
the  ethical,  or  prescription,  drug  side, 
where  Morton-Norwich  never  had  the 
research  money  necessary  to  achieve 
the  big  breakthrough. 

Locke  estimates  that  each  new  drug 
brought  to  market  costs  $50  million 
in  research.  His  budget  currently  al- 
lows $27.5  million.  As  an  alternative, 


Morton-Norwich  Chairman  Charles  S.  Locke 
"Takeover  is  Rhone's  whole  motivation. 


Locke  came  up  with  the  idea  on 
buying  small,  local  pharmaceutical 
companies  and  plugging  them  into 
M-N's  national  drugstore  marketing 
network.  His  first  effort — the  May 
1980  acquisition  of  $6  million  (sales) 
Texas-based  Baylor  Laboratories — has( 
already  proved  a  winner,  increasing] 
prescription  sales  22%  in  fiscal  1981 
and  leading  to  the  best  performance  in 
a  long  time  for  the  drug  division.  But 
Locke's  success  is  shadowed  now  by 
Rhone's  sudden  defection. 

The  French  company's  involve- 
ment results  from  an  earlier  attempt 
by  Morton-Norwich  to  solve  its  drug 
research  problem.  Rhone-Poulenc,  fi- 
nancially ailing  then  and  now,  desper- 
ately wanted  to  enter  the  $12  billion 
U.S.  drug  industry  in  1978.  It  ap- 
proached Morton  with  the  idea  of  a 
cooperative  agreement:  Rhone  would 
do  the  R&.D  and  Morton  would  do  the 
selling.  So  Morton's  then-chairman 
John  Simmons  signed  an  apparently 
airtight  ten-year  agreement,  under 
which  Morton  sold  800,000  shares  of 
treasury  stock  to  Rhone,  which 
brought  Rhone's  holdings  to  2.75  mil- 
lion Morton  shares,  and  took  on  two 
members  of  Rhone's  management  as 
directors.  In  return,  Rhone  agreed  not 
to  sell  its  20.3%  stake  in  Morton  to 
any  one  party,  and  to  give 
Morton  the  right  of  first 
refusal. 

But  in  July  Rhone  an- 
nounced that  its  Morton 
shares  were  for  sale.  Ac- 
cording to  the  court  docu- 
ments, Rhone  claims  the 
right  to  sell  the  Morton 
stock  it  acquired  on  the 
open  market — the  1 .95 
million  shares.  Those 
shares  are  worth  over  $60 
million  at  Morton's  recent 
price  of  31.  If,  however, 
Rhone  could  attract  a 
takeover  buyer  at,  say, 
$45  per  share,  the  1.95 
million  shares  would  be 
worth  some  $86  million. 

Locke  is  certain  that  is 
Rhone's  intention.  "Take- 
over is  their  whole  moti- 
vation," he  says.  "That 
would  enable  them  to  real- 
ize the  maximum  return 
on  their  investment." 

Locke,  a  soft-talking  na- 
tive of  Laurel,  Miss.,  sighs 
but  doesn't  complain  that 
he  has  to  spend  so  much 
of  his  time  on  M-N's  drug 
business  when  Morton 
Salt  is  the  real  money- 
pourer — $47  million  pre- 
tax profit  on  $321  million 
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'he  Diamond  that  grows  in  the  forest. 


Nearly  70%  of  everything  Dia- 
■nond  International  makes  and  mar- 
kets begins  as  trees.  Over  1.6  million 
acres.  And  we  take  many  of  the 
rees  we  harvest  farther  than  com- 
nodjty  forest  products  companies. 

Into  consumer  goods,  for  exam- 
Die,  Vanity  Fair®  paper  towels, 
issues,  and  napkins.  Paper  plates. 
3ee^,  Bicycle®  and  Congress® 


J*  IT* 


Star* 


playing  cards.  Diamond  matches. 
In  the  last  eight  years  Diamond 


company  in  the  country. 

Find  out  more.  Write  Diamond  In- 


nearly  doubled  sales — to  Over  $1 .2  ternational,  733  Third  Avenue,  New 

billion.  We  now  operate  over  120  York,  N.Y  10017  for  our  quarterly 

building  supply  home  centers  in  19  and  annual  reports. 

States  With  anticipated  Sales  by  "©  1981  Diamond  International  Corporation 

1983  of  half  a  billion  dollars.  xT^S^s^v 

We've  also  paid  stockholder  divi-  /rtxx*\  \  l^ifl  infill  fl 

dends  for  100  years  in  a  row— the  \>3B</  ■*IMI  IIVIIV" 

best  record  of  any  forest-products  ^^j^  IntGrnCltlOIICll 


Diamond 

International 


Forest  Products  •  Packaging  &  Printing  •  Pulp  &  Paper  •  Consumer  Products  •  Building  Materials  &  Home  Supplies  •  Machinery  Systems 


A  jogging  sole  that's  race-track  tough. 

The  technology  that  puts  Goodyear  tires  ahead  in  auto  racing 
puts  extra  toughness  in  this  jogging -sole  compound. 
It  survived  our  harshest  laboratory  tests  for  abrasion  and 
gouge-resistance.  Its  so  tough  we  can  get  the  durability 
we  want  with  a  lot  less  rubber.  So  we  can  make  our  soles 
thinner  and  lighter,  for  easier,  faster  strides. 


ate*. 


* 


25  years  of 
smoother  crossings! 

A  railroad  crossing  using  Goodyear  s 
rubber  crossing  pads  was  installed  in 
New  Britain,  Connecticut,  in  1955.  Its 
still  in  service.  According  to  a 
study  by  the  Texas  Trans- 
portation Institute,  these 
crossings  last  five  times 
longer  than  asphalt  crossings 
and  cost  one  third  as  much  to 
maintain.  Their  initial  cost  is 
about  four  times  greater,  but  they  pay  for  themselves 
many  years  before  they  need  replacing. 


A  seal  to  prevent 
oil-well  blowouts. 

This  specialized  rubber  seal 
helps  prevent  oil-well  "blowout" 
by  shutting  off  the  torrent  of 
petroleum  and  gas  unleashed 
when  drills  hit  high-pressure 
pockets  deep  in  the  earth. 
Blowout  preventers  can 
prevent  pollution  and 
conserve  oil.  The  specially 
compounded  Goodyear 
nitrile  rubber  withstands 
temperatures  over  250 
degrees,  pressures  up  to 
20,000  psi  and  the  extreme 
abrasion  of  sand  and  rock. 


Goodyears 
not  your  ordinary 
tire  company. 


In  the  last 
^four  years  we've 
installed 
new  radial 
tire  capacity  that 
stands  at  the  leading  edge  of 
production  technology.  Result:  Radial  tires  of  excellent 
quality  at  highly  competitive  costs.  We've  also  developed 
new  ways  to  generate  ideas.  Result:  A  flood  of  innovations 
ranging  from  automatic  quality  control  for  tire  presses  to  entirely 
new  products  like  portable  safety  bumps.  That's  why  we're  a  world 
leader  in  so  many  fields— from  conveyor  belts  to  aircraft  tires,  from 
packaging  films  to  uranium  enrichment.  And  why  we're  not 
your  ordinary  tire  company. 

GOOD fY EAR 
Out  front.  World  wide. 


No 

pipe  dream. 


The  largest  privately-financed 
natural  gas  pipeline  project  ever 
undertaken  is  becoming  reality  on 
the  north  central  plains.  Ground 
has  been  broken  and  construction 
has  begun  on  the  initial  phase 
of  the  $2.5  billion,  1,131-mile 
Northern  Border  Pipeline  from 
Montana  to  Illinois. 

Initially  the  pipeline  will  carry 
nearly  one  billion  cubic  feet  per 
day  of  Canadian  natural  gas  to  help 


meet  U.  S.  energy  needs.  This  is 
an  early  phase  of  the  proposed 
Alaska  Natural  Gas  Transportation 
System.  In  the  mid-1980s,  when 
the  entire  system  is  completed, 
Northern  Border  will  transport  70% 
of  the  new  Alaskan  gas  supplies 
to  markets  in  the  eastern,  southern 
and  midwestern  United  States. 

Northern  Plains  Natural  Gas 
Company,  an  InterNorth  operating 
company,  is  the  managing  partner 
in  a  group  of  companies  respon- 


sible for  design,  construction 
and  operation  of  Northern  Borde 

Over  50  years,  InterNorth  has 
applied  its  resources  and  abilitie 
to  growth-directed  strategies. 
The  result  is  a  balanced  and  dive 
sified  business  structure  of  secui 
profitability  and  expansionary 
opportunity.  For  further  informatio 
call  Roy  A.  Meierhenry,  Vice 
President  and  Treasurer, 
402-633-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  ■  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  ■ 
Northern  Petrochemical  Company  ■  Nortex  Gas  &  OH  Company  •  Northern  Coal  Company 

The  right  mix  at  the  right  time 


INTERNORTH 


International  Headquarters.  Omaha.  Nebraska  68102 


sales — and  the  household  products  di- 
vision, which  brought  in  $23.1  mil- 
lion pretax  on  $229  million  sales,  has 
a  new  detergent  product  called  Yes 
that  Locke  is  backing  with  a  major  ad 
campaign.  The  salt  company  was  at- 
tracted to  the  pharmaceutical  busi- 
ness in  the  Sixties  because  of  the  pos- 

,  sibilities  for  big  payoffs,  such  as 
SmithKline  Corp.  got  by  coming  up 
with  $600  million-sales  anti-ulcer 

i  drug  Tagamet.  "Everybody  needs  a 
Tagamet,"  says  Locke  drily.  By  con- 
trast, M-N  has  developed  drugs  like 

)  Dantrium  I.V.,  used  for  the  treat- 
ment of  malignant  hyperthermia, 
which  affects  patients  under  anes- 

S  thesia.  "It's  very  significant  scienti- 

I  fically,  but  there  aren't  many  cases 
of  malignant  hyperthermia  around," 
says  Locke.  Then  he  adds,  with  a 

>  note  of  disgust:  "We  always  seem  to 
have  some  interesting  compounds  in 
research.  But  we're  five  years  away, 


The  Baylor  acquisition  has 
already  proved  a  winner,  in- 
creasing prescription  sales 
22%  in  fiscal  1981.  But  its 
success  is  shadowed  by 
Rhone's  sudden  defection. 


if  we're  lucky,  from  marketing 
them."  To  a  man  such  as  Locke, 
who  started  out  with  Price  Water- 
house  in  New  Orleans  after  earning  a 
degree  in  accounting  from  the  Uni- 
versity of  Mississippi,  research  has 
always  seemed  to  promise  more 
than  it  can  deliver. 

The  upshot  is  that  Locke  faces 
some  tough  choices.  If  he  succeeds  in 
forcing  Rhone  to  abide  by  the  1978 
agreement  and  sell  its  shares  on  the 
open  market,  it  could  cost  Morton 
around  $85  million  to  buy  all  of  them. 
Borrowing  that  much  would  almost 
double  Morton's  debt — now  20%  of 
capitalization — and  be  a  tough  choice 
at  today's  interest  rates.  Many  ana- 
lysts contend  that  Locke  is  seeking  a 
white  knight  to  save  Morton  from 
both  a  protracted  court  battle  and  hos- 
tile takeover.  But  that  is  unlikely.  The 
last  thing  Locke  wants  to  lose  after 
only  a  year  and  a  half  is  the  position 
he  has  spent  his  life  gaining.  His  am- 
bition to  run  a  company  was  evident 
in  long-ago  school  aptitude  tests  in 
Laurel. 

A  logical  course  for  Locke  would  be 
to  find  a  buyer  for  the  drug  business 
who  would  pay  off  Rhone,  with  per- 
haps a  little  left  over  for  Morton. 
Locke  denies  this  possibility  vehe- 
mently. So  what  is  he  going  to  do? 
"No  comment,"  snaps  Locke.  ■ 
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Money  Market  yields 
with  just  $1,000 


Our  money  market  fund  offers: 

□  Prompt  liquidity  by  telephone 

□  Free  checKwriting  over  $500 

□  No  early  withdrawal  interest 
penalty 

□  Free  exchange  with  other 
Price  stock  and  bond  funds 

□  No  sales  charge 

Call  toll  free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information  including 
management  fee  and  other  charges  and 
expenses,  obtain  a  prospectus.  Read  it 
carefully  before  you  invest  or  send  money. 


T.  Rowe  Price  Prime  Reserve  Fund,  Inc. 


A  No-Load  Fund,  T.  Rowe  Price  Marketing.  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore.  MD  2 1 202 


Name  

Address. 
City  


State. 


Zip. 


TEACHING  KIDS 

BUSINESS  IS 
OUR  BUSINESS. 


junior  Achievement  offers  business  people  a  rare  opportunity.  A  chance 
to  share  their  knowledge  with  the  next  generation  of  business  people. 

In  our  JA  evening  program  you'll  meet  once  a  week  with  high 
school  students  to  help  them  set  up  and  run  their  own  companies.  Or,  in 
our  daytime  program,  Project  Business,  you'll  go  into  classrooms  once  a 
week  to  teach  8th  or  9th  graders  about  the  business  world. 

To  find  out  more  about  Junior  Achievement  contact  our  local 
office  listed  in  your  white  pages  or  write  Junior  Achievement  Inc., 
National  Headquarters,  550  Summer  St.,  Stamford,  Conn.  06901. 

Like  over  30,000  other  men  and  women  you'll  discover  a  special 
sense  of  achievement  when  you  join  Junior  Achievement. 


A  little  pride  will  go  a  long,  long  way. 
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The  new  tax  bill  lets  some  40  million 
workers  get  a  tax  break  on  retirement 
savings.  What  a  prospect  list  for  bankers, 
brokers,  funds  and  insurance  agents. 

Beware: 
salesmen  ahead 


By  Howard  Rudnitsky 

One  of  the  sweetest  goodies  in 
last  summer's  tax  bill  is  a  pro- 
vision that  broadens  eligibility 
for  Individual  Retirement  Accounts. 
Starting  next  year,  workers  who  are 
covered  by  company  pension  plans 
can  put  up  to  $2,000  per  year  in  these 
tax-sheltered  investment  plans.  Until 
now,  IRAs  were  only  available  for  peo- 
ple without  employer  retirement 
benefits.  So  in  one  fell  swoop,  the  new 
law  creates  nearly  40  million  potential 
customers. 

With  this  liberalization,  some  esti- 
mates put  total  IRA  investment  dol- 
lars at  up  to  $200  billion  by  1986,  up 
from  an  estimated  $35  billion  today. 
That  means  by  then  insurance  com- 
panies, banks,  brokers  and  other  fi- 
nancial institutions  will  be  generating 


some  $600  million  a  year  in  manage- 
ment fees.  It  also  means  a  tremendous 
promotional  push  will  soon  begin. 
The  long-term  potential  of  selling 
IRAs,  for  example,  is  far  greater  than 
the  one-shot  opportunity  of  attracting 
an  All  Savers  deposit. 

The  marketers  are  gearing  up  now, 
even  though  the  right  to  invest  in  the 
IRAs  won't  exist  for  the  newly  eligible 
until  January  1982  and  the  decision  to 
create  one  can  be  deferred  until  April 
1983.  "There's  going  to  be  a  fair 
amount  of  awareness  by  January," 
says  Don  Underwood,  manager  of  re- 
tirement plans  at  Merrill  Lynch.  "But 
it  may  be  many  months  or  even  a  few 
years  before  people  say,  'Hey,  I  have 
to  take  advantage  of  this.'  " 

The  major  fee  income  potential  of 
the  IRA  expansion  is  at  the  high-vol- 
ume end  of  the  market.  "Guys  on  our 


side  of  the  fence  are  very  excited," 
says  Don  McCloud,  director  of  special 
products  at  Shearson  Loeb  Rhoades. 
"In  the  past  they  pooh-poohed  IRAs 
because  they  weren't  big  enough,  but 
now  they  see  visions  of  grandeur — 
they  think  they  can  lock  up  a  GM  or  a 
Xerox."  That's  now  possible  because 
under  the  new  law  one  IRA  vendor 
can  provide  a  master  plan  for  all  of  a 
corporation's  employees,  regardless  of 
any  existing  company  plans. 

So  far,  investment  firms  and  mutual 
fund  organizations  are  chasing  hard- 
est after  the  new  business.  Firms  like 
Merrill  Lynch,  Bache  Halsey,  Dreyfus 
Gorp.,  Stein  Roe  and  The  Midwest 
Group  are  holding  seminars,  taking 
out  big  ads  in  the  financial  press  or 
even  wooing  individual  companies  to 
explain  the  new  tax  law  and  to  show 
how  investors  and  employers  can 
benefit  from  IRA  plans.  One  hot  pro- 
motion topic:  payroll  deduction  plans, 
probably  the  simplest  way  to  collect 
$2,000  per  year  from  large  numbers  of 
individuals. 

"We  are  getting  positive  responses 
to  our  ads  for  IRA  payroll  deduction 
plans,"  says  Andrew  Baxter,  who 
manages  Dreyfus  Corp.'s  IRA  oper- 
ation. "We  are  recommending  that 
the  payroll  deduction  contributions 
only  be  used  in  conjunction  with  our 
money  market  fund.  That's  virtually 
risk-free,  and  it's  always  worth  what 
you  put  in."  It  also  means  less  paper- 
work. "If  someone  bought  stocks  or 
bonds  on  the  payroll  deduction  plan, 
you  would  have  to  send  out  confirma- 
tions each  paycheck,  which  would  be 
horrendous,"  explains  Baxter. 

Once  an  account  has  been  estab- 


F  MERRILL  IVNCM  T*X  OtTENSE- 


ggMna  Lynch 


PLAN  NOW 

TO  TAKE 
ADVANTAGE 
OF  THE NEW 
1981 
TAX  LAW 

MERBLL  LYNCH  CAN  SHOW  YOU  MOW  THE  NEW  TAX  LAW 
MAKES  IT  POSSULE  TO  ACCUMULATE 
SWOOO-SiOOQOOO-OR  MORE  M  XX*  IRA  OH  KEOGH  PLAN 
AND  SWE  ON  TAXES.  TOO 


IRAs  arc  now 

l>rtvm-d««i<a]lr  ^W^W. 


The  Dreyfus  I?D.I. 


Drey 


'fus  Service  Corporation 


A  CHALLENGE 
AND  AN  OPPORTUNITY. 


Metropolitan 


It's  not  yet  Jan.  1,  1982,  but  the  ads  are  going  to  press,  the  corporations  are  being  wooed  and  40  million 
individuals  are  being  courted  by  financial  institutions  readying  themselves  for  the  IRA  bonanza 
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rhe  inside  view  of  employee  communication 


Front  desk  activity  at  the  Marriott  Essex  House  in  New  York  City 


An  effective  employee  com- 
lunication  program  must  con- 
ider  both  what  the  employees 
'ant  to  know  and  what  they 
ught  to  know.  The  way 
Jexander  &  Alexander's  subsid- 
iry.  Benefaets  Inc.,  looks  at  a 
otel  chain  will  help  explain  how 
re  will  look  at  your  business.  In 
lis  case,  we  look  through  the 
yes  of  the  people  who  meet  the 
uests  as  well  as  the  people  who 
leet  the  payroll.  Analyzing  hos- 
jlry  programs  from  the  time 
eople  are  hired  to  the  time  they 
etire. 

Effective 

ommunication  programs 

Only  by  working  from  a 
lient's  point  of  view  can  we  be 
ure  a  company  gets  the  most 
pmprehensive,  cost-efficient 
rogram  possible. 

This  insider's  vantage  point 


enables  our  BENEFACTS®  spe- 
cialists to  act  as  communication 
consultants  to  any  organization 
with  a  story  to  tell  its  employees. 
Whether  this  means  producing 
Personal  Annual  Reports  for  the 
employees,  simplifying  instruc- 
tional or  contractual  language 
through  our  ClearWrite®  ser- 
vice, providing  Retirement  Com- 
munication Services,  or  creating 
audio-visual  aids  and  training 
materials.  Benefaets  knows  how 
to  drive  your  message  home. 

Each  industry  has  different 
needs.  For  human  resource  man- 
agement, for  insurance,  for  risk 
management,  for  financial  ser- 
vices. And  each  of  our  120  offices 
here  and  overseas  has  the  facili- 
ties, expertise,  and  str  ength  to 
fulfill  the  requirements  of  any 


company,  large  or  small,  in  any 
industry. 

We  think  a  big  reason  A&A 
has  become  one  of  the  largest  and 
most  trusted  insurance  brokers 
wor  ldwide  is  that  we  work  the 
same  way  with  every  client.  From 
the  client's  point  of  view. 


Alexander 
^Alexander 

From  the  client's  point  of  view. 


lishcd  for  a  year  or  so,  then  funds 
could  be  directed  to  other  invest- 
ments more  easily.  Still,  experts  doubt 
many  company-type  plans  will  go  into 
effect  before  late  1982  or  early  1983. 
Says  Shearson's  McCloud:  "Every- 
body wants  it  up  and  running  by  this 
January,  but  I  see  most  companies 
taking  their  time.  They  want  to  study 
the  drawbacks  and  options." 

While  employers  study  group-IRA 
proposals,  many  of  the  same  vendors 
are  going  after  the  individuals  who 
will  set  up  self-directed  plans. 
"There's  a  very,  very  big  potential 
here,"  claims  Merrill  Lynch's  Under- 
wood. "The  higher  a  person's  tax 
bracket,  the  more  comfortable  he  is  in 
running  his  own  account."  Brokers,  of 
course,  love  such  affluent  customers. 
They  may  buy  stocks,  bonds  or  real 
estate  partnerships  for  their  IRAs — 
generating  fat  commissions  in  addi- 
tion to  management  fees,  which  often 
run  up  to  0.5%  per  year. 

As  a  result,  the  competition  for  re- 
tirement dollars  is  doubly  intense. 
The  real  lure  is  more  than  just  man- 
agement fees  and  commissions.  Set- 
ting up  an  IRA  is  a  perfect  entree  for 
overall  estate  planning — and  that  can 
generate  considerable  insurance, 
banking  and  financial  business.  "You 
need  a  broad  capability  and  the  right 
market  orientation  to  handle  this," 
says  Prudential  Insurance  actuarial  di- 
rector Richard  Wong.  "Our  agents  do 
a  complete  needs  analysis."  Yet  an- 
other rationale,  then,  for  mergers  of 
brokerage  houses  and  insurers. 

Still,  many  firms  that  are  now  rac- 
ing to  establish  an  IRA  foothold  may 
well  discover  that  their  initial  round 
of  business  barely  breaks  even  be- 
cause of  high  startup  costs.  Also,  there 
is  the  possibility  that  too  much  ag- 
gressiveness may  lead  to  marketing 
abuses.  "Retirement  dollars  are  pretty 
sacred,  and  people  should  not  be  tak- 
ing risks  with  them,"  says  Andy 
Freund,  vice  president  at  Bache. 

The  idea  behind  IRA  expansion,  of 
course,  is  to  shift  a  portion  of  the 
retirement  savings  burden  to  individ- 
uals. Some  officials  worry  about  too 
much  reliance  on  shaky  Social  Securi- 
ty funds  and  corporate  pension  plans. 
Still,  the  shift  won't  produce  much 
additional  savings.  "The  new  provi- 
sion is  a  freebie  for  people  in  higher 
tax  brackets  who  will  switch  money 
into  IRAs  and  increase  their  rate  of 
return,"  says  economic  consultant  Al- 
len Sinai  of  Data  Resources,  Inc. 

So,  savings  won't  grow  much,  but 
salesmen's  incomes  will.  "This  is  a 
real  bonanza  for  those  who  market 
the  product,"  Sinai  concludes. 

Caveat  emptor.  ■ 


The  Streetwalker 


Stocks  in  middle-size  forest  products  com- 
panies look  cheap — if  not  to  ordinary  in- 
vestors, at  least  to  big-time  speculators. 


Backwoods 
bargains 


By  Pamela  Sherrid 


Is  a  new  takeover  fire  smoldering 
among  the  forest-products  stocks? 
Many  medium-size  companies  in 
this  basic  industry  are  still  selling  near 
their  lowest  levels  in  a  year,  weighed 
down  by  weak  demand  and  bad  earn- 
ings. That  makes  their  backwoods  in- 
vestments— timber  acreage  and  mills, 
typically  shown  at  original  cost  on 
balance  sheets — look  like  irresistible 
kindling.  "The  values  in  this  industry 
have  gotten  ridiculous,"  says  Bowen 
Smith,  an  analyst  with  Salomon 
Brothers.  "If  you  are  an  asset  player 
with  money,  this  is  the  time  to  buy." 

Lots  of  big  money  boys  are  already 
moving.  Britain's  Sir  James  Gold- 
smith, for  example,  upped  his  owner- 
ship in  Diamond  International  last 
month  to  40%  and  stated  that  he  no 
longer  was  ruling  out  a  cash  tender 
offer.  Goldsmith  paid  $42  in  a  private 
transaction,  while  Diamond  was  sell- 
ing at  $29.  Meanwhile,  First  City  Fi- 
nancial Corp.,  controlled  by  Van- 
couver's Belzberg  brothers,  took  a  5% 
interest  in  Masonite  this  summer  and 
is  reportedly  continuing  to  buy.  Then 
there's  Southwest  Forest  Industries. 
E.F.  Hutton  bought  11%  of  the  com- 


pany last  year,  and  other  deal-minded 
shareholders  include  Saul  Steinberg's 
Reliance  Financial  Services  (4.3%), 
Petra  Capital  Corp.  (4%)  and  Glicken- 
haus  &  Co.  (2.9%). 

Two  outsiders  have  already  nailed 
down  tidy  profits — but  hardly  in  a 
typical  way.  This  summer  Hammer- 
mill  bought  back  10%  of  its  stock  Carl 
Icahn  had  acquired  last  year,  giving 
him  a  $6  million  pretax  proiit;  Saul 
Steinberg  netted  $21  million  by  sell- 
ing back  a  31%  block  of  Federal  Paper 
Board.  "If  you  scare  management  to 
death,  you  are  sure  to  make  money  in 
forest  products,"  says  one  analyst. 
What  does  all  this  mean- 
Given  the  current  economic  out- 
look, profit  forecasts  for  many  forest 
products  companies  aren't  great.  And 
Merrill  Lynch  analyst  Evadna  Lynn 
points  out  that  timberland  values,  on 
which  much  of  the  optimistic  asset 
value  projections  is  based,  may  be  due 
for  a  fall.  Lumber  product  prices,  she 
explains,  would  have  to  rise  by  70% 
for  a  buyer  to  make  money  at  today's 
cost  structure. 

Still,  if  takeover  artists  are  prowling 
the  torest,  there  may  be  occasion  for 
shareholders  to  benefit — despite  a 
softening  in  asset  values.  ■ 


Assets  hidden  in  the  woods? 


Company 


Rev-  52-week   Per  share  

enues     Recent  price         12-month    timber  book 

(mil)       price  range  earnings  value  (est)*  value 


Chesapeake  Corp  Va.  $   257.8  26  397/8-24'/4  $4.00  $33  $22.64 

Diamond  Intl  1,282.6  29%  39%-26>/4  2.50  43  35.89 

Federal  Paper  Board  471.6  27%  39V*J2VA  3.95  15  26.29 

Hammermill  Paper  1,182.8  27%  35%-23%  5.38  23  39.35 


Masonite  537.6  35'/*  40   -26%  2.01  56  19.68 

Pope  &  Talbot  213.2  167s  28%-16'A  1.68  52  17.31 

Potlatch  819.6  32  49'/4-28'/4  2.92  68  33.61 

Southwest  Forest  Inds  737.9  17%  287/s-14%  2.49  23  27.52 


'Source:  William  M  Wigder,  limited  partner,  first  Manhattan  Co 
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What  is  NCR  up  to  now? 


e're  moving  up  from 
le  speed  of  sound 
>  the  speed  of  light. 

ie  familiar  bank  check  is  a  world 
veler.  It  approaches  the  speed  of 
und  as  it  moves  by  air  between 
ies  on  its  way  back  home.  Re- 
arkably  fast  for  the  Sixties. 

0  slow  for  the  Eighties. 

1  NCR  now  can  set  the  cum- 
rsome  check  aside.  Our 
stems  capture  the  money  trans 
■  information  electronically.  This 
ormation  then  is  transmitted 
ough  the  public  telephone  network 
/ex  wire  and  microwave,  even  via 
tellite,  it's  distributed  through  the 
itomated  Clearing  Houses  at 

i  speed  of  light.  We're  solving 
)blems  through  the  magic 
technology. 

?'re  helping  financial  institutions 
jet  other  challenges,  too.  As  the 
blic  is  finding  the  trip  to  the  bank 
Dre  expensive,  we  are  enabling 
3  banks  to  go  to  the  public, 
ey  are  now  offering  electronic 
rvices  in  the  airports  and 
opping  malls.  In  office  build- 
js  and  factories.  On  college 
mpuses  and  in  supermar- 
ts  Even  at  the  checkout 
ies.  All  the  while,  NCR  is 
lying  a  step  ahead,  its  eye 
the  day  when  all  the 
ancial  institutions  will 
joined  together  in  a 
stem  that  reaches 
nost  everywhere. 


But  that's  not  surprising.  We've 
been  leaders  in  banking 
legerdemain  ever  since  we 
made  the  handwritten 
entry  disappear. 

The  financial  industry  is  just 
one  of  the  fields  where 
NCR  research  is  planning  for 
the  future.  We  are  shaping  new 
concepts  for  the  retail,  commercial, 
manufacturing,  healthcare,  educa- 
tion, and  government  fields  as  well. 

And  we're  using  research  to 
provide  more  effective  service  to 
all  our  customers.  Our  1 6,000 
highly  trained  field  engineers 
are  almost  everywhere.  Armed 
with  the  latest  test  equipment 
to  keep  NCR  equipment 
up  and  running. 

NCR  systems  can  meet 
your  complete  data  pro- 
cessing requirements 
because  data  processing 
sour  only  business. 
And  we  are  looking  to 
its  future. 


□HE 

}        Complete  Computer  Systems 
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Faces 

Behind  The  Figures 


Kdited  b\  Barbara  Ettorre 

Swallowing  hard 

Two  months  ago  Boston  Edison's 
chairman  and  CEO,  Thomas  Galligan 
Jr.,  took  a  good  look  at  the  numbers, 
swallowed  hard  and  scrapped  Pilgrim 
II,  the  nuclear  power  plant  the  com- 
pany had  planned  for  its  Plymouth, 
Mass.  site  where  it  now  operates  a 
nuclear  plant.  Galligan  is  boiling.  A 
S291  million  investment — in  engi- 
neering, equipment  and  interest 
costs — is  down  the  drain.  "It's  like 
building  your  own  house  and  having 
somebody  tell  you  when  you  get  it 
halfway  built  that  you  may  have  to  do 
something  different  that  involves  the 
whole  structure,"  he  fumes.  The  sky- 
rocketing costs  also  irk  Galligan, 
formerly  a  Coopers  &  Lybrand  CPA. 
Eight  years  ago  the  plant  was  sched- 
uled to  begin  operation  in  1979  at  a 
cost  or  S400  million.  Ultimately,  the 
cost  ballooned  to  S4  billion. 

The  NRC  hasn't  issued  any  new 
nuclear  construction  permits  since 
Three  Mile  Island  2Vi  years  ago. 
"Even  if  we  got  a  construction  permit, 
there  would  be  about  12  items  in 
there  that  would  be  subject  to  further 
review  by  the  NRC,  and  they 
wouldn't  be  resolved  for  two  to  four 
years,"  he  says.  Despite  the  Reagan 
Administration's  recent  moves  to  re- 


Boston  Edison  CEO  Tlximas  Galligan  Jr. 
The  S4  billion  boiling  point. 


DC  Comics  President  Jenette  Kahn  ( right ) 
Out  of  the  realm  of  fantasy  and  onto  a  real  foundation. 


suscitate  nuclear  power,  the  62-year- 
old  Bostonian  doesn't  foresee  reviving 
Pilgrim  II.  Boston  Edison  (revenues, 
S886  million)  will  have  to  buy  replace- 
ment power  from  Canada  to  maintain 
service  to  the  Greater  Boston  area. 

"I  know  they  [the  bureaucrats]  are 
sympathetic,  but  we  need  more  than 
sympathy,"  he  says.  "We  cannot  ex- 
pose our  customers  and  stockholders 
to  an  investment  of  S4  billion  on 
more  promises." — Janet  Bamiord 

Wonder  bred 

How  will  grant  recipients  from  the 
Wonder  Woman  Foundation  ever  ad- 
mit they  received  their  grant  money 
from  a  foundation  named  after  a  car- 
toon character-  Ten  thousand  dollars 
should  make  it  a  lot  easier.  The  foun- 
dation— brainchild  of  Jenette  Kahn, 
DC  Comics  president  and  publisher — 
has  been  set  up  through  its  parent, 
Warner  Communications,  Inc.,  to 
celebrate  the  superheroine's  40th 
birthday.  Eligible  women,  who  must 
be  at  least  40,  will  receive  from  SI, 000 
to  SI 0,000  grants  for  study,  business 
or  other  worthy  projects. 

Kahn  says  that  Warner  is  commit- 
ting at  least  S400,000  to  the  project 
over  the  next  two  years,  with  at  least 
SI 00,000  to  be  given  out  next  year. 
Moreover,  she  says  Warner  wants  to 
double  its  initial  investment  by  solic- 
iting money  from  other  corporations. 
(Warner  is  not  a  newcomer  in  sup- 
porting women's  causes — in  1972  it 
helped  launch  Ms.  magazine  with  a  SI 
million  investment.)  As  Kahn  ex- 
plains, Wonder  Woman  "has  been 
embraced  by  women  of  all  ages  as  a 


symbol  of  their  own  capacity,  inde- 
pendence and  self-reliance.  This  foun- 
dation will  perpetuate  those  ideas  and 
bring  her  out  of  the  realm  of  fantasy 
and  into  the  real  world."  A  world  of 
good  publicity,  Kahn  concedes. 

Since  her  debut  in  1941,  Wonder 
Woman  has  been  featured  in  60  mil- 
lion comic  books.  If  Kahn  has  her  way, 
WW  also  will  appear  in  a  full-length 
film — Gloria  Steinem  is  now  writing 
the  screenplay.  Film  royalties  can  be 
juicy.  Fees  to  DC  from  the  him  Super- 
man in  1978  contributed  a  big  chunk 
to  Warner's  publishing  group  income, 
which  almost  doubled  in  1979.  At  34, 
Kahn  is  the  youngest  president  at 
Warner,  joining  DC  in  1976,  after  her 
own  publishing  ventures  withKids,  Dy- 
namite and  Smash.  Her  favorite  super- 
hero" "Batman  truly  inspired  me,"  she 
says. — John  A.  Byrne 

Operation  sweet  talk 

When  President  Reagan  finally  an- 
nounced that  he  would  not  oppose 
Texas  International  Airlines'  pro- 
posed takeover  of  Continental  Air- 
lines, George  Warde,  Continental's 
president,  called  to  congratulate  TI 
Chairman  Frank  Lorenzo.  When 
Warde  spoke  to  Lorenzo  it  was  with 
the  hope  of  ending  the  openly 
hostile  relations  that  marked  the 
most  bitter  takeover  battle  in  airline 
history. 

"We've  got  to  learn  to  live  togeth- 
er," says  Warde.  He  knows  that  Lor- 
enzo's first  goal  is  to  add  6  or  7  TI 
members  to  gain  control  of  the  12- 
member  board.  It's  a  move  Continen- 
tal cannot  likely  stop — TI  has  50.3% 
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iologssts  say  more  than  50% 
all  the  oil  ever  discovered 
the  United  States  is  still 
ipped  underground  in  the 
•res  of  rocks.  Now  Texaco's 
ing  enhanced  recovery 
chniques  to  force  more  of 
at  oil  out  to  meet  your 
ture  energy  needs. 


The  usual  pumping  methods         that  oil.  In  the  years  ahead,  we'll  be 
just  can't  tap  all  of  the  oil  here  in  the     trying  even  more  advanced  tech- 
U.S.  That's  because  so  much  is  niques  to  recover  more  of  the 

locked  away  in  the  ground  like  water    energy  you  need,  and  to  recover 
in  a  sponge,  except  the  "sponge"  more  of  it  here  at  home, 

is  often  solid  rock.  With  enhanced 
recovery  techniques  like  steam- 
flooding  and  carbon  dioxide  flooding, 
Texaco's  now  recovering  some  of 

You  can  trust  the  Star 
at  home  and  in  your  car. 


TEXACO 


ANNOUNCING 
EXECUTIVE  STYLE. 


A  FORBES  SPECIAL 
SUPPLEMENT 
FOR  TOP-LINE 
MENSWEAR 
ADVERTISERS. 

IF  YOU'RE 
IN  FASHION,  IT'S 
GOOD  BUSINESS 
TO  BE  THERE. 


Executive  Style  is  the  title  of 
Forbes'  first  menswear  supplemer 
It  will  provide  the  affluent, 
mature  businessman  with  informa 
on  the  types  of  clothes  he'll 
want  next  Spring.  Editorial  will 
cover  styles  and  trends  for  the  off  i» 
leisure  activities,  entertaining, 
travel,  sports  and  formal  events. 

Executive  Style  is  a  "one-of-its-kir 
fashion  supplement  for  those  who 
own  and  run  American  business. 
Forbes'  700,000  executive  subscri 
have  an  average  household  incorr 
of  $93,000.  In  fact,  one  out  of 
seven  is  a  millionaire. 
Reach  America's  most  important 
executive  audience.  Tie-in  to  For 
special  advertising  opportunity 
for  menswear  advertisers. 
Issue  date  for  Executive  Style 
is  April  1 2,  1 982.  Closing  date 
is  February  1 5.  For  more  informati 
caH  Arnold  Prives,  Director  of 
Advertising  Supplements,  at 
(212)  620-2224. 

Forbes 

Capitalistlboi 


Continental  Chairman  George  Warde 


He  could  get  along  with  the  devil. 


of  the  common  shares,  and  Warde 
says  he  doesn't  doubt  that  TI  will  get 
the  necessary  66.6%  vote  of  Conti- 
nental shareholders  to  do  so.  He 
wants  Lorenzo  to  hold  off  until  Conti- 
nental's annual  meeting  next  May. 
Warde  mounts  a  persuasive  argument: 
the  survival  of  Continental.  He  wants 
six  months  to  prove  to  Lorenzo  that 
an  independently  operated  Continen- 
tal holds  the  greatest  promise  of  prof- 
itability. "A  turnaround  is  in  the  mak- 
ing, but  we  must  have  time,"  he  says. 

Warde's  task  is  formidable.  Conti- 
nental lost  $34.7  million  in  the  first 
half  of  1981,  up  70%  over  all  of  1980. 
Long-term  debt  has  risen  some  20%, 
to  $465  million.  Warde  has  thus  far 
reduced  the  airline's  monthly  ex- 
penses by  more  than  $5  million.  He 
has  secured  much  of  the  debt  by 
mortgaging  61  aircraft  and  has  won 
roughly  $20  million  in  employee  sala- 
ry concessions. 

Warde  says  he  knows  Lorenzo  is 
eager  to  take  control- — including  the 
real  possibility  of  top  management 
changes.  (Lorenzo  rearranged  the 
board  when  he  took  over  Texas  Inter- 
national in  1972.)  However,  Warde 
cites  his  "ironclad"  contract,  saying 
that  Lorenzo  would  have  to  make  his 
peace  with  Warde  financially  in  the 
event  of  changes.  Warde,  59,  says  he 
is  in  it  for  the  long  haul:  "I  can  get 
along  with  the  devil  himself  if  I  have 
to." — Michael  Kolbenschlag 


Single,  and  liking  it 

Wall  Street's  current  wave  of  take- 
overs is  said  to  be  threatening  the 
existence  of  privately  owned  broker- 


Drexel  Burnham  Lambert's  Robert  Linton 
A  declaration  of  independence. 


ages  (see  p.  39)-  But  Robert  Linton, 
president  and  CEO  of  Drexel  Burn- 
ham  Lambert,  says  his  independent 
firm  is  being  strengthened  by  the 
trend:  "Every  time  there  is  a  merger, 
we  pick  up  quality  people  who  prefer 
to  remain  entrepreneurs." 

Getting  quality  people  has  become 
essential  for  DBL,  which  Linton  has 
pushed  into  commodities,  tax  shel- 
ters, corporate  finance,  insurance  and 
high-yield  "junk"  bonds.  But  can  the 
independents  afford  the  top  talent; 
(An  average  bond  or  commodity  trad- 
er pulls  down  about  $70,000  a  year,  a 
very  good  one  gets  twice  that  and  a 
superstar  can  earn  $250,000-plus/  in- 
cluding bonuses.)  Linton,  56,  says  yes. 
He  points  to  the  50%  gain  in  revenues 
and  a  similar  gain  in  profits  that  DBL 
posted  last  year.  In  1980  capital  also 
jumped  from  $104  million  to  $134 
million.  He  also  notes  two  other  lures: 
freedom  from  public  disclosure  re- 
quirements and  the  opportunity  to  ob- 
tain equity  early  on. 

What  if  a  big  company  comes  call- 
ing on  Drexel  Burnham  Lambert,  a 
possible  takeover  target?  Answers 
Linton:  "Who  knows?  But  we  aren't 
seeking  it.  We  like  things  just  as  they 
are." — Thomas  O'Donnell 


Chips  on  the  table 

When  is  a  Chipwich  not  a  Chipwich? 
When  it  appears  as  a  Good  Humor  ice 
cream  sandwich.  That  was  what 
Richard  LaMotta,  owner  of  Chip- 
wich, Inc.,  claimed  when  he  sought — 
and  won — a  federal  restraining  order 
barring  Good  Humor  from  selling 
products  with  trademarks  resembling 
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Chipwich's.  Good  Humor,  however, 
is  appealing  the  judgment  and  con- 
testing a  $13  million  damage  suit  filed 
by  Chipwich.  "We  have  and  we  deny 
all  the  relevant  allegations  of  the 
whole  thing,"  said  John  Young,  assis- 
tant general  counsel  at  Good  Humor. 

Why  all  the  hoopla  about  a  $1 
chocolate  chip  cookie-ice  cream  sand- 
wich? Since  Chipwiches  hit  the 
streets  of  metropolitan  New  York  in 
May,  an  average  of  30,000  a  day  have 
been  sold — roughly  4  million  sand- 
wiches. Now,  eyeing  a  slice  of  the  $3 
billion  wholesale  ice  cream  market, 
LaMotta  has  joined  with  Perrier  mar- 
keting strategist  Bruce  Nevins  to  take 
Chipwich  to  supermarkets  nation- 
wide this  month.  Private  investors 
supplied  the  $3  million  capital. 

LaMotta,  39,  developed  the  Chip- 
wich in  the  basement  of  his  father's 
Brooklyn  home.  He  claims  that  Quaker 
Oats  tried  to  buy  his  idea.  Instead,  he 
raised  approximately  $500,000  from 
friends,  leased  plants  in  the  Bronx  and 
Queens,  and  formed  Chipwich,  Inc.  in 
January.  He  then  devised  elaborate  12- 
hour  sales  training  sessions  for  the 
street  vendors  (now  100  of  them),  who 
sold  18,000  sandwiches  a  day  in  the 
first  week,  the  total  factory  output. 
Now,  a  new  factory  in  Lodi,  N.J. 


Chipwich,  Inc.'s  Richard  LaMotta 


A  sandwich  like  cookies  and  milk. 
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is  equipped  with  specially  designed 
machinery  that  produces  200,000 
Chipwiches  a  day. 

Why  the  ice  cream  idea  in  the  first 
place?  LaMotta,  a  lawyer  and  an  engi- 
neer, says  he  wanted  to  create  his 
childhood  dream — an  ice  cream  sand- 
wich tasting  like  chocolate  chip  cook- 
ies and  milk. — Anne  Field 

Food,  etc. 

When  you  know  all  you  can  about 
running  tried  chicken  and  steak 
places,  turn  to  computers.  That's  res- 
taurateur Jim  Collins'  strategy — al- 
though he  admits  that  his  knowledge 
of  the  subject  is  about  as  abundant  as 
feathers  on  a  steer.  Collins,  CEO  of 
Collins  Foods  International  (the  na- 
tion's biggest  Kentucky  Fried  Chick- 
en franchisee  as  well  as  owner  of  the 
Sizzler  Family  Steak  House  chain), 
has  joined  with  Delphi  Systems,  a  pri- 
vately held  computer  company,  to  sell 
a  software-hardware  program  to  oil 
refiners  and  marketers.  Why  make 
the  move  into  an  unknown  business? 
Territories  for  expansion  are  scarce, 
says  Collins,  54. 

That  doesn't  stop  him  from  a  sec- 
ond strategy  that  will  involve  some  of 
the  231  KFC  and  452  Sizzler  restau- 


HazelHne  President  sal  Nuzzo 

At  SI  50  million,  the  biggest  little  subcontractor  in  AWACS. 


Collins  Foods'  Jim  Collins 
Chicken,  steak,  computers,  land. 


rants:  real  estate.  He  wants  to  turn 
the  land  occupied  by  some  of  them 
into  office  complexes  "or  such."  "We 
have  several  operations  on  land  we 
own  in  Florida  and  California,"  says 
Collins,  a  former  civil  engineer.  He 
thinks  these  would  look  more  excit- 
ing next  to  offices.  Even  the  com- 
pany's Los  Angeles  headquarters 
might  eventually  share  its  nine-acre 
parcel  with  an  office  park.  He  doesn't 
want  to  tamper  with  his  restaurants, 
though — annual  per-unit  sales  of 
$385,000  for  Collins'  U.S.  KFC  stores 
and  $708,000  for  its  Sizzlers  were  both 
big  improvements  over  fiscal  1980  for 
the  $265  million  (sales)  chain. 

Collins  is  undaunted  about  his  com- 
puter venture,  even  though  Delphi  is 
only  five  years  old,  has  only  $5  million 
in  sales  and  is  owned  by  friends. 
"When  you  get  into  something  you 
don't  know  anything  about,  you  bet- 
ter have  a  partner  that  does.  And  ours 
does,"  he  says. — Kevin  McManus 

More  than  passing 
interest 

Sal  Nuzzo  looks  upon  the  congression- 
al battle  over  the  AWACS  for  Saudi 
Arabia  with  more  interest  than  most. 
He  is  president  of  little  ($136  million 
in  sales)  Hazeltine  Corp.,  which 
stands  to  make  $150  million  on  the 
overall  U.S.  AWACS  program. 

Hazeltine  makes  command  and 
control  display  consoles  for  AWACS, 
and,  despite  its  small  size,  is  the  third- 
largest  subcontractor  on  the  project 
(after  Westinghouse  and  IBM). 

"This  provides  the  man-machine 


interface.  Data  are  displayed  in  video 
form  so  the  commander  can  make 
decisions,"  says  Nuzzo,  standing  sur- 
rounded by  AWACS  consoles  in  a  re- 
stricted area  at  the  company's  Com- 
mack,  N.Y.  headquarters.  One  screen 
shows  the  intelligence  gathered  by 
the  aircraft's  "lookdown"  radar  and 
its  capacity  to  identify  friend  or  foe. 
With  this,  the  air  commander  can  di- 
rect his  fighters'  tactics.  As  Nuzzo 
talks,  a  technician  punches  a  button 
and  a  demonstration  display  of  the 
northeast  U.S.  suddenly  is  magnified 
to  show  just  the  eastern  tip  of  Long 
Island.  Aircraft  appear  as  small  sym- 
bols on  the  screen.  A  simulated  "mis- 
sile" appears  from  screen  left  on  a 
collision  course  with  an  "enemy 
plane."  At  impact  the  enemy  dot  dis- 
appears— just  like  Space  Invaders. 

Military  applications  aside,  Nuzzo 
claims  there  is  a  positive,  civilian 
application  for  the  consoles:  "In  a 
Third  World  country,  you  could  park 
an  AWACS  at  the  end  of  a  runway 
and  have  an  instant  control 
tower." — Jon  Schriber 

Teach  'em  young 

Ever  since  1973,  the  study  of  econom- 
ics has  boomed  in  U.S.  schools.  Now 
the  dismal  science  has  reached  pre- 
schoolers. Romper  Room,  the  longest- 
running  children's  television  pro- 
gram, is  bringing  economics  to  the  3- 
to-6-year-old  set  via  100  five-minute 
segments  that  will  air  until  1985. 

"The  idea  is  to  tune  kids  into  eco- 
nomics before  they  get  any  preiudicial 
thinking  about  the  field  being  boring 
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Knowing  what  it's  worth 
can  be  worth  a  lot. 


ATe  weren't  around  to  help  introduce 
the  lightbulb.  But  we  did  help  with 
the  string-type  lawn  trimmer  and 


other  bright  ideas.  The  world's 
largest  appraisal  firm  can  help  you, 
too,  with  patents  and  much  more. 


WE  KNOW  VALUES. 
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or  bad,"  explains  the  program's  cre- 
ator, Saul  Barr,  director  of  Maryland's 
Council  on  Economic  Education.  With 
backing  from  five  colleges  and  free 
plane  tickets  from  United  Airlines, 
Romper  Room  film  crews  collected 
footage  of  a  Boise  Cascade  logging  op- 
eration, the  painting  of  agricultural 
machinery  at  a  Sperry-New  Holland 
plant  and  baggage  handlers  at  Chica- 
go's O'Hare  airport.  "We  are  trying  to 
get  rid  of  the  stereotype  of  everybody 
growing  up  to  be  a  postman,  a  fireman 
or  a  cowboy,"  says  Barr. 

The  film  segments,  blended  with 
teaching  by  14  local  Miss  Romper 
Rooms  across  the  country,  deal  with 
factors  of  production,  capital  resourc- 
es and  the  division  of  labor.  For  exam- 
ple, Romper  Room  viewers  learn  about 
management  by  watching  how  the 
harbor  master  for  Baltimore  coordi- 
nates the  arrival  and  docking  of  a  ba- 
nana boat.  Barr's  lessons,  however, 
don't  get  into  such  complicated  issues 
as  the  recycling  of  petrodollars. 
"That's  not  for  kids,"  he  laughs. 

Does  Romper  Room  economics, 
broadcast  to  2.5  million  children  in  37 
markets,  really  teach  the  subject? 
Most  of  the  time.  When  "Miss  Mary- 
ann"  explained  in  a  segment  this  year 


Union  Carbide's  William  Sneath 
No  more  fancy  power. 


on  New  York's  WOR-TV,  "An  apple  is 
an  example  of  a  good.  .  .  .  Once  you 
buy  it,  it  belongs  to  you,  and  you  can 
do  whatever  you  want  with  it,"  one  of 
the  tots  in  her  studio  audience  piped 
up  with  this  one  qualification:  "If  you 
ask  your  mom." — Jeff  Blyskal 

No  regrets 

The  image  of  the  all-powerful  chief 
executive  is  a  myth,  says  William 
Sneath,  who  retires  in  January  as  CEO 
at  Union  Carbide,  the  $10  billion 


Economist  Saul  Ban-  with  "Miss  Sally"  in  Baltimore 
Not  everyone  grows  up  to  be  a  cowboy. 


(sales)  chemical  giant.  "Yes,  there  is 
recognition,"  he  concedes,  "and  you 
can  usually  open  most  doors  and  see 
most  people.  To  some  people,  that 
recognition  and  entry  may  be  more 
important  than  other  things." 

But  not  to  Sneath.  Two  years  ago  he 
told  his  board  he  would  retire  on  Jan. 
1,  1983,  and,  he  says,  he  never  looked 
back — even  though  he  is  only  55.  "If  I 
have  all  that  fancy  power — if — I'm  go- 
ing to  have  to  give  it  up  anyway,"  he 
says.  "Many  of  the  trappings  go  with 
the  position,  not  the  person."  His  re- 
tirement trappings  aren't  bad:  a  fancy 
$200,000  a  year. 

Both  Sneath  and  Carbide  President 
Warren  Anderson,  his  successor,  have 
spent  virtually  all  their  working  lives 
at  Carbide,  Sneath  rising  through  the 
financial  ranks  after  earning  a  Har- 
vard M.B.A. 

"Five  years  as  chairman  is  enough," 
he  says,  sitting  in  his  enormous  50th- 
floor  Park  Avenue  office.  (Next  spring, 
Carbide  will  move  to  new,  Danbury, 
Conn,  headquarters,  having  sold  its 
present  building  to  Manufacturers 
Hanover.)  Then  he  recalls  what  he 
said  shortly  after  he  became  president 
in  1971.  "Someone  asked  me,  'What 
is  your  biggest  personal  problem?'  I 
said,  'There's  no  way  I  can  spend  20 
years  in  the  job  I  just  got.'  " — B.E. 

Cold  comfort 

How  much  did  Berkey  Photo's  eight- 
year  antitrust  suit  against  Eastman 
Kodak  cost  in  legal  fees?  More  than  $4 
million  (60,000  hours  of  legal  and  par- 
alegal time  from  filing  through  appeal 
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Berkey's  chief  trial  counsel.  Alvin  Stein 
It's  not  the  cash,  it's  the  principle 


at  a  conservative  $75  to  $80  an  hour, 
according  to  outside  estimates).  How 
much  did  Berkey  get  from  Kodak?  In 
cash,  $4.8  million,  plus  $2  million  in 
credit  toward  Kodak  products.  The  fi- 
nal settlement,  of  course,  was  a  big 
comedown  from  the  $112.8  million 
awarded  Berkey  by  a  jury  in  1978 
(which  was  reduced  to  $87.1  million 
by  the  trial  judge).  An  appellate  court 
later  overturned  all  but  $990,000  of 
the  award  and  ordered  a  new  trial, 
allowing  to  stand  findings  that  Kodak 
had  a  monopoly  in  the  areas  of  film 
and  processing  paper. 

Does  a  $6.8  million  settlement  that 
costs  $4  million  make  a  lot  of  sense? 
Well,  $2.8  million  is  $2.8  million;  and 
besides,  says  Berkey's  chief  trial  coun- 
sel, it's  not  the  cash,  it's  the  principle 
of  the  thing.  He  cites  appellate  court 
opinion  calling  the  case  "one  of  the 
most  significant  private  antitrust 
suits  in  history." 

"IBM  is  taken  to  court  by  many, 
but  to  this  day  no  one  has  ever 
succeeded  in  proving  any  monopolis- 
tic activity,"  says  Alvin  $tein,  57, 
senior  partner  at  Parker  Chapm  Flat- 
tau  &  Klimpl,  a  New  York-based  law 
firm.  "There  really  is  no  opinion  that 
can  be  written  in  the  antitrust  area 
[from  now  on)  that  cannot  cite  the 
Berkey-Kodak  case." 

Stein,  who  attended  Brooklyn  Col- 
lege and  Harvard  Law,  labels  the  case 
"the  most  difficult  of  my  career."  He 
was  Berkey's  sole  litigator  against  as 
many  as  four  diff  erent  opponents.  "Ko- 
dak is  a  company  that  is  very  dear  to  the 
minds  and  hearts  of  the  American 
people, "  he  says.  "If  we  sought  to  attack 


its  credibility,  we  had  to  do  it  effective- 
ly. The  truth  of  the  matter  is" — Stein 
peers  over  his  half-glasses,  his  blue  eyes 
blazing — "I  like  trying  a  case  more  than 
anything. "  Except,  perhaps,  getting 
paid  $4  million  for  it. — B.E. 

Musk  oil  for 
teenyboppers? 

What  does  musk  oil  have  to  do  with 
the  Rolling  Stones?  In  a  word,  market- 
ing. Jovan,  Inc.  thinks  its  sponsorship 
of  the  Stones'  14-city  U.S.  tour  ending 
in  December  is  worth  about  $3  mil- 


lion. For  that  fee,  Jovan  gets  to  put  its 
name  on  the  concert  tickets  and  use 
the  rock  group's  lips-and-tongue  logo 
on  posters  that  will  sell  for  $1  with 
any  Jovan  purchase. 

Richard  Meyer,  Jovan's  president, 
concedes  that  the  company  is  not 
likely  to  get  its  $3  million  back  in 
posters.  Rather,  he  says,  the  promo- 
tion is  just  the  sort  of  generational 
bridge  he  wants  to  build  for  musk  oil, 
which  Jovan  (now  owned  by  Britain's 
Beecham  Group)  pioneered  nine 
years  ago  and  which  still  accounts  for 
almost  half  its  $100  million-plus  in 
retail  sales.  "Musk  was  supposed  to 
be  the  Hula-Hoop  of  the  fragrance 
business,"  says  Meyer,  42.  "We  think 
that  some  of  the  people  who  are  just 
now  discovering  the  Rolling  Stones 
are  the  same  people  who  are  just 
discovering  musk  oil.  I  was  growing 
up  when  these  guys  were  starting 
out.  Now  my  daughters  (aged  14  and 
17)  are  big  fans,  too." 

The  Rolling  Stones,  arguably  the 
most  popular  rock  band  in  the  world, 
came  to  Jovan  only  after  Schlitz  had 
turned  them  down,  but  Meyer  doesn't 
mind  playing  second  fiddle:  He  ex- 
pects to  reach  55  million  people  be- 
tween the  ages  of  16  and  45  via  the 
promotion. — Jane  Carmichael 


Jovan's  Richard  Meyer 

A  Rolling  Stone  might  gather  a  lot  of  musk. 
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BARCLAYS  BANK  HELPS 
DE  HAVILLAND  OF  CANADA 
DELIVER  IN  THE  MIDDLE  EAST 


De  Havilland  of  Canada 
inufacture  the 'Transporter,' an 
craft  that's  at  home  in  places 
lere  conventional  ones  aren't, 
n  incredibly  short  runways,  in 
:nishingly  high  temperatures, 
energy -sapping  altitudes, 
en  in  deserts. 

And  Barclays  Bank  of  Canada 
ovide  essential  finance  to  get 
e  Transporter  off  the  ground. 

Barclays  give  dc  Havilland  a 
ntinuous  line  of  credit  to  buy 


engines  for  the  aircraft.  Engines 
capable  of  airlifting  a  one-ton 
truck  1200  miles  and  delivering 
it  to  a  tiny  sandstrip. 

Small  wonder  de  Havilland 
have  an  important  and  growing 
market  in  the  Middle  East. 
Small  wonder,  too,  that  they 
chose  Barclays. 

We  have  our  own  branches  in 
the  Middle  East  so  we  can  provide 
up-to-the-minute  information 
on  local  markets.  We  transmit 


ASK  BARCLAYS  FIRST 


earnings  back  fast  through  our 
network  so  we  can  improve  the 
exporter's  cash  flow. 

De  Havilland  and  their 
Transporter  are  just  one  of  an 
impressive  list  of  customers  and 
projects  that  we  help  through  our 
branches  in  more  than  75  countries 
spanning  six  continents. 

We  help  most  of  the  world's 
successful  international  companies. 
Somewhere  there  is  a  market 
where  we  can  help  you. 


BARCLAYS 

International 


irclays  Bank  has  over  120  branches  in  North  America.  Corporate  enquiries  will  be  welcomed  by: 

Ice  President,  Corporate  Business  Development.  Barclays  Bank  International,  200  Park  Avenue,  New  York,  N.Y.  10166.  Telephone  (212)  687  8030. 
ce  President,  International  Banking,  Barclays  Bank  of  California,  2971  Wilshire  Boulevard,  Los  Angeles,  California  90010.  Telephone  (213)  385  1501. 
ce  President,  International  Banking,  Barclays  Bank  of  California,  111  Pine  Street,  San  Francisco,  California  94111.  Telephone  (415)  981  8090. 
relays  Bank  of  Canada, Suite  3505,  Commerce  Court  West,  Toronto,  Ontario  M5L  1G2.  Telephone  (416)  862  0594. 

>r  asset  based  financial  services,  including  commercial  finance,  factoring  and  leasing,  contact: 

ret  lor  of  Marketing.  BarclaysAmericanCorporation,  201  S.  Tryon  Street,  Charlotte,  N.C.  28231.  Telephone  (704)  372  8700. 
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Helmets  to  Hackensack. . . 
Drills  to  Decatur... 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 


Mil 

IV 1 

KMI 

IfJV 

rini 

lift 

Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


The  Forbes/ Wilshire  5000  Review 


2000 


Market  value  of  Wilshire  5000 
—  $1,252.2  billion  as  of  10/16/81 


Wilshire  5000  equity  index 
Hie  total  price  of  all  stocks  for 
which  daily  quotations  are 
available,  weighted  by  market  value. 


Jl-  Percent  change  in  last  two  weeks  - 


500      |"  l|lll|M.|IM 

|  1  1  1 1  M  1 |  1  11 1 1  1  TJ  | 

1      1  1 

1      1     1      1      1      1  1 

1      1      1     1      1     1      1     1     1      1      1  1 

71     72      73      74  75 

76      77      78  79 

1980 

'  1981 

Closing  the  ranks.  Once  again,  investors  are  flirting  with 
pver-the-counter  stocks — after  the  late-September  mini- 
rally  of  big  industrial  stocks  turned  sour.  During  the  last 
;two  weeks  the  NASDAQ  index  advanced  3.2%  while  the 
,'Dow  industrials  lost  1.1%.  The  attraction  of  glamour 
^stocks  is  still  powerful,  too.  Look  at  the  investor  yard- 
sticks: high  volatility,  high  P/E,  high  growth  and  low-yield 
issues  in  much  greater  demand  than  their  conservative 
icounterparts. 

The  strength  of  NASDAQ  companies  helped  the  broadly 
based  Wilshire  index  manage  a  slim  0.6%  gain  over  the  last 
two  weeks.  And  all  indicators  are  in  the  black  on  a  four- 
week  basis.  The  NASDAQ  shows  a  3.2%  advance,  whereas 


the  Dow  has  only  a  1.9%  gain.  The  Wilshire  indicates  that 
the  entire  market  is  up  almost  3%  for  the  period. 

After  the  last  few  months,  of  course,  any  gain  is  wel- 
come. But  uncertainty  remains  about  whether  investors 
are  ready  to  parlay  a  few  harmless  flirtations  into  a  torrid 
romance.  Further  evidence  of  economic  softness:  weak 
third-quarter  earnings  and  emerging  doubts  over  Reagan- 
omics.  Still,  the  gloomiest  part  of  the  current  business  cycle 
could  be  right  now,  and  a  positive  market  move  may  be  a 
harbinger  of  better  economic  news  to  come.  The  worst  of 
the  slump  is  probably  over.  Today's  modest  gains,  howev- 
er, are  likely  to  be  tested  and  retested  as  the  averages  work 
their  way  back  to  higher  levels. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.8 

1.9 

2.8 

2.3 

3.2 

in  last  52  weeks 

-9.2 

-10.9 

-8.9 

-14.1 

-3.5 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  ' 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

5.8 

1.4 

6.0 

2.9 

1.5 

3.4 

5.1 

2.0 

3.5 

3.2 

in  last  52  weeks 

-2.6 

6.7 

-8.4 

1.5 

1.6 

2.4 

-1.9 

3.3 

-7.4 

6.5 

*  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
t  A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  /or  periods  ending  10/16/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Finance  sets  the  pace.  Thanks  to  Sears'  tender  offers  for 
Coldwell,  Banker  &  Co.  and  Dean  Witter  Reynolds,  the 
market  became  hullish  on  brokerage  houses  and  financial 
service  companies.  But  dreams  for  a  recovery  in  the  auto 
industry  in  1 982  are  being  dashed  by  a  major  relapse  in  sales. 
And  automakers  have  had  to  resort  to  rebates  and  discounts 
even  before  many  of  the  '82  models  have  been  test-driven. 
This  helped  bring  down  consumer  durables  by  2.8% . 


If  Americans  can't  afford  new  cars,  maybe  they'll  treat 
themselves  to  small-ticket  items.  Consumer  nondurables 
and  services  advanced  3%,  racking  up  a  6%  gain  on  a  four 
week  basis.  Utilities  continue  to  attract  investor  atten 
tion  with  their  high  yields.  Their  shares  offer  the  potential 
of  capital  appreciation  in  the  event  of  a  market  rally  and 
fall  in  interest  rates  and,  in  many  cases,  new  tax  incen- 
tives related  to  dividend  reinvestment  plans. 


Percent  change  in  last  52  weeks 


Percent  change  in  last  two  weeks 


Capital  goods 


+  75% 


+  50 


+25 


 I  I  I  i  I  i  i  i  i  i  i  i  i  i  i  i  i  i 


'80 


'81 


Consumer  durables 


+  75% 


+50 


+25 


I  I  I  I  I  I  1  I  I  I  I  II  I  I  I  I  I  I  I  I  I  I  I  I  I 


'80 


'81 


Consumer  nondurables  and  services 


+  50 


+25 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  II  I  I  I  I  I  I  I, 


'80 


'81 


Energy 


+  75% 


+50 


+25 


Finance 


+75% 


+50 


+25 


I  I  I  I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 
'80      '  '81 


Raw  materials 


+75% 


+50 


+25 


 I  I  I  i  i  i  i  I  I  I  I  i  i  i  I  I  I  I  I  I  I  I 


'80 


-81 


Technology 


+75% 


+  50 


+  25 


Transportation 


+75% 


+50 


+25 


i  i  i  i  i  i  i  I  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  ;  i 

'80        1  "SI 


Utilities 


+75% 


+50 


  II  I  I  I  I  I  I  I  I  I  I  I  I  II  I  I  I  I  I  1- 


•80 


'81 


Note:  All  data  for  periods  ending  10/16/81    Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif 
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Gould  focuses  on 
growth  in  electronics  and 
electrical  products. 


Sales 


Pretax  earnings 


Before  Divestiture 

For  the  six  months  ended  June  30, 1981 . 


Sales 


Pretax  earnings 


After  Divestiture 

Restated  for  the  six  months  ended  June  30, 1981 . 


Gould  sells  industrial  group. 

With  the  sale  of  this  group,  Gould  accelerates  a 
major  program  to  redeploy  assets  and  to  focus 
its  talents  on  those  areas  where  growth  can  Pe 
maximized. 

Over  the  last  five  years,  a  growing  part  of 
our  sales  and  an  even  larger  part  of  our  net  earnings 
have  come  from  our  electronics  businesses. 

Electronics  will  continue  to  be  the  major 
area  of  emphasis.  And  that's  why  Gould  recently 
acquired  several  electronics  companies,  such  as 
Systems  Engineering  Labs,  Gettys,  Deltec,  SRL 
Medical  and  De  Anza  Systems. 

All  of  which  fit  into  Gould's  strategy  of 
exploiting  the  opportunities  of  tomorrow. 
Gould  concentrates  on  six  markets. 
We're  emphasizing  markets  where  technology 


can  have  great  impact:  minicomputers,  factory 
automation,  test  and  measurement,  medical 
instrumentation,  defense  systems,  and  electronic 
components  and  materials. 
Gould's  building  block  strategy. 
To  best  serve  these  high-technology  electronics 
markets,  Gould  products  function  as  interrelated 
building  blocks.  Our  minicomputers,  programmable 
controllers,  servo  drives,  transducers,  power 
supplies  and  controls  can  all  work  together  in 
different  systems. 

By  making  products  that  are  compatible 
and  multi-functional,  we're  building  technological 
leadership  and  aiming  for  market  growth  that 
provides  above-average  returns.  To  find  out  more, 
write:  Gould  Inc.,  Department  H-4, 10  Gould 
Center,  Rolling  Meadows,  IL  60008. 


■>  GOULD 

Electronics  &  Electrical  Products 


StockTrends 


MONEY' &  INVESTMENTS 


The  country's  most  distinguished  invest- 
ment adviser  updates  his  highly  success 
ful  investment  portfolio. 

FERTILE  FIELDS 
IN  THE  EIGHTIES 


By  T.  Rowe  Price 


The  purpose  of  this  article  is  to  help 
the  amateur  or  nonprofessional  in- 
vestor improve  his  or  her  perfor- 
mance record  in  the  growth  of  in- 
come and  market  value  on  that  por- 
tion of  his  invested  capital  in 
stocks. 

I  have  been  managing  my  own 
investments  for  over  60  years  and 
have  developed  an  investment  phi- 
losophy that  is  relatively  simple  and 
does  not  require  special  knowledge 
or  a  large  research  staff.  I  never  took 
a  course  m  economics  or  invest- 
ments in  school  or  college.  I  gradu- 
ated in  chemistry. 

Fortunately,  I  learned  in  1931  that 
I  did  not  have  the  ability  to  guess 
the  ups  and  downs  of  the  stock  mar- 
ket averages  or  the  trends  in  indi- 
vidual stocks.  1  learned  that  most  of 
the  big  fortunes  of  the  country  were 
made  by  people  retaining  ownership 
of  successful  business  enterprises 
that  continued  to  grow  and  prosper 
over  a  long  period  of  years.  The 
owners  of  such  businesses  as  Du 
Pont,  Merck,  3M,  General  Electric, 
Weyerhaeuser  and  countless  others 
were  long-term  investors.  They  did 
not  sell  out  and  buy  back  their  own- 
erships of  the  businesses  every  time 
there  was  a  change  in  the  business 

T  Rowe  Price,  founder  of  the  mutual  fund 
and  investment  counseling  firm  hearing  bis 
name,  is  retired  and  living  in  Baltimore 


and  stock  market  cycles. 

It  was  obvious  that  to  be  a  suc- 
cessful investor  it  was  not  necessary 
to  know  what  the  stock  market  was 
going  to  do.  This  has  been  one  of 
my  beliefs  since  I  started  my  Model 
Growth  Stock  Portfolio  in  1934.  It 
has  proven  to  be  sound  and  profit- 
able during  the  past  47  years. 

A  $100  unit  of  capital  invested  in 
1934  increased  in  market  value  to 
$7,626.50  by  Apr.  30,  1981,  a  gain  of 
7,526.5%.  Income  from  cash  divi- 
dends on  a  $100  unit  was  $3.31  in 
1935.  Dividend  income  had  in- 
creased to  $309.72  by  Apr.  30,  1981, 
which  ended  the  history  of  this 
portfolio  because  it  was  my  wife's, 
and  she  died  in  May  1981. 

The  most  important  event  in  the 
U.S.  during  the  past  year  was  the 
election  of  President  Reagan,  who 
has  already  proven  to  be  a  strong 
national  leader  and  a  potential  inter- 
national leader  in  the  Western 
World.  He  has  convinced  me  be- 
yond any  doubt  that  he  has  the  abil- 


ity, but  whether  he  can  retain  lead- 
ership only  time  will  tell.  This  event 
has  given  me  confidence  and  hope, 
which  have  been  totally  lacking  for 
many  decades. 

Franklin  Roosevelt  was  a  leader 
who  helped  us  out  of  the  Great  De- 
pression of  the  1930s,  but  he  also  is 
responsible  in  a  large  part  for  teach- 
ing the  American  people  that  the 
government  owes  everybody  a  liv- 
ing. He  was  the  President  who  start- 
ed the  destruction  of  the  American 
enterprise  system  and  the  belief 
that  hard  work  is  the  key  to  success. 
He  introduced  socialism  to  this  na- 
tion, which  most  subsequent  presi- 
dents have  carried  on. 

Socialism,  as  defined  by  the  dic- 
tionary, is  "any  of  the  various  theo- 
ries or  social  and  political  move- 
ments advocating  or  aiming  at  col- 
lective or  government  ownership 
and  administration  of  the  means  of 
production  and  control  of  the  distri- 
bution of  goods."  It  is  a  form  of 
government  where  the  strong  sup- 
port the  weak.  It  leads  to  mediocrity 
and  lowers  productivity. 

Socialization  of  an  industry  can 
be  said  to  be  taking  place  when  the 
government  undertakes  to  1)  regu- 
late wages,  hours  and  working  con- 
ditions for  employees,  2)  prescribe 
prices  and  rates  and  3)  restrict  earn- 
ings to  a  specified  rate  on  the  in- 
vested capital.  As  a  result,  manage- 
ment is  required  to  do  more  for  em- 
ployees and  the  public  at  the 
expense  of  stockholders  who  are  the 
owners  of  the  business.  This  is  a 


Sixty  stocks  for  the  Eighties 


(Inception  9/4/81 — assumed  investment  of  $10,000  in  each  stock) 


-Market  9/4/81- 


-Market  10/15/81- 


Shares 

Company 

price 

value 

price 

value 

Building  &  construction 

206 

Alico 

48% 

$  10,000.00 

A7Vz 

$  9,785.00 

952 

Fleetwood 

10% 

10,000.00 

13 

12,376.00 

278 

Fluor  Corp 

35% 

10,000.00 

29 

8,062.00 

444 

Georgia-Pacific 

22Vz 

10,000.00 

197s 

8,824.50 

672 

Roger  Properties 

14% 

10,000.00 

137/8 

9,324.00 

482 

Lowe's  Cos 

20% 

10,000.00 

20% 

9,820.75 

357 

Morrison-Rnudsen 

28 

10,000.00 

28 

9,996.00 

370 

Newhall  Land 

27 

10,000.00 

30'/4 

1 1,192.50 

563 

Oakwood  Homes 

1 7% 

10,000.00 

21% 

11,893.38 

300 

Parsons  Corp 

33% 

10,000.00 

32% 

9,675.00 

491 

Payless  Cashways 

20% 

10,000.00 

18'/2 

9,083.50 

833 

Philips  Industries 

12 

10,000.00 

15$ 

12,599.13 

210 

Union  Camp 

47Vz 

10,000.00 

48  Vz 

10,185.00 

317 

Weyerhaeuser 

31% 

10,000.00 

26 

8,242.00 

625 

Zimmer  Homes 

lis 

10,000.00 

14% 

8,984.38 

$150,000.00 

$150,043.14 
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Stock  Trends 


MONEY  &  IN  VESTMENTS 


"I  have  been  managing  my  own 
investments  for  over  60  years 
and  have  developed  an  investment 
philosophy  which  does  not  require 
special  knowledge  or  a 
large  research  staff. " 


handicap  to  management  and  usual- 
ly lessens  flexibility  of  operations 
and  reduces  earnings  potential. 

Socialism  discourages  individual 
initiative  and  enterprise  and  lessens 
the  motivation  of  potential  entre- 
preneurs to  risk  their  money  and 
talent  to  organize  industry.  If  the 
promise  of  free  enterprise  and  its 
rewards  are  in  doubt,  quality  invest- 
ment opportunities  are  lessened.  In- 
vestors must  be  more  and  more 
alert  to  the  changes  influencing 
profit  opportunities  in  the  future. 

When  President  Roosevelt  took 
us  off  the  gold  standard,  that  was  a 
signal  to  me  that  we  were  headed 
for  more  and  more  inflation.  It  was 
then  that  I  started  the  Growth 
Stock  Portfolio,  believing  that  the 
ownership  of  growth  stocks  would 
help  offset  inflation. 

In  watching  the  course  of  busi- 
ness, I  have  decided  that: 

The  country  has  not  been  in  a 
depression  for  several  years.  Econo- 
mists cannot  agree,  but  business  ac- 
tivity, as  measured  by  the  index  of 
physical  production,  has  kept 
climbing. 

Real  depression  has  been  limited 
to  two  basic  industries:  automobiles 
and  home-building.  The  U.S.  lost 
some  of  its  share  of  the  world  auto- 
mobile market  because  of  bad  man- 
agement. The  drop  in  home-build- 
ing has  been  because  of  unwise  and 
unsound  money  management. 

The  Dow  [ones  industrial  average 
of  30  stocks  is  no  longer  an  accurate 
index  of  the  stock  market.  Standard 
&  Poor's  500  is  much  better. 

It  would  not  have  been  difficult 
for  the  investor  to  make  substantial 
profits  in  the  stock  market  during 
recent  years  if  it  were  not  for  the 
capital  gains  tax.  For  a  person  in  the 
top  bracket,  the  short-term  tax 
would  be  70%  of  the  profit  and  the 
long-term  tax  would  be  28%. 

The  U.S.  is  at  a  great  disadvan- 


tage compared  with  some  of  the 
other  Western  nations  because  the 
government  is  fighting  business  in- 
stead of  helping,  as  the  government 
of  Japan  does. 

The  Federal  Reserve  Board  has 
neither  the  ability  nor  the  wisdom 
to  control  inflation.  It  takes  Con- 
gress and  the  people  who  elect  its 
members,  some  of  whom  promise 
the  most  for  the  least. 

I  think  the  chairman  of  the  Feder- 
al Reserve  Board  has  carried  interest 
rates  too  high  and  too  long.  We  need 


restrictions  on  further  inflation,  but 
not  to  the  extent  that  we  are  driven 
into  a  serious  business  recession, 
which  would  only  increase  unem- 
ployment and  national  deficits. 

Thus  far  in  1981,  it  has  been 
impossible  for  me  to  have  any  posi- 
tive, strong  convictions  on  the 
near-term  outlook  because  of  so 
many  changing  developments  in 
international  affairs  and  the  out- 
look for  new  legislation. 

My  investment  policy  and  strate- 
gy this  year  has  been  one  of  hedges. 


Sixty  stocks  for  the  Eighties 

 Market  9/4/81   - 

Market  10/15/81 

Shares 

Company 

price  value 

price  value 

Cable  TV  and  the  media 

310 

Cox  Broadcasting 

32  Vs 

$10,000.00 

32% 

$10,191.25 

408 

Scientific- Atlanta 

24V4 

10,000.00 

307s 

12,597.00 

748 

Texscan 

13% 

10,000.00 

15% 

11,781.00 

202 

Times  Mirror 

49  Vi 

10,000.00 

48% 

9,771.75 

444 

Viacom  Int'l 

HV2 

10,000.00 

27'/8 

12,043.50 

$50,000.00 

$56,384.50 

Metals 

197 

ASA  Ltd 

50% 

$10,000.00 

527s 

$10,367.13 

526 

Callahan  Mng 

19 

10,000.00 

15 

7,890.00 

563 

Campbell  Red  Lake 

17% 

10,000.00 

17 

9,571.00 

410 

Dome  Mines 

24% 

10,000.00 

2078 

8,456.25 

360 

Driefontein  Consol 

27% 

10,000.00 

2578 

9,315.00 

320 

Kloof  Gold  Mng 

31% 

10,000.00 

32% 

10,320.00 

175 

Newmont  Mng 

57% 

10,000.00 

62Vs 

10,871.88 

640 

Stilfontein  Gold  Mng 

15% 

10,000.00 

167s 

10,800.00 

155 

Vaal  Reefs 

64  Vi 

10,000.00 

68  Vi 

10,617.50 

$90,000.00 

$88,208.76 

Drug  chains 

430 

Jack  Eckerd 

23% 

$10,000.00 

247s 

$10,696.25 

354 

Rite  Aid 

28% 

10,000.00 

31 

10,974.00 

$20,000.00 

$21,670.25 

Energy 

597 

Dome  Petroleum 

16% 

$10,000.00 

11% 

$  6,716.25 

311 

Exxon 

32  Vs 

10,000.00 

30% 

9,407.75 

212 

Magma  Power 

47 

10,000.00 

435/8 

9,248.50 

244 

Shell  Oil 

41 

10,000.00 

39 

9,516.00 

476 

Tosco 

21 

10,000.00 

23% 

11,305.00 

262 

Union  Oil  of  Calif 

38V8 

10,000.00 

3574 

9,366.50 

198 

Union  Pacific 

50*4 

10,000.00 

487s 

9,677.25 

$70,000.00 

$65,237.25 
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NW  LOOKS  AT  THE  LONG  HAUL  

Why  We're  Able  Tb  Approach  THe 
FIiture  At  Full  Throttle. 


About  ten  years  ago,  NW  man- 
agement took  time  out  to  train  a 
hard,  practical  look  at  the  years 
ahead. To  plan  for  the  long  haul. 

We  made  a  long-term  commit- 
ment to  our  employees,  our  cus- 
tomers and  our  stockholders.  We 
were  determined  to  stay  on  track 
in  pursuit  of  our  objectives,  and 
not  let  quarter-by-quarter  results 
influence  us. 

What  has  happened  since  we 
came  to  that  decision? 

In  a  period  when  traffic  was  on 
the  decline,  our  working  capital 
spiraled  upwards— by  300%. 

We've  chopped  our  long-term 
debt  in  half —by  49%,  to  be  exact. 
We've  generated  a  gratifying  cash 
flow  which  enabled  us  to  modern- 
ize our  plant  and  equipment. 


As  for  traffic,  coal  has  always 
been  our  bellwether.  Last  year  we 
handled  more  than  86  million 
tons— with  revenues  rising  22.5%. 
And  we've  surpassed  ourselves  in 
meeting  the  growing  overseas 
demands  for  coal. The  years  ahead 
will  find  us  superbly  equipped  to 
handle  domestic  and  foreign  coal 
requirements. 

As  a  company  we've  never 
been  stronger.  And  to  add  to  our 
strength,  our  plan  to  consolidate 
with  Southern  Railway  will  pro- 
duce a  rail  network  partnership  of 
18,000  miles,  a  boon  to  all  shippers 
who  demand  reliability  and 
responsibility  from  the  railroads 
they  put  their  trust  in. 

Norfolk  and  Western  employ- 
ees share  the  enthusiasm  of  man- 
agement for  the  future.  And  they 


have  shown  it  in  ways  that  would 
make  any  corporation  proud. 

At  NW,  employee  productivity 
has  risen  by  59%.  Kailyard  pro- 
ductivity more  than  matched  it 
with  a  rise  of  60%.  And  hopper- 
car  productivity  gained  28%.  Last 
year  we  brought  almost  15%  of  our 
revenues  down  to  the  bottom  line 
—the  best  record  of  any  major 
railroad. 

Increased  profits,  increased 
productivity,  improved  plant  and 
rolling  stock,  opportunities  for 
growth.  Small  wonder  we're  con- 
fidently highballing  into  the 
future. 

For  more  information,  contact 
Robert  B.  Claytor,  President  and  CEO, 
NW.  Roanoke, 
VA  24042 


Stock  Trends 


MONEY  &  INVESTMENTS 


". . .  the  building  industry  can 't  get 
much  worse  and  it  is  only  a  matter  of  time 
before  the  government  sees  that 
more  reasonable  interest  rates 
are  charged  in  the  construction  of 
badly  needed  houses. " 


I  think  bonds  are  a  buy.  I  think 
interest  rates  are  more  likely  to 
come  down  than  go  up,  certainly 
within  the  next  six  months.  The 
assassination  of  Anwar  Sadat  and 
subsequent  terror  and  turmoil  in  the 
Middle  East  have  increased  the  dan- 
ger of  war. 

The  recommended  list  is  based  on 
the  assumption  that  there  will  be  no 
war. -If  there  is,  the  whole  list  will 
have  to  be  revised. 

While  ability  to  guess  stock  mar- 
ket trends  is  not  essential  to  suc- 
cessful investing,  the  skill  to  identi- 
fy fertile  fields  is  most  important. 

At  this  time  I  recommend  a  portfolio 
for  the  1980s  consisting  of  a  large  and 
diversified  list  of  fertile  fields.  An  inves- 
tor owning  stocks  on  this  list  has  an 
investment  in  building  and  construc- 
tion (including  real  estate  and  manu- 
factured housing),  cable  TV  and  the 
media,  drug  chains,  energy,  metals, 
pharmaceutical  and  health,  scientific 
and  technological  businesses  and  mis- 
cellaneous others. 

The  fertile  field  I  am  featuring 
here  is  one  of  America's  greatest 
industries:  building  and  construc- 
tion. It  includes  enormous  compa- 
nies that  build  billion-dollar  fac- 
tories and  all  other  forms  of  con- 
struction, both  national  and 
international.  It  also  includes  small- 
er companies  such  as  manufactured 
housing,  which  I  think  has  dynamic 
growth  potential. 

This,  to  me,  is  the  best  fertile 
field  because  the  building  industry 
can't  get  much  worse,  and  it  is  only 
a  matter  of  time  before  the  govern- 
ment sees  that  more  reasonable  in- 
terest rates  are  charged  in  the  con- 
struction of  badly  needed  homes. 

Several  years  ago  I  featured  cable 
TV  as  an  outstanding  fertile  field. 
To  illustrate  how  profitable  the  cor- 
rect timing  in  selecting  fertile  fields 
has  been,  I  bought  stocks  in  this 
group  at  a  total  cost  of  $39,372,  and 


as  of  July  31  their  market  value  was 
$458,189.  The  stocks  included 
American  TV,  which  merged  into 
Time  convertible  preferred;  Cox  Cable , 
which  merged  into  Cox  Broadcast- 
ing; Viacom,  Te/eprompter  and  Scien- 
tific-Atlanta .  Recently,  several  other 
cable  TV  stocks  were  added  to  the 
portfolio,  and  I  still  consider  this  a 
fertile  field  in  spite  of  the  growth  of 
profits  in  the  last  several  years. 

Two  important  statistical  yard- 
sticks in  the  selection  of  the  stocks 
in  this  list  are  return  on  invested 
capital,  which  during  the  last  five 
years  has  averaged  about  15%,  and 


earnings  growth,  which  durmg  the 
same  period  has  averaged  about 
21%.  I  might  add  that  these  results 
were  achieved  during  a  period  that 
was  not  a  particularly  favorable 
time  to  measure  statistics  of  many 
of  the  stocks  on  this  list. 

Miss  Marie  Wolper  (Mrs.  Robert 
B.  George)  has  been  with  me  56 
years,  first  as  a  secretary,  later  as 
officer  of  the  various  companies 
that  I  have  started.  Without  her  help 
and  counsel  I  could  not  have  suc- 
ceeded, and  much  credit  is  due  her 
for  my  success.  ■ 


Sixty  stocks  for  the  Eighties 


-Market  9/4/81- 


-Market  10/15/81- 


Shares 

Company 

price 

value 

price 

value 

Pharmaceuticals  and  health 

277 

Amer  Hosp  Supply 

36% 

$10,000.00 

35% 

$  9,902.75 

423 

CR  Bard 

23% 

10,000.00 

27% 

11,579.63 

345 

Johnson  &  Johnson 

29 

10,000.00 

34% 

11,816.25 

123 

Merck 

81 'A 

10,000.00 

84% 

10,439.63 

224 

Pfizer 

44% 

10,000.00 

45% 

10,136.00 

$50,000.00 

$53,874.25 

Scientific  and  technical  enterprises 

297 

EG&G 

33% 

$10,000.00 

36% 

$10,729.13 

180 

General  Electric 

55  % 

10,000.00 

56 

10,080.00 

258 

Harris  Corp 

38M. 

10,000.00 

41% 

10,771.50 

234 

Hewlett-Packard 

42% 

10,000.00 

43% 

10,179.00 

121 

Honeywell 

82% 

10,000.00 

80 

9,680.00 

455 

Perkin  Elmer 

22 

10,000.00 

23% 

10,692.50 

171 

Schlumberger 

58% 

10,000.00 

53 

9,063.00 

349 

Square  D 

28% 

10,000.00 

26% 

9,379.38 

177 

Thomas  &  Betts 

56% 

10,000.00 

54% 

9,690.75 

368 

Wang  Labs "B" 

27% 

10,000.00 

31 

11,408.00 

$100,000.00 

$101,673.25 

Miscellaneous 

625 

Black  &  Decker 

16 

$10,000.00 

15% 

$  9,609.38 

251 

Du  Pont 

39% 

10,000.00 

38 

9,538.00 

155 

Eastman  Kodak 

64% 

10,000.00 

65% 

10,133.13 

200 

3M 

S0% 

10,000.00 

51 

10,200.00 

272 

Penn  Central 

36% 

10,000.00 

39 

10,608.00 

315 

PepsiCo 

31% 

10,000.00 

347/8 

10,985.63 

306 

Waste  Management 

32% 

10,000.00 

34% 

10,442.25 

$70,000.00 

$71,516.38 

Total 

$600,000.00 

$608,607.76 

+  1.4% 
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We  are  constantly  revising  our  Denny's  menu  so  we  can  offer  our 
customers  exceptional  value  and  also  meet  their  changing  tastes  and 
desires.  Almost  one  quarter  of  the  125  items  on  the  menu  have  been 
added  during  the  past  two  years.  We  have  new  salads  and  desserts 
and  "Hot  and  Hearty"  dinners.  We  have  new  chicken  and  fish  dishes 
—  and  we  still  have  lots  of  old  favorites  for  our  "meat  and  potatoes" 
friends.  We  are  regionalizing  our  menu  with  specials  designed  to 
appeal  to  various  areas  of  the  country.  We  are  well  aware  of  the  grow- 
ing interest  in  lighter  foods  and  are  making  more  and  more  of  them 

available.  It's  a 
value  laden  menu, 
and  it  seems  to  be 
what  today's  value 
conscious  cus- 
tomers are 
looking  for.  Our 
fiscal  1981 
revenues (year 
ended  June)  were 
almost  $850 
million,  up  18% 
over  the  previous 
year.  We  believe 
that  this  attention 
to  customers'  de- 
sires will  make 
fiscal  1982 
another  excellent 
year. 


GIVING 
PEOPLE 
WH/TT 
THEY  W/1NT 

TO  E/1T 
AT  A  PRICE 
THEY  CAN 
AFFORD 


« > 


For  the  year  ended  June 

Denny's,  Inc.  1981  1980* 

Revenues  $849,030,000  $716,509,000 

Income  before  taxes  $48,518,000  $25,764,000 

Net  income  $26,918,000  $16,964,000 

Primary  net  income  per  share  $3.04  $1.95 


Denny's,  Inc. 


•1980  includes  a  charge  of  $9,930,000  before 
taxes  and  $5,200,000  after  taxes,  equal  to 
$.60  a  share,  in  connection  with  the  closing 
of  unprofitable  Donut  Houses. 


Denny's  Restaurants/Winchell's  Donut  Houses 

For  a  copy  of  our  1981  Annual  Report  please  write  to:  Denny's,  Inc.,  P.O.  Box  1117B,  La  Mirada,  Calif.  90637. 


If  we  had  a  gold  standard — a  stable  cur- 
rency—perhaps monetarism  would  work. 
But  we  don't  and  it  doesn't. 


Not  so  fast, 
Mr.  Sprinkel 


By  Eugene  A.  Birnbaum 

DEMOCRATS  TAKE  GREAT  GLEE  in 
the  marketplace's  negative  re- 
action to  the  Reagan  economic 
policies.  In  just  60  days  following  pas- 
sage of  the  tax  and  budget  cuts,  the 
Dow  Jones  industrial  average  lost 
more  than  100  points,  and  interest 
rates,  already  high,  shot  up  another 
20%.  The  Dow  Jones  measured  in 
constant  dollars  is  now  less  than  half 
its  1971  level;  bonds  are  down  even 
more.  There  are  only  two  months 
before  the  start  of  the  1982  con-  — 
gressional  election  year.  To  face 
the  electorate  with  interest  rates 
sky-high  and  markets  flat  broke 
is  a  horrible  prospect.  In  growing 
desperation,  the  Administration 
is  attempting  a  second  round  of 
budget-cutting,  aimed  at  prevent- 
ing an  additional  $20  billion  from 
being  added  to  the  deficit.  They 
are  chopping  at  the  wrong  tree 
fact,  in  the  S3  trillion  U.S.  economy  it 
is  inconceivable  that  a  mere  $20  bil- 
lion additional  to  the  anticipated  defi- 
cit could  account  for  the  unprecedent- 
ed lift-off  of  interest  rates  of  the  past 
few  months. 

In  1982  the  federal  government's 
aggregate  deficit,  including  the  off- 
budget  agencies,  will  amount  to  some 
3.3%  of  the  GNP.  Last  year  this  ratio 
was  2.3%;  and  when  one  takes  into 
account  that  state  and  local  govern- 
ments had,  on  average,  been  running  a 
surplus,  the  overall  ratio  drops  to 
1.2%.  In  1981  this  ratio  will  fall  below 
0.5%.  A  horrendous  deficit?  Hardly. 

By  comparison,  in  Germany  and  Ja- 
pan, both  of  which  have  performed 


much  better  than  the  U.S.  on  the  in- 
flation and  interest-rate  fronts,  far 
larger  budget  deficits  relative  to  the 
GNP  have  traditionally  been  incurred. 
Last  year  Germany's  ratio  was  3.8%; 
Japan's  was  6.1%. 

Some  economists  claim  that  the 
comparison  of  the  U.S.  budget  deficit 
with  the  GNP  neglects  the  fact  that 
the  savings  rates  of  Germany  and  Ja- 
pan exceed  that  of  the  U.S.  According 


16.36° 

for  only  $1000. 


i  FIDELITY 

I  CASH  RESERVES 


Two  good  reasons 

for  buying  our 
Money  Market  Fund 
15.83%  yield, 


r~ --  —  —  —  —  -»———  —  ■—"- *i  free checkwriting 
Want  a  high-interest  account 
AND  free  checks? 


In 


Eugene  A  Birnbaum,  a  former  economist  with 
the  International  Monetary  Fund  and  the  White 
House  Council  of  Economic  Aili  vsers,  is  current- 
ly cm  economic  consultant  in  New  York. 


I 

J 
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L_____  — the  Equitable  / 

MONEY MARKET  (EflJSpWf 
ACCOUNT y 

Recent  ads  for  money  market  funds 
What's  "cash"?  What's  "savings"? 

to  this  line  of  reasoning,  the  U.S.  bud- 
get deficit  drives  up  dollar  interest 
rates  because  there  is  a  lower  level  of 
savings  available  to  finance  it. 

This  reasoning  is  faulty.  The  fact 
that  financial  savings  in  the  U.S.  are 
depressed  does  not  mean  that  savings 
habits  of  Americans  are  retarded.  It 
means  that  savings  under  inflation  are 
diverted  to  all  the  wrong  things. 

Under  inflation,  savings  are  divert- 
ed from  financial  instruments  and 
productive  investments  and,  instead, 
are  channeled  into  real  assets  that  act 
as  inflation  hedges — such  as  housing, 
real  estate,  antiques,  etc. — and  to  con- 


sumption, where  it  might  be  said  that 
"spending  is  saving,"  since  buying 
goods  now  rather  than  later  can  save 
money  if  prices  continue  to  rise. 

So  the  idea  that  savings  of  Ameri- 
cans are  too  low  to  finance  the  budget 
deficit  without  driving  up  interest 
rates  is  misleading.  Savings  in  finan- 
cial form  would  be  depressed  under 
inflation  in  any  country.  The  correct 
interpetation  is  that  inflation  dis- 
guises the  potentially  available  sav- 
ings of  the  U  S.  economy.  If  there 
were  no  inflation,  the  idea  that  a  rela- 
tively minuscule  increase  in  the  U.S. 
government  deficit  could  trigger  sky- 
high  interest  rates  would  simply  not 
occur  to  anybody. 

No,  the  prospective  increase  of  the 
federal  deficit  is  not  what  triggered 
20% -plus  interest  rates.  What  is  caus- 
ing the  problem  is  fundamental.  It  is 
the  absence  of  an  international  mone- 
tary order  to  discipline  the  monetary 
and  fiscal  policies  of  all  the  countries 
in  the  world  and,  thereby,  to  stabilize 
long-term  expectations.  Such  an  order 
used  to  exist  before  the  collapse  of  the 
fixed-exchange  rate  and  dollar  gold 
standard  arrangements  that  obtained 
under  the  Bretton  Woods  system. 
This  collapsed  when  President  Nixon 
broke  the  remaining  link  between  the 
dollar  and  gold  on  Aug.  15,  1971.  The 
.„_„„,  final  break  came  from 

misbegotten  belief  that  fis- 
cal  and  monetary  policy 
could  be  used  independent 
ly  by  every  country  to  mini 
mize  recessions  and  infla- 
tion without  the  necessity 
of  having  to  guarantee  the 
convertibility  of  the  dollar 
at  a  fixed  price  for  gold  and 
the  convertibility  of  other 
currencies  at  a  fixed  rate  fol 
the  dollar.  In  place  of  th 
stabilizing  discipline  of  th 
Woods   system,    we  hav 
into  floating-exchange-rate 
and  interest-rate  anarchy  as  espoused 
by  the  doctrine  of  monetarism. 

A  clear  and  most  succinct  defini- 
tion of  monetarism  was  given  in 
recent  speech  by  Beryl  W.  Sprinkel. 
Under  Secretary  of  the  Treasury  fol 
Monetary  Affairs: 

'The  first  requirement  for  a  dinner 
speech  is  that  it  be  brief  It  occurred  to  met 
that  this  is  why  you  asked  a  monetarist  to 
speak  tonight.  Our  views  are  reputedly 
straightforward  and  concise:  Only  mon 
ey  matters.  Control  the  money  supply  ana 
everything  else  falls  into  place.  Thank 
you  and  good  night  " 

Not  so  fast,  Mr.  Sprinkel.  There's 
more  to  it.  Much  more.  The  currem 
fixation  on  "the  money  supply"  as  thfl 
prime   target,   progress   report  an 


Bretton 
moved 
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1951.  Harold  S.  Mohler  industrial  engineer,  checking  a  Hershey  bar  packaging  line. 


Harold  Mohler, 
vhen  did  you  start  reading 

The  Wall  Street  Journal? 


"Back  in  1951,  it  was  my  boss  who 
got  The  Journal,"  recalls  Harold  S. 
Mohler,  Chairman  of  the  Board  of 
Hershey  Foods  Corporation.  "I  read 
it  when  he  was  done.  You  see,  I've  al- 
ways been  interested  in  things  that 
have  an  impact  on  business. 

"I  get  first  crack  at  The 
Journal  these  days.  And  I 
read  it  for  a  lot  of  the  same 
reasons.  If  something  impor- 
tant happens  in  business,  I 
know  it'll  be  covered— and 
covered  thoroughly  — 
in  The  Journal." 

Page  after  page, 
Monday  through 
Friday,  The  Wall 
Street  Journal  is 
packed  with  im 
portant  business 
news,  informa- 


tion, facts  and  insights  you  need.  Re- 
liable information.  Complete  infor- 
mation. Usable  information. 

The  Journal  gets  the  business 
news  to  you  faster  than  any  weekly, 
biweekly  or  monthly. 

And  it  gives  you  the  news  in 
more  detail— more  significant,  use- 
ful detail— than  any  newspaper's 
business  section. 

Harold  Mohler  knows  exactly 
where  to  find  the  important 
business  news.  And  so 
should  you.  Start 
reading  The  Wall 
Street  Journal  every 
business  day. 


Today.  Harold  S.  Mohler, 
Chairman  of  the  Board  of 
Hershey  Foods  Corporation. 


The  Wall  Street  Journal. 

All  the  business  news  you  need  When  you  need  it. 


ive  The  Journal  delivered  every  business  day.  One  year,  S77.  Or  26  weeks  for  $41.  Call  toll-free  800-358-9999  except  in  Hawaii  and  Alaska.  (In  California, 
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score  card  for  the  nation's  economic 
policy  derives  from  the  landmark 
study  by  Milton  Friedman  and  Anna  J. 
Schwartz,  A  Monetary  History  of  the 
United  States.  1867-1960  (National  Bu- 
reau of  Economic  Research,  Princeton 
University  Press,  1963). 

Covering  a  period  of  93  years,  the 
Fnedman'Schwartz  study  found  a  cor- 
relation between  the  growth  of  the  so- 
called  M2  monetary  aggregate  and  the 
U.S.  gross  national  product. 

On  the  basis  of  this  finding,  it  has 
become  an  article  of  monetarist  faith 
that  control  of  the  money  supply  by 
:he  Federal  Reserve  will  determine 
:he  course  of  the  GNP,  and  that  if 
such  control  is  properly  executed,  no 
ittention  need  be  paid  to  interest 
'ates  or  exchange  rates.  Monetarists 
irgue  that  exchange  and  interest  rates 
should  be  free  to  fluctuate,  so  long  as  a 
;teady-state  expansion  of  the  money 
supply  is  achieved  through  interven- 
ions  by  the  Federal  Reserve. 

It's  all  so  beautifully  simple— as  in 
Vlr.  Spnnkel's  speech.  But  is  it  true? 

There  is  no  basis  for  quarreling  with 
he  statistical  findings  of  a  correlation 


Beryl  Sprinkel,  the  poised  57- 
year-old  Chicago  school  mone- 
tarist who  left  his  job  as  executive 
vice  president  and  chief  economist 
of  the  Harris  Trust  &  Savings  Bank 
last  January  to  become  Under  Sec- 
retary of  the  Treasury,  concedes 
Eugene  Birnbaum's  point  (see 
above)  about  the  shifting  definition 
of  the  money  supply: 

"I  believe  that  Ml-B  [currency 
plus  checkable  deposits  at  banks 
and  thrift  institutions]  has  in  the 
past  provided  the  most  reliable 
linkage  between  the  actions  of  the 
Federal  Reserve  and  national  eco- 
nomic activity,"  says  Sprinkel  in 
an  interview  at  his  Treasury  of- 
fice. "However,  the  growth  of 
money  market  mutual  funds 
might  affect  the  usefulness  of  Ml- 
B  in  the  future." 

But  that  is  a  minor  point,  he 
says,  compared  with  evidence  that 
monetarism  is  working:  "The  peak 
rate  for  money  supply  growth  was 
in  1979,  suggesting  that  we  ought 
to  get  some  relief  in  inflation  in 
1981  and,  of  course,  the  two-year 
moving  average  is  still  declining, 
suggesting  to  me  that  we're  going 
to  get  a  lot  more  relief  in  1982." 

And  don't  credit  slackening  oil 
prices  for  that  slowing  of  inflation, 


between  M2  aggregates  and  the 
GNP —  over  the  era  from  which  they 
were  drawn.  But  note  this:  During 
about  80  of  the  93  years  covered  in  the 
Friedman/Schwartz  study,  the  dollar 
happens  to  have  been  on  a  gold  stan- 
dard. The  fact  that  Friedman/ 
Schwartz  neglected  the  importance  of 
a  stable  gold  standard  over  the  vast 
majority  of  the  years  covered  in  their 
study  is  a  critical  oversight.  Such  an 
oversight  is  understandable  because  a 
gold  standard  generally  functions  in  a 
quiet  and  stable  manner.  It  is  taken 
for  granted.  There  is  an  unconscious- 
ness about  its  existence:  Economic 
events  do  not  make  the  6  p.m.  news 
when  we  have  a  stable  dollar. 

It  is  a  telling  fact  that  the  Fried- 
man/Schwartz study  observed  a  peri- 
od of  instability  between  money 
growth  and  GNP  during  1 867-8 1 .  As  it 
happens,  this  was  one  of  the  rare  ex- 
tended periods  in  U.S.  monetary  his- 
tory when  the  dollar  was  not  convert- 
ible into  gold.  Commenting  on  this 
period,  Friedman/Schwartz  found  "ap- 
preciably greater  instability  of  the 
year-to-year  change  in  both  money 


he  says.  "The  beauty  of  looking  at 
money  as  an  explanation  is  that  it 
works  for  all  times  and  people." 

But  the  economy  is  sagging  and 
there  are  those — notably  including 
Sprinkel's  boss,  Treasury  Secretary 


Under  Secretary  Beryl  Sprinkel 
Hanging  tough  at  Treasury. 


and  income."  That  little  anomaly  vir- 
tually blows  their  whole  theory. 

"Control  the  money  supply  and  ev- 
erything else  falls  into  place,"  Beryl 
Sprinkel  says.  Ah,  but  there's  a  differ- 
ence between  hard,  stable,  gold- 
backed  money  and  what  we  have  to- 
day. It  is  a  difference  monetarism 
doesn't  recognize. 

In  fact,  nobody  knows  what  the 
"money  supply"  is. 

A  married  couple  I  know  happens  to 
own  separate  money  market  deposit 
accounts.  The  accounts  are  identi- 
cal— both  being  held  with  the  same 
fund.  The  wife  regards  the  17% -plus 
interest  rate  earnings  on  her  account 
as  so  attractive  that  she  will  not  write 
checks  against  it.  The  husband,  how- 
ever, writes  checks  regularly  against 
his  account.  According  to  monetarist 
understandings,  the  husband's  money 
market  account  is  "money,"  but  that 
of  the  wife  is  "savings."  This  means 
that  a  measure  of  the  money  supply 
should  exclude  the  wife's  account  but 
include  the  husband's.  It  takes  more 
than  a  psychologist  to  make. such  dis- 
tinctions in  practice. 


Donald  Regan — who  seem  to  be 
getting  impatient  with  the  Federal 
Reserve's  tight  control  of  the  mon- 
ey supply.  Sprinkel  denies  any 
backsliding.  "All  I  can  tell  you  is 
what  I  believe  Don  Regan  believes, 
and  what  I  believe — namely,  we 
want  slow,  steady  growth  in  the 
money  supply,"  he  says. 

"Money  will  be  kept  under  con- 
trol," he  repeats.  "We  do  mean 
business.  When  I  say  we,  I'm  speak- 
ing for  the  Treasury." 

As  Sprinkel  sees  it,  this  is  the 
first  time  in  modern  history  that  a 
Fed  trying  to  control  the  money 
supply  has  enjoyed  Administration 
support.  To  a  believer  like  Sprinkel 
it's  a  little  like  a  crusade,  with  "a 
common  objective — getting  infla- 
tion down." 

And  a  crusade,  too,  to  change 
minds  conditioned  by  two  genera- 
tions of  monetary  expansion.  "You 
realize  how  difficult  it  is  to  change 
people's  views  about  what  they  be- 
lieve," he  says.  How  about  chang- 
ing his  mind?  Sprinkel  ponders  the 
question.  "I've  asked  myself  if  I've 
changed  my  mind  about  any  of  the 
fundamental  issues,  and  the  an- 
swer is  no,"  he  replies.  "But  the 
way  I  explain  it  is  that  I  got  it  right 
the  first  time." — Desiree  French 


Sprinkel  says  it's  working 
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In  the  absence  of  a  true  measure  of 
the  money  supply,  monetarists  have 
invented  an  array  of  arbitrarily  de- 
fined statistical  proxies  for  the  money 
supply.  These  are  Ml -A,  Ml-B,  M2, 
M3,  . .  .  M7,  etc.  When  the  dollar  was 
linked  to  a  fixed  weight  of  gold  of  a 
defined  purity,  movements  of  the  var- 
ious M  aggregates  would  generally 
parallel  one  another  and  move  in  tan- 
dem with  the  GNP.  Indeed,  before  the 
1971  demise  of  the  gold  standard,  Pro- 
fessor Friedman  often  argued  that  it 
did  not  matter  which  M  aggregate  the 
authorities  might  choose  to  control: 
Any  one  would  do.  But  since  the 
breakdown  of  the  dollar-gold  link,  the 
various  M  aggregates  have  often  gone 
their  own  ways,  and  so  has  the  GNP. 
So  Friedman  and  the  monetarists 
have  abandoned  the  idea  of  control- 
ling any  of  their  Ms.  They  are  now 
reduced  to  calling  for  control  of  just 
the  total  of  bank  reserves  and  curren- 
cy in  circulation — the  so-called  mone- 
tary base.  What  a  comedown.  Trying 
to  guide  the  ponderous  American 
economy  through  the  diminutive 
monetary  base,  depending  as  it  does 
on  tenuous  linkages,  is  like  trying  to 
walk  a  dog  with  a  leash  a  block  long. 

The  U.S.  economy  has  moved  to 
higher  levels  of  inflation,  unemploy- 
ment and  interest  rates — along  with 
great  volatility  of  interest  rates  and 
exchange  rates.  And  the  failures  of 
monetarism  continue  to  mount.  This 
year,  in  the  first  quarter,  there  was  a 
0.8%  annual  rate  of  decline  in  the 
much-watched  and  monetarist-pre- 
ferred Ml-B  measure  of  the  money 
supply.  Yet  during  that  quarter  nomi- 
nal GNP  surged  forward  at  an  as- 
tounding 19%  clip  (at  an  annual  rate). 
At  the  same  time  the  Federal  Reserve, 
concerned  over  the  lack  of  significant 
money  growth,  increased  reserves 
through  interventions  in  the  open 
market  sufficiently  to  depress  the  fed- 
eral funds  interest  rate  level  from  the 
19% -plus  range  at  the  turn  of  the  year 
to  under  14%  by  late  March. 

The  Fed  reversed  course  in  April 
and  May,  marching  the  funds  rate 
back  up  toward  the  19% -plus  area, 
carrying  other  interest  rates  with  it. 
Why?  Because  money  growth  as  mea- 
sured by  the  Fed  showed  an  accelera- 
tion to  a  16.9%  annual  rate  of  increase 
in  April,  even  though  by  that  time  the 
economy  had  turned  sluggish.  Since 
then,  interest  rates  have  continued  to 
gyrate  as  the  money  supply  numbers 
spurt,  fall  or  contradict  one  another. 
Since  summer  Ml-B  has  dropped  be- 
low its  target  range,  while  M2  and  M3 
have  exceeded  theirs. 

Monetarist  policy  strategy,  being 
blandly  limited  to  offsetting  aberrant 


movements  in  the  path  of  a  chosen 
money-supply  aggregate,  must  inevi- 
tably hinder  economic  growth  as  well 
as  increase  inflationary  pressures. 
Here's  why: 

Assume  ,  an  improvement' of  the 
economic  situation  reflecting  an  ex- 
pectation of  reduced  inflation.  Such  a 
change  of  sentiment  would  generally 
induce  people  and  businesses  to  be 
less  sensitive  concerning  their  hold- 
ings of  liquid  cash  or  bank  account 
balances.  For  example,  people  would 
be  less  unwilling  to  leave  money  idle 
in  checking  accounts.  Even  a  relative- 
ly modest  shift  of  sentiment  toward 
more  moderate  inflationary  expecta- 
tions, when  considered  within  the 
context  of  the  $3  trillion  U.S.  econo- 
my, would  generate  at  least  a  small 
ripple  involving  a  few-billion  dollar 
rise  in  the  lower-numbered,  more 
highly  liquid  money-supply  aggre- 
gates, such  as  Ml -A  and  Ml-B.  But 
such  an  increase  would,  according  to 


The  current  fixation  on  "the 
money  supply"  derives  from 
the  landmark  study  by  Mil- 
ton Friedman  and  Anna  J. 
Schwartz.  .  .  .  But  note  this: 
During  about  80  of  the  93 
years  covered  in  that  study, 
the  dollar  happens  to  have 
been  on  a  gold  standard. 

monetarist  strategy,  require  a  drain- 
ing of  funds  from  the  banking  sys- 
tem— pushing  up  interest  rates.  The 
consequence  would  be  to  choke  off 
business  investments  that  otherwise 
could  have  expanded  the  productive 
base  for  more  rapid  economic  growth. 

Or,  consider  an  opposite  example. 
Assume  an  increase  in  inflationary 
expectations.  There  would  then  be  a 
greater  sensitivity  to  higher  interest 
rates.  Thus  funds  would  shift  out  of 
checking  accounts  toward  higher  in- 
terest-yielding money  market  funds 
or,  indeed,  toward  the  various  tradi- 
tional inflation  hedges,  such  as  gold. 
Even  such  a  minor  shift  of  sentiment 
toward  higher  inflationary  expecta- 
tions could  occasion  a  flattening,  if 
not  an  actual  decline,  in  the  growth 
rate  of  the  lower-numbered  monetary 
aggregates.  The  monetarist  response 
to  this  would  be  to  inject  new  funds 
into  the  banking  system,  thereby  re- 
inforcing the  already  accelerating  in- 
flationary environment. 

It's  all  kind  of  like  a  thermostat 
gone  berserk,  turning  on  the  air-con- 
ditioning when  temperatures  drop  to 
the  freezing  point,  and  switching  on 
the  heat  when  the  mercury  climbs.  In 


a  similar  fashion,  the  monetarist  poll 
cy  approach,  by  acting  to  offset  aber 
rant  changes  in  the  growth  rate  of  th< 
most  closely  watched  monetary  ag 
gregates,  has  the  effect  of  compound 
ing,  rather  than  rectifying,  economi< 
and  financial  ills. 

The  inherent  deficiencies  of  mone 
tarist-based  strategies  were  recog 
nized  over  a  half-century  ago  by  Johr 
Maynard  Keynes,  the  eminent  Bntisl 
economist.  In  a  now  famous  com 
ment  on  the  Quantity  Theory  of  Mon 
ey — the  precursor  of  modern-da^ 
monetarism — Keynes  addressed  th< 
contention  that  the  Quantity  Theon 
was  valid  in  the  long  run.  "But,"  saic 
Keynes,  "this  long  run  is  a  misleading 
guide  to  current  affairs.  In  the  long  rur 
we  are  all  dead.  Economists  set  them 
selves  too  easy,  too  useless  a  task,  if  ir 
tempestuous  seasons  they  can  onh 
tell  us  that  when  the  storm  is  lonj 
past  the  ocean  is  flat  again."  {A  Trac 
on  Monetary  Reform ,  1 923 ) . 

"Control  the  money  supply  and  ev 
erything  else  falls  into  place,"  Sprin 
kel  says.  But  how  do  you  control  the 
$1  trillion-plus  Eurodollar  market 
This  gargantuan  market  is  excludec 
from  any  of  the  measures  of  money 
supply  aggregates.  In  fact  it  may  bt 
impossible  to  include  timely  esti 
mates  of  the  Eurodollar  markets  ii 
any  measured  proxy  for  the  mone? 
supply.  The  data  are  too  fragmentary 
and  Eurodollar  accounts  are  main 
tained  to  a  very  large  extent  in  institu 
tions  that  lie  outside  the  jurisdictior 
of  U.S.  authorities.  Nevertheless,  Eu 
rodollar-market  developments  ove 
the  past  year  have  been  of  such  mag 
nitude  as  to  swamp  events  affectinj 
the  U.S.  financial  scene. 

The  movement  of  dollar  interes 
rates  to  the  20%  range  creates  an 
enormous  burden  for  a  large  numbe 
of  countries.  In  Brazil,  for  example 
the  cost  of  debt  interest  service,  when 
added  to  the  cost  of  oil  imports,  alone 
exceeds  the  total  dollar  export  earn 
ings  of  the  country.  The  very  higf 
interest  rates  for  the  dollar  have  alsc 
depressed  world  commodity  price: 
and,  thereby,  reduced  the  dollar  earn 
ings  of  the  many  countries  that  expor 
these  commodities. 

The  need  to  service  swollen  interes 
costs,  along  with  the  depressed  dolla 
earnings  from  exports,  has  forced  nu 
merous  countries  to  the  Euromarket: 
in  search  of  new  dollar  financing 
High  interest  rates  for  the  dollar  hav« 
also  led  to  an  extraordinary  apprecia 
tion  of  the  dollar  in  the  foreign  ex 
change  markets,  setting  off  large-scale 
sales  of  dollar  securities  out  of  th« 
monetary  reserves  of  countries  tha: 
have  been  supporting  their  currencie: 
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What  makes  this  my  favorite  hotel 
iien  I'm  overseas? 

Otto,  for  one  reason.  Knowing  he 
ires  about  keeping  me  in  shape  and 
jaking  me  feel  great  when  I'm  away 
,)m  home  means  a  lot.  And  when  I 
k  the  Teleplan  sign,  I  also  know  this 
btel  cares  enough  about  me  as  a  guest 
:  make  sure  that  I  can  make  an  inter- 
i:tional  call  at  a. reasonable  charge. 

That  means  no  unreasonable  sur- 
i  arge  fee.  And  that's  pretty  important. 


Because  many  hotels  without  Teleplan 
often  charge  $50  or  more  for  a  $20  call. 
That's  why  the  Bell  System,  working 
together  with  leading  hotels,  initiated 
Teleplan. 

Who  has  Teleplan!  The  hotels  and 
countries  listed  on  the  right. 

The  next  time  you  take  a  trip,  stay 
where  they  care.  You'll  find  a  great  hotel 
with  your  very  own  Otto  or  Hans  or 
George.  And  you'll  find  a  hotel  with 
Teleplan. 


THESE  LEADING  HOTELS 
ARE  TELEPLAN  HOTELS 

GOLDEN  TULIP  HOTELS 

Holland 
HILTON  INTERNATIONAL 
Worldwide 
THE  LYGON  ARMS 
Broadway, 
Worcestershire,  England 
MARRIOTT  HOTELS 
TRUSTHOUSE  FORTE 
United  Kingdom 

TELEPLAN  COUNTRIES: 

IRELAND,  ISRAEL, 
PORTUGAL 


Bell  System 


The  fair-cost  way 
to  call  home 


E.  I.  du  Pont  de  Nemours 
and  Company 


has  acquired  through  merger 


Conoco  Inc. 


The  undersigned  acted  as  financial  advisor  to 
E.  I.  du  Pont  de  Nemours  and  Company 
and  as  Dealer  Manager  of  its  offer. 


The  First  Boston  Corporation 


October  8,  1981 


THE  COST  OF 
LIVING. 

GIVE  TO  THE  AMERICAN  CANCER  SOCIETY. 


in  the  foreign  exchange  markets. 

Sales  of  dollar  bonds  by  such  coun 
tries  plus  the  vastly  enhanced  demam 
for  dollar  borrowings  is  a  worldwid 
phenomenon,  which  substantially  ex 
plains  the  unprecedented  lift-off  c 
real  dollar  interest  rates  during  th 
last  several  months. 

But  that's  not  the  end  of  the  intel 
est  rate  mystery.  The  change  from 
global  oil  scarcity  to  a  glut  has  signil 
icantly  reduced  the  halance-of-pa> 
ments  surplus  of  the  OPEC  nation* 
This  surplus  had  previously  been  "rc 
cycled"  into  world  capital  market' 
representing  an  important  source  c 
supply  of  new  dollar  financing.  Th 
sharp  decline  of  the  OPEC  surplus  irr 
plies  that  a  significant  reduction  c 
dollars  channeled  to  the  Eurodolhi 
capital  markets  is  occurring  at  th 
very  time  the  burgeoning  of  world  di 
mand  for  additional  dollar  financing  i 
taking  place.  The  grandiose  scale  c 
these  developments  entirely  dwarl 


The  monetarist  response  L 
like  a  thermostat  gone  bet 
serk,  turning  on  the  air-con 
ditioning  when  tempera 
tures  drop  to  the  freezin* 
point,  and  switching  on  th» 
heat  when  the  me  t  cur, 
climbs. 
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the  U.S.  budget  deficit  in  accountin 
for  what  has  been  happening  to  th 
U.S.  dollar  interest  rates. 

West  Germany's  Helmut  Schmic 
said  at  the  Ottawa  summit  in  Jul 
that  the  Western  nations  are  now  ej 
periencing  the  "highest  real  rates  c 
interest  since  the  birth  of  Jest 
Christ."  That  may  sound  blasph« 
mous  to  some  people,  but  it  is  not  to 
strong  language  to  use  in  describin 
the  enormous  harm  that  our  misguic 
ed  policies  are  creating.  The  Amer 
can  economy  simply  cannot  surviv 
much  more  of  this;  nor  can  the  worj 
economy.  Beyond  bankruptcies  an 
unemployment,  the  political  surviv 
of  many  sound  economic  reforms  the 
the  Reagan  Administration  has  intrc 
duced  are  threatened.  Desperate  ej 
forts  to  trim  the  budget  further  corr 
bined  with  monetarist  bleeding  of  tH 
economy  will  only  make  mattei 
worse.  In  another  article  I  will  outlin 
a  better  course  of  treatment. 

William  Jennings  Bryan  may  seer 
out  of  place  in  an  argument  fc 
sound  money,  but  I  can't  resist  bo 
rowing  from  him  in  this  plea  t 
President  Reagan  and  his  adviser) 
Do  not  sacrifice  your  prospects  at  th 
altar  of  monetarism.  ■ 
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The  best 
solutionis 
often  the  most 
obvious* 


This  remarkably  effective  symbol  influences  the  buying 
decisions  of  8  out  of  10  women-9  out  of  10,  age  18-24. 


ource:  Croulry  Sludics,  1977. 
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COMMODITY  TRADING 
RECENTLY  BECOME 

FAR  MORE  IMPORTANT 
MORE  SPECIALIZED 
AND  MORE  DEMANDING. 

SO  HAVE  WE 

INTRODUCING 
MERRILL  LYNCH  COMMODITIES  INC 

Not  many  years  ago,  it  was  perfectly  possible  for 
a  brokerage  firm  to  trade  commodities  almost  as  a  sideline. 

Not  any  more.  At  Merrill  Lynch,  we  saw  that  it 
wasn't  enough  to  be  one  arm— however  strong— of  a 
securities  firm. 

So,  we  created  Merrill  Lynch  Commodities  Inc.— 
a  unique  new  kind  of  commodity  company— in  April,  1981 
We're  a  fully  independent  subsidiary  of  Merrill  Lynch, 
streamlined  and  specifically  organized  to  provide  the  best 
attainable  service  to  both  commercial  and  individual  com- 
modity futures  traders. 

We're  among  the  largest  futures  brokers  in  the 
world,  with  $130  million  in  capital. 

For  many  professional  traders,  we've  become  the 
source  for  accurate  and  timely  commodity  intelligence.  We 
have  the  resources  to  assign  an  analyst  to  every  single  type 
of  commodity  traded  in  the  U.S. 

So  we  can  spot  opportunities  anywhere  in  the 
market,  not  just  activity  in  some  specialized  corner. 

Our  Commodity  Account  Executives  are  among 
the  best  in  the  business— they  can  help  you  find  the  right 
strategy  and  the  right  level  of  risk— whether  you're  a  com- 
mercial hedger,  an  experienced  speculator,  or  a  qualified 
newcomer  ready  to  take  your  first  step  into  commodity- 
futures  trading. 

All  in  all,  we're  the  kind  of  company  you  can't 
afford  to  overlook.  Even  if  you're  trading  commodity  futures 
with  someone  else. ..for  the  moment. 

WE  KNOW  COMMODITIES  COLD. 


Merrill  Lynch  Commodities  Inc. 

i1  W  Me.nl!  lv..th  Pi*rc*  **nr*.  &  Smilh  lit  Member  SIPC  A  breed  apart. 
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MONEY  &  INVESTMENTS 


Not  all  insurance  policies  are  bargains. 
Heres  one  kind  that  most  certainly  is. 

BOTH  A  BELT 
AND  SUSPENDERS 


By  Ben  Weberman 


In  the  cover  story  in  our  Oct.  12 
issue,  Forbes  stated  that  tax- 
exempt  bonds,  especially  revenue 
bonds,  were  a  sensational  bargain 
for  long-term  investors.  We  still 
think  so  but  a  caution  is  in  order.  In 
the  months  and  years  ahead,  the 
unheard-of  may  be  heard:  Some 
state  and  local  governments  may 
default  on  their  bonds. 

This  is  becoming  a  danger  be- 
cause governments,  like  individ- 
uals, try  to  maintain  their  lifestyle 
even  in  the  face  of  reduced  income. 
That's  happening  now.  With  their 
citizens  resisting  higher  taxes  and 
federal  aid  being  cut,  state  and  local 
governments  face  sharply  reduced 
income.  But  look  at  what  is  happen- 
ing in  California.  The  state  had  a  $4 
billion  surplus  until  Proposition  13 
passed.  Since  then  it  has  been  dip- 
ping into  this  pot  to  avoid  as  many 
spending  cutbacks  as  the  reduced 
revenues  dictated.  As  a  result,  the 
rating  agencies  are  wondering 
whether  California  state  bonds  still 
deserve  AA-plus  ratings. 

California  will  not  go  broke  but 
some  smaller  governments  may. 
School  districts  are  running  out  of 
funds,  local  governments  are  finding 
it  difficult  to  appropriate  money  for 
roads  and  sewers.  Under  these  con- 
ditions, the  insurance  against  de- 
fault on  tax-exempt  bonds  that  is 


\Ben  Weberman  «  economics  editor  of 
Forbes  magazine. 


offered  by  two  companies,  Munici- 
pal Bond  Insurance  Association 
(MBIA)  and  American  Municipal 
Bond  Assurance  Co.  (AMBAC),  may 
be  worth  considering. 

MBIA  is  owned  by  five  major 
insurance  companies  irrevocably 
bound  to  guarantee  the  insurance 
policies  it  issues.  Its  owners  in- 
clude Aetna  Casualty  &  Surety, 
with  its  own  net  worth  of  $1.1 
billion;  Fireman's  Fund,  with  a  net 
worth  of  $887  million;  Travelers 
Indemnity,  worth  $1  billion  and 
Aetna  Insurance  and  Continental 
Insurance,  worth  $300  million  and 
$174  million,  respectively. 

AMBAC  is  a  subsidiary  of  MGIC 
Investment  Corp.,  which  provides 
its  own  net  worth  to  cover  risks  but 
also  sells  many  credits  to  other  in- 
surance companies  to  reinsure. 

Insurance  fees  of  about  1%  of  to- 
tal debt  service  are  paid  by  the  gov- 
ernment or  dealers.  Investors  have 
no  additional  cost. 

Both  companies  have  worked  out 
an  arrangement  with  Standard  & 
Poor's  Co.,  the  rating  agency,  which 
recognizes  that  any  credit  insured 
with  them  automatically  is  consid- 
ered AAA  in  quality  even  though  the 
issuer — the  borrower — may  be  only 
BBB  or  A  on  its  own  merits.  Howev- 
er, Standard  &  Poor's  is  not  entirely 
disinterested,  though  it  tries  to  be, 
because  Standard  does  receive  a  fee 
for  each  rating  it  issues. 

The  market,  however,  does  not 
give  full  recognition  to  the  value  of 
the  insurance.  Because  of  this,  in- 
sured bonds  tend  to  carry  a  rate  of 
return  that  is  greater  than  the  yield 
on  bonds  rated  AAA  or  AA  on  their 
own  merits  without  insurance. 

Here's  an  example:  In  late  Septem- 
ber, the  state  of  Montana  sold  gener- 
al obligations.  Rated  AA  on  their 
own,  the  ten-year  maturity  carries  a 
yield  of  10.3%.  About  the  same 


time,  Escambia  County  (Florida) 
Utilities  Authority  came  to  market 
with  ten-year  bonds  that  would  have 
been  rated  BBB  but  were,  in  fact, 
rated  AAA  because  the  MBIA  was 
willing  to  pick  up  the  risk.  The  yield 
on  these  bonds  was  11.75%.  The 
purchaser  of  Escambia  picked  up 
1.45%  additional  annual  return. 

On  Oct.  15,  the  Magnolia,  Tex. 
Independent  School  District  sold 
ten-year  bonds  carrying  a  rating  of 
BBB  with  a  yield  of  11.25%.  Mean- 
while, ten-year  Irvine  Ranch,  Calif, 
water  bonds,  which  were  raised  to 
AAA  by  Standard  because  of  MBIA, 
had  a  return  of  11.45%.  The  yield 
differential  was  minimal  despite  the 
wide  gap  in  quality  rating — again 
because  the  market  tends  to  under- 
rate the  value  of  the  insurance. 

Among  20- year  bonds,  Hawaii 
Airports  System  sold  an  issue  with 
MBIA  insurance  priced  to  yield 
13.25%.  By  contrast,  A-rated  Mu- 
nicipal Assistance  Corp.  of  New 
York  second  resolution,  20-year 
bonds  were  priced  to  yield  13.4%. 
The  Hawaii  Airports  bonds,  in  oth- 
er words,  pay  only  0.15%  less  inter- 
est than  the  uninsured  MACs. 

You  can  also  buy  tax-exempt 
bond  investment  trusts.  Van  Kam- 
pen,  Filkin  &  Merritt  is  the  biggest 
sponsor  of  insured  bond  funds,  with 
almost  $2  billion  outstanding. 
Working  on  trust  number  57,  Van 
Kampen  buys  bonds  that  are  not  yet 
insured  and  pays  AMBAC  to  insure 
them.  Bonds  in  series  57  had  an 
average  return  of  13.5%  when  pur- 
chased in  the  open  market.  The 
AMBAC  fee  of  about  0.25%  reduces 
the  yield  to  13.25%.  Deduct  from 
that  the  overhead  and  selling  com- 
mission and  the  investor  gets  a  re- 
turn of  12.7%.  The  insurance  fee  of 
0.25%  is  the  cost  of  owning  an  AAA 
instead  of  a  BBB  bond.  John  Nuveen 
&  Co.,  which  sells  mostly  uninsured 
bonds,  currently  offers  unit  trusts 
yielding  about  13%. 

To  some,  insuring  government 
bonds  may  seem  like  wearing  a  belt 
and  suspenders  at  the  same  time. 
But  circumstances  are  not  ordinary 
today.  In  markets  where  yields  are 
as  rewarding  as  they  are  now,  it 
doesn't  make  much  sense  to  pass  up 
the  insurance  feature  to  save  a  mis- 
erable 25  cents  a  year  on  every  $100 
invested.  Not  many  issuers  will  de- 
fault, but  why  take  a  chance  when 
the  premium  is  so  reasonable:  ■ 
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/  see  no  need  to  hurry  the  commitment 
of  liquid  reserves,  but  it  is  appropriate 
now  to  make  plans  for  what  to  buy  when 
you  think  the  time  has  come. 

TURN  OR  RALLY? 


By  Heinz  H.  Biel 


Nothing  changes  investor  senti- 
ment taster  than  a  tew  days  oi  rising 
prices.  The  fears  of  yesterday  are 
forgotten  overnight.  The  investor's 
new  worry  is  the  possibility  of  miss- 
ing a  major  turn. 

The  early  October  advance  had 
been  impressive  indeed.  It  had  vir- 
tually ignored  the  great  calamity  of 
Sadat's  assassination,  and  had  paid 
little  attention  to  the  prospect  of  a 
further  slowdown  in  business  activ- 
ity in  the  months  ahead,  it  seemed 
to  take  in  stride  the  analysts'  many 
downward  revisions  of  their  earn- 
ings estimates  of  corporate  profits 
tor  this  year  and  next.  It  had  the 
appearance  of  "immunity  to  bad 
news"  that,  at  least  in  my  opinion, 
often  characterizes  a  bear  market 
bottom. 

Many  stock  market  analysts,  par- 
ticularly those  who  emphasize  tech- 
nical analysis,  did  not  see  it  that 
way  at  all.  In  their  view  this  recent 
rise  was  nothing  but  a  perfectly  nor- 
mal bear  market  rally,  starting  from 
a  grossly  oversold  condition.  Such 
rallies  can  last  a  few  weeks  or  even  a 
couple  of  months,  offering  sucker 
bait  to  the  unwary  investor,  who 
yields  to  the  temptation  to  buy  in- 
stead of  selling  into  the  rally. 

I  am  inclined  to  follow  the  techni- 
cians' advice  not  to  "chase  the  ral- 
ly." Even  if  the  September  lows  turn 


Heinz  II  Biel  is  a  rice  president  of  the  .VKS'f 
firm  of  fatmey  Montgomery  Scott. 


out  to  have  been  the  bottom  ot  this 
bear  market,  the  probabilities  are 
fairly  strong  that  these  lows  will  be 
"tested"  before  very  long.  An  exam- 
ple of  such  testing  occurred  in  the 
fall  of  1974,  when  the  October  lows 
were  virtually  duplicated  three 
months  later.  The  subsequent  up- 
turn proved  to  be  the  real  McCoy. 

Much  is  made  of  the  decline  in 
money  rates  from  the  extreme 
heights  seen  a  few  months  ago. 
This  is  a  convenient  bull  argument, 
but  not  a  compelling  one.  Whatever 
the  causes  may  be,  whether  a  de- 
cline in  credit  demand  because  of 
the  incipient  recession,  or  whether 
the  Fed  has  been  a  little  more  ac- 
commodating by  easing  its  toot  ott 
the  credit  brake,  what  really  mat- 
ters are  longer-term  interest  rates. 
The  Treasury's  needs  tor  financing 
are  enormous  and  the  states,  mu- 
nicipalities and  innumerable  large 
and  small  corporations  are  waiting 
in  line.  The  funds  are  available — 
just  look  at  those  billions  in  the 
money  market  funds.  What  is  need- 
ed to  make  longer-term  invest- 
ments appealing  is  not  just  high  in- 
terest rates,  but  the  conviction  that 
inflation  has  been  brought  under 
control.  There  are  some  hopeful 
signs  in  that  respect,  but  the  faith 
is  still  lacking. 

Although  I  see  no  need  to  hurry 
the  commitment  of  liquid  reserves, 
it  is  appropriate  now  to  make  plans 
tor  what  to  buy  when  you  think  the 
time  has  come.  Here  are  some 
stocks  that  I  would  not  mind  at  all 
seeing  in  an  investor's  stock  portfo- 
lio. (Prices  shown  in  parentheses  are 
the  September  lows,  which,  howev- 
er, will  not  necessarily  be  seen  again 
in  the  months  ahead.) 

I  have  great  confidence  in  the  fu- 
ture of  manufacturing  companies 
that  have  proven  over  the  years  that 
they  can  cope  successfully  with 


times  ot  general  adversity.  Emerson 
Electric  (38'/4)  is  a  prime  example. 
Also  Masco  0>r/>  [33Va  ),  General  Sig- 
nal (33%)  and  Combustion  Engineer- 
ing (32'/4).  Despite  their  acknowl- 
edged growth-stock  status,  these 
stocks  are  all  selling  at  sensible  (10 
or  less)  earnings  multiples. 

Marsh  &  McLennan  (33'/2),  having 
more  or  less  digested  last  year's  ac- 
quisition of  a  major  British  insur- 
ance broker,  should  resume  its  more 
normal  rate  of  growth  next  year. 
This  stock  is  a  sound  and  conserva- 
tive investment.  Next  year's  earn- 
ings may  approach  the  S4  level. 

I  cannot  think  ot  a  more  horrible 
name  tor  good  old  Chessie  (plus  Sea- 
board Coast  Line)  than  CSX  Corp. 
(41).  Despite  its  meaningless  name, 
the  stock  otters  solid  and  rising 
earnings,  sound  finances  and  even  a 
fairly  decent  income.  It  you  can 
stand  the  stock's  volatility,  keep  an 
eye  on  Burlington  Northern  (37),  a 
company  with  great  potential,  but 
far  more  leveraged  than  I  nion  Pacifi 
ic  (42 Vi),  another  stock  I  like. 

I  wonder  whether  producing,  re- 
tining  and  marketing  of  petroleum 
products  is  still  a  growth  industry. 
(Isn't  that  why  all  the  big  ones  are 
trying  so  hard  to  "diversify"?)  But 
the  search  tor  new  oil  is  most  likely 
to  continue  at  a  hectic  rate.  There- 
fore, stocks  like Scfplumherger  (491/*), 
Hug/jes  Tool  (29'/4)  or  NL  Industries 
(33)  seem  better  suited  tor  an  aggres- 
sive investor  than  big  Evvo//  (29%), 
whose  primary  attraction  is  its  tat 
dividend  yield. 

I  have  a  generally  negative  atti- 
tude toward  the  steel  industry, 
which  is  capital-intensive,  labor-in- 
tensive and  always  seems  to  have 
problems  with  foreign  imports.  I  do 
make  an  exception  with  Siicor 
( 'or/ >.,  whose  stock  plunged  from  a 
1981  high  of  82%  to  a  September 
low  of  49.  A  pygmy  in  this  industry 
(1980  sales  were  only  $482  million), 
it  is  a  giant  in  other  respects,  with  a 
return  on  equity  unmatched  by  any 
of'the  major  steels.  This  year's  earn- 
ings will  be  down  to  about  $6  a 
share  or  less,  because  Nucor  is  ab- 
sorbing startup  expenses  of  a  maior 
expansion  program.  However,  the 
payoft  will  come  in  1982,  when 
earnings  could  lump  to  $10  a  share. 
No  wonder  the  stock  is  selling  at  a| 
relatively  high  multiple,  at  twice  its 
book  value,  while  paying  only  a 
nominal  dividend.  ■ 
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Amfac. 

Aren't  they  in  retail? 
Or  is  it  wholesale? 


Our  Retail  Group  owns  and  operates  Liberty  House  department  stores. 
(In  Hawaii,  California  and  Nevada.)  Our  Distribution  Group  is  one  of  the 

nation's  leading  wholesalers  of  pharmaceuticals,  electrical  and 
mechanical  supplies.  Both  groups  are  successful,  and  should  be.  We've 
been  wholesalers  and  retailers  for  over  a  hundred  years. 
When  the  question  is  Amfac,  the  answer  is  yes. 

^nnfec 

Forbes  500.  $2  billion  revenues. 
Dividend,  $1 .44.  Return  on  Equity,  18.9%. 


1 1981  Amfac,  Inc 


UNICEF 
does 
BIG 
things 

for 

small 

children 


Something  good  is  happening  in 
the  world  today.  UNICEF,  the  United 
Nations  Children's  Fund,  is 
improving  the  lives  of  children  in 
more  than  100  developing  countries. 

And  you  can  become  a  part  of  this 
life-giving  effort  through  UNICEF's 
new  Holiday  Collection  of  greeting 
cards,  stationery,  gifts,  and  calendars. 

Over  80  designs  to  meet  every  cor- 
respondence need.  Multicultural  gifts 
that  educate  and  entertain.  Full-color 
calendars  perfect  for  home  and  office. 
Together  they  add  up  to  healthier  and 
happier  lives  for  the  world's  neediest 
children. 

This  year,  make  your  holiday 
greetings  count.  Send  the  gift  of  life 
with  UNICEF  cards  and  gifts. 


Write  for  a  free  color  brochure: 

U.S.  Committee  for  UNICEF 

331  East  38th  Street,  New  York.  NY  10016 

Or  call  toll  free:  1-800-228-1666 


r 


UNICEF 


Cards 
Stationery*  Gifts 
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L  N.Y.  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd&  3rd  Aves.) 
NYC.  753-8450-1 


By  Richard  B.  Hoey 


Market  Trends 


The  era  of  inflation-hedge  hoarding  and 
borrowing  is  coming  to  an  end;  the  era 
of  financial  saving  is  beginning. 

THE  FLIGHT  TO 
PAPER  MONEY 


tactics,  but  arc  in  lull  agreement  on 
the  fundamental  strategy  of  a  gradu- 
al persistent  deceleration  of  money 
growth. 

The  Administration  is  pressuring 
the  Fed  to  adhere  to  its  announced 
monetary  target  for  Ml-B.  The  Ad- 
ministration doesn't  want  a  procy- 
clical  contraction  of  money,  which 
would  exacerbate  recessionary 
trends.  Nor  does  it  want  an  aban- 
donment of  the  long-term  pattern  of 
gradually  decelerating  monetary 
growth.  The  view  of  the  economic 
policymakers  in  the  Administration 
is  that  sharp  declines  in  monetary 
growth  are  counterproductive  be- 
cause they  tend  to  be  followed  by 
excessive  stimulation  in  the  reces- 
sionary aftermath.  This  was  the 
pattern  in  1980.  They  believe  more- 
gradual  restraint  has  a  better  chance 
of  being  sustained. 

The  Fed  is  currently  trying  to  re- 
gain the  credibility  it  lost  by  repeat- 
ed bouts  of  excessive  monetary 
growth.  So  it  has  a  bias  that  sees 
below-target  growth  in  Ml-B  as 
more  acceptable  than  above-target 
growth. 

But  don't  let  all  this  infighting  on 
the  details  obscure  the  mam  point. 
The  disagreement  between  the  Ad- 
ministration and  the  Federal  Re- 
serve is  purely  tactical.  On  the  strat- 
egy of  gradual,  sustained  decelera- 
tion of  monetary  growth,  they  are 
in  synch. 

The  flight  from  paper  money  is 
slowly  giving  way  to  the  flight  to 
paper  money  because  tor  the  first 
time  the  Fed  is  engaged  in  a  sus- 
tained effort  to  restrain  monetary 
growth.  The  short-term  effect  has 
been  high  and  volatile  interest  rates. 
The  long-term  effect  will  be  a  gradu- 
al downtrend  in  inflationary  pres- 
sures and  a  permanent  shift  away 
from  leveraged  hoarding  of  real  as- 
sets and  toward  financial  saving. 


Ironically,  iust  as  talk  of  a  gold  stan- 
dard has  been  rising,  there  have 
been  growing  signs  of  a  flight  to 
paper  money.  Over  the  last  year  or 
two,  every  inflation  hedge  known  to 
man  has  been  in  a  downtrend — real 
estate,  diamonds,  gold,  silver,  Swiss 
francs  and  even,  I  hear,  baseball 
cards.  Money  market  funds  have 
shown  explosive  growth,  while  con- 
sumer and  mortgage  borrowing 
have  decelerated.  The  strongest  de- 
mand for  credit  has  come  from  out- 
side the  profit-maximizing  sector: 
from  the  federal  government. 

Recent  events  in  the  economy 
don't  fit  neatly  in  a  normal  cyclical 
context  of  expansion  or  recession. 
Rather,  they  reflect  the  turbulence 
of  a  transitional  period  from  one 
long-term  trend  to  another.  The  era 
of  inflation-hedge  hoarding  and  in- 
flation-hedge borrowing  is  coming 
to  an  end,  and  the  era  of  financial 
saving  is  beginning. 

The  evidence  is  growing  that  this 
is  a  major  turning  point  in  the  credit 
inflation.  Skeptics  read  that  Trea- 
sury Secretary  Regan  wants  the  Fed 
to  speed  up  the  growth  of  the  mon- 
ey supply  to  reach  its  announced 
targets  and  assume  that  it's  back  to 
business  as  usual.  But  it's  not.  The 
Administration  and  the  Fed  are 
fighting  like  tomcats  over  monetary 

Richard  B.  Hdey  is  a  rice  president,  econo- 
mist and  iurest»ieut  strategist  at  /{ache 
liaise)'  Stuart  Shields 


FORBES,  NOVEMBER  v.  1981  : 


MONEY  &  INVESTMENTS 

Watch  like  a  hawk  to  see  if  the 
Treasury  includes  a  30-year  bond  in 
its  November  auction.  I  think 
they're  crazy  to  offer  bonds  with  25- 
year  call  protection  anywhere  near 
current  yields.  In  the  private  sector, 
the  issuance  of  bonds  with  call  pro- 
tection longer  than  five  years  has 
dried  up.  Only  the  government  can 
afford  the  risk  of  promising  such  a 
high  yield  for  such  a  long  period. 

The  Reagan  Administration  in- 
herited from  earlier  Administra- 
tions a  policy  of  lengthening  the 
average  maturity  of  the  Treasury 
debt  by  greatly  increasing  the  issu- 
ance of  long-term  bonds.  But  back 
then,  real  yields  were  low.  Long- 
term  government  bond  yields  didn't 
reach  9%  until  the  fall  of  1979. 

The  Treasury  has  just  issued  a  20- 
year  bond  at  a  yield  of  15.78%  at 
about  the  same  time  our  Decision- 
Makers  Poll  showed  that  institu- 
tional decision  makers  expected  an 
inflation  rate  of  7.62%  over  the  next 
ten  years.  The  government  has  thus 
locked  the  taxpayers  into  paying  in- 
terest for  years  at  a  rate  some  800 
basis  points  over  the  expected  rate 
of  inflation.  And  remember,  the 
Treasury  Department  can't  deduct 
interest  payments  from  its  taxes. 
The  Treasury  must  pay  the  going 
rate  to  borrow,  but  it  doesn't  need 
to  fund  itself  at  record  real  yields 
with  bonds  that  are  noncallable  un- 
til the  next  century. 

In  a  few  years,  people  will  look 
back  at  the  yields  available  in  1981 
on  the  few  government  bonds  that 
are  call-protected  into  the  21st  cen- 
tury and  wish  they  had  bought 
some.  But  if  you  want  to  buy  them 
on  leverage  as  an  aggressive  specula- 
tion, you're  on  your  own. 

In  these  turbulent  markets,  I  con- 
tinue to  prefer  stocks  selling  at  low 
multiples  of  1982  estimated  earn- 
ings. For  example,  Hercules  (20) 
earned  $2.60  in  1980  and  should 
earn  $3.05  in  1981  and  $4.30  in 
1982.  Its  multiple  on  estimated 
1982  earnings  is  about  4.7. 

Hercules  is  at  the  midpoint  of  a 
six-year  capital  program  that  will 
increase  its  net  fixed  plant  by  about 
85%.  As  a  result,  earnings  could  hit 
$6  by  1984  and  possibly  $12  by  the 
end  of  the  decade.  I  think  it's  a 
classic  buy-and-hold  stock,  rather 
than  a  trading  vehicle.  It  may  not 
give  you  a  lot  of  action,  but  it's  a 
sound  long-term  investment.  ■ 
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nificant changes  in  any  of  your  stocks. 
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While  past  performance  can  never  guarantee  future  success,  this 
record  of  15  years  of  successful  discrimination  strongly  suggests 
that  you  can  tilt  the  investment  probabilities  in  your  favor  by  using 
The  Value  Line  ranks  to  give  you  objective  indexes  not  only  of 
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Value  Line  is  offering  a  special  introductory  10-week  trial  subscrip- 
tion to  The  Value  Line  Investment  Survey  for  only  $33— about  half 
the  regular  price,  provided  you  have  not  had  a  subscription  in  the 
past  two  years.  As  a  double  bonus  at  no  additional  charge,  you  will 
receive  the  2000-page  Investors  Reference  Service  (covering  1700 
stocks)  which  will  be  updated  every  week — filing  takes  but  one 
minute  a  week— and  the  96-page  booklet  "Evaluating  Common 
Stocks." 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 
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Paradox:  The  higher  the  standard  of  liv- 
ing the  politicians  promise,  the  lower  the 
standard  the  public  is  likely  to  get. 

PROMISES, 
PROMISES 


By  Ashby  Bladen 


The  people  who  read  this  magazine 
are  worried  and,  in  my  opinion, 
rightly  so.  I  can  see  it  in  my  mail. 
The  basic  theme  running  through 
all  of  my  writings  is  that  the  domi- 
nant political  movement  of  the  20th 
century,  social  democracy,  is  ulti- 
mately self-defeating.  The  heart  of 
social  democracy  is  the  notion  that 
people  deserve  an  income  just  for 
being  people,  regardless  of  whether 
or  not  they  contribute  to  the  com- 
mon weal.  Virtually  all  countries 
that  can  afford  it,  and  quite  a  few 
that  really  cannot,  provide  a  "safety 
net"  level  of  income  as  a  matter  of 
legal  right. 

I  presume  that  a  safety  net  hung 
somewhere  above  the  minimum 
subsistence  level  is  a  political  im- 
perative today.  But  it  does  create  a 
problem.  The  higher  the  safety  net 
is  hung,  the  greater  the  incentive  it 
creates  for  people  not  to  produce, 
but  to  live  off  the  productive  efforts 
of  others.  Thus  the  higher  the  stan- 
dard of  living  a  society  promises  as  a 
matter  of  legal  right,  the  lower  the 
actual  standard  of  living  is  likely  to 
be.  The  practical  working  out  of  this 
paradox  has  taken  Britain  within  a 
single  lifetime  from  the  richest 
country  in  the  world  to  the  poorest 
country  in  northern  Europe. 


Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


I  am  the  investment  officer  of  a 
rather  large  financial  institution.  As 
such,  I  am  charged  with  the  respon- 
sibility for  a  few  billion  dollars  of 
other  people's  savings. 

The  worst  problem  that  my  com- 
pany's policyholders  face  is  one  that 
many  investment  officers  choose  to 
ignore  altogether:  Politicians  have  a 
penchant  for  promising  a  higher 
standard  of  living  than  it  is  practi- 
cally possible  to  provide  in  real 
terms.  They  can  provide  it  in  mon- 
ey terms  by  borrowing  on  the  credit 
of  the  State,  which  is  unlimited  be- 
cause it  is  based  on  force,  not  on 
earned  income.  But  there  is  no  way 
to  create  with  a  stroke  of  the  pen 
the  real  goods  and  services  that 
make  up  our  actual  standard  of  liv- 
ing. Somebody  has  to  go  to  the  effort 
and  bother  of  producing  them.  To 
the  extent  that  we  create  more  pur- 
chasing power  by  borrowing  than  we 
have  earned  by  producing  real  goods 
or  services,  the  equation  is  necessar- 
ily balanced  by  inflation.  The  infla- 
tion also  erodes  and  can  ultimately 
destroy  the  real  value  of  the  savings 
that  productive  people  have  accumu- 
lated out  of  their  earned  incomes. 
That  is  why  you  and  I,  who  do  not 
wish  to  spend  our  declining  years  in 
the  safety  net,  are  worried. 

Thus,  the  original  motive  for  my 
literary  efforts  was  political — I 
wanted  to  help  elect  an  Administra- 
tion that  would  restrain  the  growth 
of  social  democracy  before  it  de- 
stroyed our  real  standard  of  living. 
We  now  have  such  an  Administra- 
tion. In  this  column,  I  will  continue 
to  try  to  prod  the  Administration  in 
the  right  direction.  But  I  have  also 
pointed  out  that  ending  the  infla- 
tion will  necessarily  involve  a  finan- 
cial crisis,  and  reader  letters  remind 
me  that  many  of  you  are  worried 
not  only  about  what  inflation  is  do- 
ing to  the  real  value  of  all  financial 
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promises  but  also  about  the  risk 
that  the  promises  you  are  relying  on 
will  not  be  kept  even  in  terms  of 
money.  Well,  some  such  promises 
are  worrisome  but  many  really 
aren't.  As  a  professional  investment 
analyst,  I  am  in  a  position  to  help 
you  sort  out  the  two  kinds.  I  cannot 
go  into  the  business  of  individual 
investment  counseling,  but  from 
time  to  time,  I  will  devote  a  column 
to  telling  you  which  kinds  of  finan- 
cial promises  are  likely  to  be  kept 
and  which  aren't. 

Several  of  you  have  written  me  to 
ask  whether  you  should  worry  about 
specific  investments  that  are  in  fact 
full  faith  and  credit  obligations  of  the 
U.S.  government.  I  believe  that  it  is 
wholly  unreasonable  to  worry  about 
whether  such  obligations  will  be 
paid  in  money;  although  what  the 
money  will  be  worth  at  the  time  is, 
of  course,  a  cause  for  concern.  Any 
government  of  a  sovereign  state  can 
declare  its  notes  to  be  legal  tender 
and  force  the  people  to  accept  them. 
So  it  can  always  refinance  its  debts 
unless  and  until  its  authority  has 
dwindled  to  the  point  at  which  the 
people  believe  that  they  can  defy  it 
with  impunity.  When  governments 
get  to  that  point,  they  have  to  issue 
more  and  more  promises  to  pay  for 
the  resources  they  need  to  maintain 
their  authority.  That  is  one  reason 
why  revolution  and  hyperinflation 
frequently  go  hand  in  hand.  Obvi- 
ously, we  are  very  far  from  that  point 
in  this  country. 

Here  is  a  list  of  the  publicly  held 
obligations  that  are  not  obviously, 
but  are  in  fact,  backed  by  the  full 
faith  and  credit  of  the  U.S.  govern- 
ment: notes  backed  by  the  Chrysler 
Corp.  Loan  Guarantee  Board;  Farm- 
ers Home  Administration  Insured 
Notes  and  Certificates  of  Beneficial 
Ownership;  Federal  Housing  Au- 
thority Debentures;  General  Ser- 
vices Administration  Participation 
Certificates;  Federal  Home  Loan 
Mortgage  Corp.  and  Federal  Nation- 
al Mortgage  Association  obligations 
(that  is,  those  that  are  guaranteed  by 
the  Government  National  Mortgage 
Association);  GNMA  Participation 
Certificates  and  Passthroughs;  Title 
XI  Federal  Maritime  Administra- 
tion Guarantees;  New  Community 
Debentures;  Small  Business  Admin- 
istration Debentures;  and  Washing- 
ton Metropolitan  Transit  Authority 
Bonds.  ■ 
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k/Ve  Take  Care 

Df  Our  Children's  Future 


jhrgas  AG,  the  largest  gas  importer  in  the 
Drld.  procured  more  gas  supplies  for  the  Feci- 
al Republic  of  Germany  in  the  course  of  1980. 

jjreements  with  Norwegian  producers  paved 
3  way  for  access  to  major  new  discoveries  in 
3  northern  part  of  the  North  Sea.  Agreement 
as  also  reached  for  the  importation  of  liquefied 
itural  gas  from  Nigeria.  Central  and  South 
nerica  and  Canada  are  further  potential 
urces  of  gas  supplies. 

le  new  projects  entail  close  co-operation  with 
ir  European  partners.  Together,  we  have  nego- 
ted  prices  which  allow  natural  gas  to  compete 
i  the  energy  market  with  other  fuels.  We  intend 
continue  this  policy. 

ihrgas  AG  has  a  sound  financial  basis  as  well 
commercial  and  engineering  expertise.  This 
lund  basis  gives  us  the  strength  to  make  our 
jntribution  to  future  West  German  gas  supplies 
or  our  children's  children. 


note 


Natural  Gas  is  Our  Business 


0  Highlights 

sendout 
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ital  expenditures 
gth  of  pipeline  system 
iloyees 


1.450.2  billion  SCF 
8,8  billion  DM 
262.5  million  DM 
5,718  km 
2,938  persons 


ance  Sheet  (million  DM) 

ETS 


erty,  plant  and  equipment  2,733 

tments  and  long-term  receivables  375 
assets 

id  assets  240 

r  current  assets  1 ,788 
nt  assets 

ILITIES 


3,108 


2,028 
5,136 


ation  Reserves 
l-Term  Provisions  and  Debt 
-Term  Provisions  and  Debt.  Profit 


1,101 
1,607 
657 
1,771 
5,136 


Statement  of  Income  (million  DM) 

Revenue 

Raw  materials,  supplies  and  merchandise 

Operating  income 
Other  Income 

Depreciation 

Interest  and  similar  expenses 
Other  expenses 

Net  income  for  the  year 
Appropriation  of  net  income  to 
voluntary  reserve 

Profit 


150 
26 
676 


8,805 
7,895 

910 
149 

1,059 


852 
207 

102 
105 


The  complete  balance  sheet  and  related  statement  of  income 
issued  with  a  certificate  by  the  certified  public  accountants  are  avail- 
able on  request. 


RUHRGASAG  Postfach  10  32  52 
Federal  Republic  of  Germany 
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If  you  were  thinking  of  investing  in  Eu- 
rope, particularly  France,  think  again. 

WAITING  FOR 
LE  DELUGE 


By  John  Train 


"invest  in  France?"  asked  Michael 
White.  "Don't  even  think  of  it.  No- 
where in  Europe,  tot  that  matter." 
Why? 

"Because  Mitterrand  is  going  to 
destroy  the  French  economy.  After- 
wards he'll  leave  in  disgrace,  hut 
before  he  goes,  you'll  see  a  30%  or 
40%  interest  rate  and  a  general 
flight  from  currency.  No  bourse  can 
withstand  that  kind  of  pressure. 

"The  French  example  will  depress 
the  other  European  markets,  but  the 
countries  are,  in  addition,  sick 
themselves.  Britain  and  Italy  are  in 
a  dreadful  mess;  Germany  and  the 
Low  Countries  are  decomposing." 

For  many,  many  years  Michael 
White  has  been  covering  the  Euro- 
pean beat  tor  his  privately  circulated 
newsletter,  America  and  Europe  in 
h'lux.  i  have  learned  to  take  his  opin- 
ions seriously. 

Why  does  Mitterrand  necessarily 
have  to  go  wrong? 

"Over  halt  ot  the  French  labor 
force  works  in  small  businesses. 
When  the  French  small  business- 
man smells  trouble,  he  goes  into  a 
defensive  position,  cuts  out  all  the 
frills  and  lays  off  all  the  excess  em- 
ployees. When  these  disappointed 
employees  hit  the  streets,  there  will 
be  a  fearful  outcry. 


John  Train  is  president  of  Train,  Smith.  In- 
vestment Counsel.  A«r  York,  and  the  author 
o/  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


"Then,  some  ot  Mitterrand's 
taxes  hit  right  at  the  heart  of  what 
the  French  consider  to  be  basic  mo- 
rality. The  French  believe  deeply  in 
the  family,  and  have  always  felt  that 
family  assets  should  be  able  to  pass 
from  generation  to  generation  with- 
out significant  tax.  Mitterrand's 
new  tax  code  has  hit  this  principle 
very  hard,  and  so  has  created  a  deep 
sense  of  outrage. 

"Mitterrand's  nationalization 
program  will  cost  between  $3.5  bil- 
lion and  $9  billion,  which  will  mean 
a  huge  amount  of  credit  inflation. 
That,  1  think,  will  shove  the  French 
franc  down  to  8  to  the  dollar  by  this 
time  next  year. 

"1  would  think  that  within  two 
years  inflation  might  be  pushing 
40%,  by  which  time  the  middle  and 
lower  classes  will  be  so  battered  that 
there  will  be  disorders  in  the  streets, 
and  Mitterrand  will  he  removed, 
one  way  or  another,  from  office. 

"But,  of  course,  Mitterrand  only 
got  in  because  of  the  Communists," 
White  added. 

How  is  that? 

"Without  Communist  support 
Mitterrand  would  not  have  received 
the  crucial  4%  or  5%  of  the  vote 
that  put  him  over.  Now,  the  Com- 
munists never  do  anything  to  help 
the  Socialists  without  a  very  good 
reason.  This  is  especially  true  of 
Mitterrand,  whose  avowed  inten- 
tion is  to  destroy  the  Communists, 
who,  atter  all,  want  to  get  control  of 
all  ot  Europe.  Mitterrand's  objec- 
tive, in  fact/  is  to  create  an  egalitar- 
ian Fiance  where  communism  will 
be  irrelevant." 

So  why  did  the  Communists  help 
their  enemy? 

"Russia  needs  to  resolve  the  Po- 
lish question  before  it  can  get  on 
with  its  geopolitical  strategy  in  Eu- 
rope, the  Middle  East  and  Africa. 
Therefore,  as  the  Polish  situation  is, 


at  least  tor  now,  hurting  the  Warsaw 
Pact,  what  better  countermcasure 
than  to  destabilize  an  already  weak 
Europe  by  ensuring  the  quasi-bank- 
ruptcy  of  France?  By  electing  the 
Socialists  under  Mitterrand?" 

White's  analysis  of  the  outlook 
for  France  differs  from  that  ot  other 
well-informed  Frenchmen  I  consult- 
ed on  a  recent  research  trip  only  in 
his  expectation  of  a  social  upheaval 
that  will  bring  down  the  govern- 
ment— a  hold  prediction  indeed.  But 
as  to  the  rest  ot  his  outline,  there 
isn't  much  disagreement.  Mitter- 
rand has  more  power  than  any 
French  ruler  since  Louis  XIV,  and  he- 
proposes  to  use  it  to  change  France 
profoundly. 

If  you  want  to  extinguish  a  coun- 
try's upper  middle  class,  you  don't 
need  to  attack  their  physical  per- 
sons, a  la  Castro,  or  indeed  the  |aco- 
bins.  The  modern  way,  which  was 
attempted  by  Allende  in  Chile,  tor 
instance,  is  to  cut  oft  the  legs  of  the 
middle  class,  using  economic  weap- 
ons. This  can  easily  be  done  by  a 
combination  of  income,  estate  and 
wealth  taxes  and  wage-and-pnee 
controls,  without  creating  the 
howls  that  arise  when  you  lock  up 
people.  The  businessman  is  hit  with 
a  series  of  rules,  increasing  his 
wages  and  freezing  his  prices,  and 
pretty  soon,  asphyxiating  him  for 
lack  of  cash  flow,  he  no  longer 
counts  in  the  power  equation. 

It's  easy  enough  to  get  control  of 
the  press  this  way.  In  France,  es- 
sentially, all  credit  is  nationalized. 
One  of  the  leading  tree-enterprise 
dailies  needs  desperately  to  refi- 
nance its  bank  loans,  but  has  no- 
where to  turn  except  a  govern- 
ment-controlled institution.  Not 
surprisingly,  the  owner  is  yearning 
to  sell  out.  Perhaps  his  friendly 
[government-controlled)  banker 
can  find  a  suitable  successor. 

Or  take  landlords.  In  France  the 
investor  often  prefers  real  estate 
over  stocks.  One  ot  the  present) 
government's  first  acts  has  been  to 
limit  rent  increases  to  8%  a  year. 
If  it  adopts  measures  that  result  in) 
an  inflation  rate  of  30%  a  year,, 
say,  the  landlord's  cost  will  over- 
take his  income  soon  enough,  and 
that  sector  of  free  enterprise  will 
be  quietly  destroyed. 

Anyway,  if  you  were  thinking  oi 
internationalizing  your  portfolio, 
France  isn't  the  place  to  begin  ■ 
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The  Chinese  have  been  isolated  for  centu- 
ries; now  they're  seeking  to  expand  trade. 

INSCRUTABLE? 
NOT  ANY  MORE 


By  Srully  Blotnick 


A  wide  variety  of  American  firms, 
I  selling  everything  from  soft  drinks 
to  software,  recently  have  expressed 
an  interest  in  doing  business  with 
I  China.  The  immense  and  largely 
I  untapped  market  of  nearly  1  billion 
ji  people  beckons,  particularly  since 
li  China  liberalized  its  trade  policies 
[late  in  1976. 

However,  there  are  a  number  of 
:  pitfalls  awaiting  theunwary.  As  Law- 
I:  rence  Fung  puts  it:  "Is  there  ^market 
|  for  your  products?"  He  replies  that 
i  while  the  Chinese  appetite  for  for- 
I;  eign  technology  is  growing  rapidly, 
luxury  consumer  goods  "have  very 
limited  prospects  in  China."  Fung, 
|i  the  editor  of  the  China  Trade  Hand- 
book ( $50,  Facts  on  File,  Inc.,  460  Park 
.Ave.  South,  New  York,  N.Y.  10016), 
■one  of  the  best  books  of  more  than 30 
j  that  I  have  examined  for  anyone 
liseriously  considering  trade  with  Chi- 
I  na,  highlights  other  complexities. 

"When  attempting  to  sell  to  Chi- 
j  na,"  he  states,  "we  should  distin- 
guish between  two  important 
groups  of  people:  the  Chinese  for- 
eign trade  corporations  [FTCs]  and 
:he  end-users."  Why  is  the  distinc- 
tion worthwhile?  Because  many 
traders  think  the  FTCs  (which  in 
phina  are  state-owned,  as  opposed 
:o  Japan's  trading  companies,  which 


>".  Srully  Blotnick  is  a  practicing  psycholo- 
ist  and  author  of  Getting  Rich  Your  Own 
Cay  and  Winning:  The  Psychology  of  Suc- 
essful  Investing. 


are  privately  owned)  are  all-impor- 
tant in  China's  import  decision- 
making process.  According  to  Fung: 
"This  is  not  true.  Although  FTC 
delegates  are  the  commercial  offi- 
cials we  generally  meet  in  the  Can- 
ton Trade  Fair,  and  are  patient  nego- 
tiators who  drive  hard  bargains, 
they  are  chiefly  concerned  with  the 
commercial  side  of  the  negotia- 
tions. It  is  now  apparent  that  Chi- 
nese end-users  are  the  people  who 
carry  weight  in  China's  buying  deci- 
sions." As  a  result,  veteran  mer- 
chants concede  that  "meeting  end- 
users  is  a  significant  part  of  their 
sales  activities." 

Books  like  Fung's,  dealing  with 
the  technical  details  of  commercial 
transactions,  need  to  be  supple- 
mented by  accounts  of  a  more  gen- 
eral nature.  Yale  University  Press 
recently  published  a  sleeper  in  this 
category:  1587,  a  Year  of  No  Signifi- 
cance, by  Ray  Huang.  Don't  let  the 
title  fool  you.  This  is  a  superb  book, 
one  that  answers  many  questions 
about  the  Chinese,  past  and  present. 
Moreover,  it  is  self-contained.  To 
follow  the  narrative  all  you  need  do 
is  remember  the  names  of  about  a 
dozen  central  characters. 

What  will  you  learn  if  you  do? 
One  of  many  things  is  this:  Chinese 
rulers  tended  to  be  dictatorial  in 
part  because  they  had  so  little  mili- 
tary muscle  at  their  disposal  to 
maintain  order.  As  Huang  puts  it: 
"The  emperor  did  not  have  a  formi- 
dable army  at  his  command.  He  re- 
mained the  Son  of  Heaven  only  be- 
cause everyone  believed  he  was. 
This  belief  required  ritualistic  exer- 
cises involving  the  sovereign.  A  de- 
gree of  make-believe  was  involved 
[in  these  rituals];  but  make-believe 
isn't  necessarily  unreal.  One  must 
realize  how  powerful  an  instrument 
of  government  it  was  when  all  par- 
ticipants shared  a  belief  in  it." 


Switching  from  the  1580s  to  the 
1980s  can  be  done  in  a  particularly 
illuminating  way.  David  Bonavia, 
chief  of  the  London  Times'  Peking 
Bureau,  has  a  new  work  out  enti- 
tled, The  Chinese  (Harper  &  Row). 
Turning  from  Huang's  book  to  Bo- 
navia's  is  like  being  suddenly 
doused  with  a  bucket  of  ice  water. 
The  characters  Huang  writes  about 
are  eminently  manageable  on  paper 
since  they're  all  conveniently  dead. 
The  people  Bonavia  describes,  on 
the  other  hand,  are  very  much  alive. 
He  knows  them  from  years  of  first- 
hand contact. 

Listen  to  him:  "Noise  is  the  es- 
sential accompaniment  to  almost 
any  activity  in  China.  People  have 
a  tendency  to  shout  at  one  an- 
other, especially  on  the  tele- 
phone." Where  there  is  no  normal 
noise,  "it  will  be  supplied  over 
loudspeakers." 

There  are  other  insights,  too  nu- 
merous to  list,  but  two  deserve  spe- 
cial mention.  First:  "One  of  the  big- 
gest surprises  for  most  Westerners 
visiting  China  is  to  find  that  the 
people  don't  work  nearly  as  hard  as 
their  kin  in  Hong  Kong.  Any  Hong 
Kong  manufacturer  will  confirm 
that  Chinese  who  have  sneaked 
across  the  border  and  found  jobs  in 
the  British  territory  need  several 
months  to  adjust  to  the  pace  of 
work  in  Hong  Kong." 

Second:  "The  narrow  ranges  of 
colors  and  styles  available  has  led  to 
the  extraordinary  belief — propagat- 
ed by  short-term  visitors — that  'all 
Chinese  people  dress  alike.'  This 
was  never  true;  only  the  Western 
eye,  accustomed  to  a  much  wider 
spectrum  of  style  and  fashion,  finds 
the  Chinese  form  of  dress  some- 
what uniform  and  monotonous. 
Chinese  people,  by  contrast,  have 
always  been  able  to  distinguish  dif- 
ferences of  fabric,  cut  and  color; 
these  readily  identify  the  social  sta- 
tus of  the  wearer." 

Reading  Huang's  book  and  im- 
mediately following  it  up  with 
Bonavia's  is  an  experience.  Since 
the  country  is  a  source  of  continu- 
ing fascination  to  me,  during  the 
last  two  decades  I  have  waded 
through  hundreds  of  books  about 
China,  but  was  propelled  through 
these  two.  If  you  intend  to  trade 
with  China,  the  books — and  per- 
haps even  the  business — will  prove 
profitable.  ■ 
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Commodities 


\1(  )NEY&  INVESTMENTS 


The  Soviets  were  looking  for  a  big  crop 
this  year  after  two  bad  harvests  in  a  row. 
All  they  got  was  more  of  the  same. 

HELP!  CALL  THE 
GRAIN  DOCTOR 


By  Stanley  W.  Angrist 


When  a  country  suiters  a  bad  crop,  it 
generally  bodes  ill  for  the  residents 
of  that  country.  If  a  country  suffers 
back-to-back  crop  failures  the  prob- 
lem is  considerably  more  serious, 
and  more  than  simple  "belt  tighten- 
ing" is  usually  required.  But  what 
happens  to  a  country  that  encoun- 
ters three  disastrous  crops  in  a  row? 
The  Soviet  Union  is  now  in  the 
process  of  finding  the  answer  to 
that  question. 

The  U.S.  Department  ot  Agricul- 
ture estimates  the  U.S.S.R.'s  1981 
gram  crop  at  no  more  than  180  mil- 
lion tons,  56  million  tons  below  tar- 
get and  25  million  tons  under  the 
average  annual  production  during 
the  previous  Five-Year-Plan  period. 
The  Leslie  Analytical  Organization 
recently  prepared  a  review  of  this 
year's  Soviet  crop,  which  is,  in  part, 
a  basis  for  this  column. 

The  gram  production  goal  and 
need  as  projected  in  the  new  Five- 
Year  Plan  was  236  million  metric 
tons.  The  official  Soviet  1981  crop 
production  will  not  be  announced 
until  some  time  after  November, 
but  a  recent  U.S.S.R.  news  release 
estimates  the  harvest  at  less  than 
170  million  tons. 

There  is  no  doubt  that  part  of  the 
U.S.S.R.'s  problem  in  being  unable 
to  consistently  bring  in  a  large  crop 


Mauley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  I  iiii  vrsity  and  the  author  of  Sensi- 
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is  the  weather.  However,  this  year 
the  winter  grain  crop  suffered  an 
unusually  low  winter-kill — about 
halt  of  normal.  The  same  hot,  dry 
weather  conditions  that  favored  the 
winter  grain  harvest  have  damaged 
the  spring  gram  crop.  A  combina- 
tion of  high  temperatures,  strong 
winds  and  low  humidity  blew 
across  the  European  U.S.S.R.  grain 
regions  once  in  June  and  again  in 
July.  This  combination  desiccated 
the  spring  crops  when  the  plants 
were  in  their  most  moisture-sensi 
tive  stage  of  growth.  Just  how  dam- 
aging such  a  condition  can  be  is 
better  understood  when  one  consid- 
ers that  the  spring  grains  make  up 
about  75%  of  the  total  grain  produc- 
tion and  that  60%  of  the  spring  crop 
is  .mown  in  the  European  U.S.S.R. 

The  total  Soviet  oilseed  crop, 
which  includes  sunflower  seed,  cot- 
tonseed and  soybeans,  is  estimated 
at  10.6  million  tons — approximately 
the  same  as  last  year.  This  inability 
to  increase  soybean  production  is 
part  of  the  problem  ot  increasing 
livestock  production.  Both  sunflow- 
er seeds  and  cottonseeds  yield  rela- 
tively little  high-protein  meal  (for 
animal  teed)  when  compared  with 
soybeans. 


The  Soviets  have  not  increased 
their  soybean  production  for  at  least 
tour  reasons:  1)  ditfieult  climate;  2) 
poor  seed  quality;  3)  inadequate  fer- 
tilizers; and  4)  agricultural  planners' 
reluctance  to  commit  their  best 
lands  to  soybeans.  Most  observers 
teel  that  until  high-protein  meals 
are  integrated  into  livestock  feed  ra- 
tions, the  goal  of  expanding  meat 
supplies  will  not  be  realized. 

The  third  poor  crop  in  a  row 
means  that  the  Soviets  will  be  in 
the  world  grains  market  for  at  least 
40  million  tons.  (Last  year  from 
June  1980  to  |uly  1981  they  bought 
34.5  million  tons.)  Since  the  partial 
U.S.  grain  embargo  that  was  im- 
posed in  January  1980,  the  U.S.S.R. 
has  sought  alternate  sources  for 
grain.  This  year  Argentina  will  sell 
the  Soviets  about  14  million  tons, 
Canada  will  provide  about  6  million 
tons  and  Australia  will  sell  at  least  3 
million  tons  and  maybe  a  lot  more. 

The  numbers  tell  us  that  the 
U.S.S.R.  can  acquire  at  least  23  mil- 
lion tons  and  probably  as  much  as 
33  million  tons  of  grain  from  non- 
U.S.  sources.  This  implies  grain  im- 
ports from  the  U.S.  ot  7  million  to 
15  million  tons — 3  million  to  5  mil- 
lion in  wheat  and  4  million  to  10 
million  in  coarse  grains. 

I  believe  U.S.S.R.  purchases  could 
have  a  bullish  impact  on  wheat  and 
corn.  I  would  try  to  trade  the  grains 
by  means  ot  a  bull  spread  by  buying 
December  and  selling  May  wheat, 
with  May  at  a  36-cent  premium  on 
more.  I  would  risk  no  more  than  5j 
cents  (S250  per  spread)  from  my  cm 
try  point.  I  believe  the  spread  coulc 
easily  narrow  by  10  cents  ($500  pel 
spread).  The  margin  on  such  i 
spread  is  $500,  while  the  round-tun: 
commission  is  about  $70.  ■ 


Three  is  not  a  charm 

The  Soviet  Union  would  like  to  increase  its  meat  produc- 
tion, but  three  consecutive  bad  grain  harvests  have  not 
allowed  the  country  to  make  any  noticeable  progress. 


Winter      Spring  Other*       Total  Total f 

Year         wheat       wheat      Barley       grains       grains     Oilseeds     meats  Eggs 

 (millions,  in  metric  tons)   (billions) 


1976 

44.6 

42.3 

69.5 

67.4 

225.8 

10.7 

1977 

52.0 

40.2 

52.7 

50.8 

195.7 

11.1 

14.7 

61.7 

1978 

66.0 

54.8 

59.3 

54.9 

235.0 

10.9 

15.5 

64.5 

1979 

38.4 

51.8 

47.0 

42.0 

1 79.2 

11.2 

15.5 

65.6 

1 980 

49.6 

48.5 

43.5 

47.6 

189.2 

10.5 

15.1 

67.7 

1981** 

50.0 

43.0 

41.5 

45.5 

180.0 

10.6 

15.5 

69.5 

'Includes  rye.  oats,  corn  and  oilier  minor  gr.nn  crops,  tlndudes  all  types  of  meat.  **Esti-, 
mates  of  the  Leslie  Analytical  Organization. 
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Part  One 


Loans  to  East  Europe,  Third  World 
Raise  Question  About  Consequences 
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International  Monetary  Mar 
hi  three-month  U.S.  Treasury 


bills  ranges  between  $10  billion  and  SIS  billii 
proximately  double  the  volume  of  trading 


the  actual  bills 


estment  Tool:  U.S.  T-Bill  Futures 


easterns  in  the  lost  two  years,  bor- 
vndicaied  bank  loan  market  ha\e 
H  abrupt  increases  in  their  interest 
/  changes  in  I  S  domestic  mone 
r  way  to  offset  these  cost  increases 
U  rate  fuiures  The  following  aru 


nbetlev  Albright 


Euromarket  spreads  over  the  last  four-to-fivc 
years,  many  banks  have  ined  10  improve  their 
profitability  on  Euromarket  loans  through  cal 
culated  "mismatching  ' 

For  example,  if  one- month  dollars  are 
cheaper  than  three-month  dollars,  the  bank 
might  find  a  three-month  Libor  loan  rollover 
with  a  one-month  deposit,  on  the  assumption 
(and  taking  the  nsk) 


tract  introduced  ii 
based  on  U  S  go' 
tage  backed  certtfic 
Mae"  futures  conlr. 


e  United  States  was 
nent- guaranteed  mor- 
[the  so-called  "Ginnie- 
n  1975 


rkets  Indeed  bankers 
stress  that  their  only  aim  is  to  foster  industrial 
growth  in  their  own  countries  through  financ- 
ing exports  of  domestic  goods  and  products 

Bankers  also  reply  thai  all  money  is  fungible 
—  meaning  a  dollar  is  a  dollar  is  a  dollar  — 
making  n  impossible  to  trace  what  actual  use 
borrowed  funds  are  put  to 

Problems  and  controversy  are  not  new  to 
Eurobankers  Since  us  inception  the  Euromar- 
ket has  been  a  thorn  in  the  side  of  Western 
monetary  officials  Central  to  the  medley  of 
complaints  is  the  unbndlcd  growth  of  the  mar- 
ket, now  totaling  an  estimated  SI  3  trillion, 
and  the  total  absence  of  any  direct  official  con- 
trol or  supervision 

Worries  Over  Repayment 

In  addition  to  the  general  apprehension  that 
the  market's  annual  growth  rate  of  20-to-30 
percent  a  year  over  the  last  decade  itself  is  con- 
tributing to  worldwide  inflation,  officials  now 
also  worry  about  the  nsks  bankers  are  taking 
by  accepting  enormous  shori-ierm  deposits 
from  a  small  group  of  countries  and  turning 
these  into  medium-  to  long-term  loans  to  coun- 
tries already  deeply  in  debt  and  in  continuous 
need  of  new  cash  to  finance  their  balance-of- 
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I  his  contract  was  soon  followed  by  i 
U  S  Treasury  bill  fuiures  contract  launched 
by  the  International  Moncia. 


Their  overriding  worry  i 
banks'  creditors  to  repay  tl 
jor  commercial  banks  in  tl 
tnes  that  comprise 


the  ability  of  the 


knows  exact!)  how  much  of  this 
i  borrowed  from  Peter  to  pay  Paul 
nuch  to  sustain  economic  develop- 
ment by  paying  for  equipment  —  ranging  up 
io  entire  factories  and  including  hardware  as 
well  as  software  —  to  build  the  infrastructure 
of  new  industries 

It  is  clear  thai  a  lot  of  the  borrowed  funds 
were  put  to  good  use  financing  development 
This  is  shown  by  the  fact  that  productive  in- 
vestments between  1970  and  1980  in  all  devel- 
<  grew  6  3  percent,  outpacing 
m  growth  of  gross  national 
I  true  as  well  for  the  NOPECs 
ivestments  grew  5  7  percent, 
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in  states  most 
heavily  indebted  to  ihc  Euromarket  together 
with  Colombia,  also  a  heavy  borrower  have 
been  afforded  the  luxury  of  withholding  coffee 
beans  from  commodity  markets  in  an  effort  to 
drive  up  pnecs. 

From  all  appearances,  the  attempt  to  cartel- 
lie  the  coffee  market  failed  Nonetheless  it  is 
clear  thai  their  ability  to  borrow  abroad  freed 
ihcm  from  the  financial  pressure  of  having  to 
sell  iheir  beans  whether  or  not  market  condi- 
tions suited  them 

Another  example  Is  it  in  ihe  long-ierm  eco- 
nomic interest  of  the  OECD  countries  to 
finance  the  construction  of  steel  mill*  in  devel- 
oping countries'1  Companies  m  developed 
countne>  lose  exports  of  finished  steel  goods 
to  those  markets  they  discover  new  competi- 
tion m  third  markeis  and.  worse  yet.  competi- 
tion in  their  home  market  All  of  this  is  offset 
by  the  one-time  financial  gam  of  having  sold 
(he  technology  and  the  equipment  to  construct 

A  Further  Complication 

The  same  kind  of  question  can  be  put  about 
ihe  sale  of  all  kinds  of  equipment  to  Eastern 
Europe  In  this  case,  a  further  complication  is 
the  strategic  military  implication  thai  funds 
borrowed  in  the  West  free  domestic  lunds  that 
might  have  been  invested  in  such  plants  to  be 
diverted  into  military  spending  The  fact  is 
that  Eastern  Europe  can  maintain  a  "guns  and 
butter"  policy  thanks  to  Western  bank  loans, 
while  Western  nations  are  hindered  by  the  fi- 
nancial strains 

Economists  express  a  range  of  opinions 
about  the  unbndfed  lending  in  the  Euromar- 
ucism  does  emerge 
foreign  policy  impbcaiions 
nually  no  role  in  the 
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Eract  Investor  Interest 
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I  he  siix.k  exchanges  in  Lon- 
iNew  York.  Tokyo  and  Syd- 
(kmc  lo  reach  new  highs 
Investor  the  only  means  of 
lie  equity  boom  was  to  buy 
Ids  with  warrants  attached 
hai  ate  meir.iln.ahle  virtual 
'inng  19*0  Bond  investors 
ce  basic  alternatives  Thev 
ed  1  un-bon.1  tonvertihles 


ond  < 


tible  i 


1  js  year  or  domestic 
(folding  Tax 

'holding  lax.  ihe  latter  cate 
»ly  ignored  although  with 
|  ipidly  income  was  often  not 
-jion  TV  seasoned  Eurocon- 
I  mnued  to  attract  investors 
|  at  diversity  and  prime -qua I 
:  ill  be  remembered  thai  this 


To  this  total  should  be  added  the  many  con- 
vertibles, mainly  for  Japanese  borrowers,  that 
have  been  issued  in  the  Deutsche  mark  and 
Swiss  franc  markets 

Not  only  could  investors  buy  bonds  ex- 
changeable inio  shares  listed  on  the  slock  ex- 
changes :n  the  Ur.iied  Stales.  Japan.  The 
Netherlands.  Switzerland.  Britain,  Hong 
Kong.  Denmark  Sweden  and  France.  Ihcy 
could  also  choose  from  some  of  ihe  world's 
largest  industrial  corporations  and  household 

Previous  Borrowers 

Previous  borrowers  in  the  Euromarkets  in- 
clude names  such  as  Eastman  Kodak,  Xerox. 
Beatrice  Foods,  Texaco  Imperial  Chemical  In- 
dustries. Phillips  Lamps.  Hitachi,  Micheltn 
and  Union  Bank  of  Switzerland 

Despite  this  array  of  pre-eminent  issuers 
from  which  to  choose,  we  doubt  thai  the  estab- 
lished names  attracted  the  major  proportion  of 
new  capital  flows  into  the  convertible  market 
Instead  attention  was  focused  squarely  on  Ihe 
new  issues  that  have  been  a  permanent  feature 
of  ihe  primary  market  Ihis  year 

An  outside  observer  would  find  difficulty  in 


At  the  end  of  October  the  average  individual 
size  of  all  Eurodollar  convertibles  launched  in 
I9B0  was  only  $37  million  As  long  ago  as 
1968  Phillips  Lamps  had  raised  $100  million 
in  a  single  convertible  offenng  The  new  issues 
were  also  not  very  well  known 

Far  from  the  blue-chip  names  that  dominat- 
ed the  convertible  market  in  the  1968-79  peri- 
od only  a  small  proportion  of  the  loans  intro- 
duced in  1980  would  automatically  be  regard- 
ed as  triple  A  credits 

To  confirm  this  view  we  asked  three  major 
Eurobond  institutions  in  London  which  re- 
plied that  only  the  Swiss  Bank  Corp  issue 
would  fall  into  the  highes:  credit  classification 
Eurobond  Convertibles 

The  about  turn  in  the  direction  of  the  Euro- 
bond convertible  sector  has  been  a  function  of 
stock  exchanges  themselves  Blue-chips  are  no 
longer  very  popular  Investors  have  been  quick 
to  grasp  that  fortunes  are  not  guaranteed  by 
holding  a  representative  ponfolio  containing 
components  of  the  "nifty  fifty"  and  Impenal 
Chemical  Industries  Ltd 

When  the  world's  stock  exchanges  began 
their  move  in  1980  it  was  immediately  evident 
that  second-line  companies  were  recording  the 
largest    gams     This    trend    has  continued 


throughout  the  yeai  While  the  Dow  Jones  30- 
Sharc  Industrial  Index  is  still  languishing,  it  is 
no  accident  thai  the  broader-based  indices 
have  been  recording  new  highs 

For  investors,  small  has  suddenly  become 
fashionable  All  that  was  necessary  was  io 
identify  one  of  Ihe  equity  sectors  currently  in 
vogue  and  select  an  expanding  company  out- 
side the  market  leaders  It  was  a  winning  for- 
mula If  you  wanted  io  play  in  North  Sea  oil. 
you  bought  Lasmo  or  Ranger  Oil  rather  than 
British  Petroleum 

If  you  liked  the  oil-dnlling  service  stocks, 
you  would  have  made  more  money  in  Digicon 
and  Santo  Fe  International  than  supei  blue- 
chip  Schlumbcrgcr  or  Halliburton  when  syn- 
fuel  stocks  were  among  the  volume  leaders  it 
would  have  been  more  profitable  to  buy  Dy- 
naleclron  than  i  umhustion  Fngineenng  or 
Fluor  Corp 

The  symptoms  of  heavy  pending  speculation 
were  visible  early  in  the  year  They  have  now 
reached  a  point  where  some  commentators  are 
suggesting  caution  We  would  certainly  recom- 
mend >hai  investors  become  increasingly  selec- 
tive The  speculative  fever  that  has  gripped 
share  investors  has  permeated  the  Eurobond 
market 

New  convertible  issues  arc  being  brought  to 
the  market  at  the  rate  of  two  or  three  a  week 
We  believe  that  il  is  no  exaggeration  io  say 


ihai  even  the  most  experienced  stock  brokers 
recognize  only  a  few  of  the  borrowing  compa- 
nies The  majority  would  also  not  pretend  to 
be  able  to  offer  more  than  the  most  superficial 
analysis  of  the  borrowers 

If  we  take  ihe  present  situation  in  the  Euro- 
bond convertible  market  to  us  logical  conclu- 
sion, it  would  appear  that  many  investors  are 
buying  blind  This  is  unquestionably  very  dis- 
turbing 

However,  the  market  itself  must  take  some 
of  the  blame  In  its  total  pursuit  of  deregula- 
tion ihe  Eurobond  market  might  have  been 
hoist  with  its  own  petard  One  of  the  major 
attractions  of  the  Eurobond  market  to  pro- 
spective borrowers  is  the  speed  with  which  is- 
sues can  be  completed 

Offering  Telex 

The  period  from  the  distribution  of  the  of- 
fering telex  io  the  final  pricing  lakes  only  su- 
lci- nine  working  days  US  companies,  sensing 
the  apparently  unlimited  international  demand 
for  their  issues,  have  swarmed  to  the  new  capi 
tal  market 

If  underwriters  and  prospective  buyers  were 
allowed  the  full  six  or  nine-day  subscription 
period  to  analyze  a  new  convertible  issue  we 
would  have  no  argument  with  the  present  sys- 
tem However,  this  is  not  the  case  There  are 
major  flaws  in  the  actual  method  of  distribut- 


ing the  basic  information  on  the  issue  Pros- 
pectuses are  often  not  received  for  several  days 
by  the  underwriters 

Offenng  telexes  provide  tulle  more  than  the 
barest  bones  of  the  borrower's  background  Fi- 
nancial ratios  are  often  omitted  Interest 
coupons  and  conversion  preajuums  appear  to 
be  based  on  the  level  of  the  previous  borrower, 
rather  than  making  any  real  attempt  to  dif- 
ferentiate between  ihe  fundamental  quality  of 
companies  The  revival  of  presentation  lunches 
is  only  partially  constructive 

Imitanoa  to  Lined 

Too  often  underwriters  receive  an  offenng 
telex  and  an  invitation  io  lunch  on  the  same 
day  The  result  is  an  inevitable  lack  of  prepara- 
tion as  evidenced  by  the  recent  poor  quality  of 
interchange  during  the  question  penod 

Some  of  the  recent  convertible  issues  have 
been  made  by  companies  so  rare  and  special- 
ized that  the  syndicatr  manager  or  bond  sales- 
man docs  not  have  the  usual  recourse  to  hit 
domestic  research  departments  Invariably  he 
will  be  told  that  the  market  capitalization  is 
too  small  io  justify  full  research  coverage  for 
institutional  investors 

Without  more  than  a  Standard  ft  Poor's  tear 
sheet  in  his  hand,  the  syndicate  manager  has 
little  option  bui  to  turn  to  the  oracle  of  last 
(Continued  on  Page  2Sl 
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REAL  ESTATE 

REAL  ESTATE                             REAL  ESTATE 

CAPITAL  TO  INVEST 

The 
Number 

One 
Executive 

Perk 

That's  a  resort  condo- 
minium at  Indian  River 
Plantation  on  Florida's 
tropical  Hutchinson  Island. 
Your  corporate  retreat  with 
ocean,  river  or  golf  course 
views  is  complete  —  golf, 
tennis,  swimming,  dining, 
conference  facilities  and 
more.  Call  or  write  for  full 
information. 


INDIAN  RIVER 
PLANTATION 

585  N.E  Ocean  Boulevard 
Hutchinson  Island 
Stuart,  FL  33494 
Telephone  (305)  225-01 10 
1-800-327-4874 
Dutcher-Higginbotham 
&  Bass.  Inc., 
Realtors/Exclusive  Agents 
This  offer  is  void  in  states 
where  prohibited  by  law. 


MONTECITO  VILLA 

MONTECITO,  SANTA  BARBARA, 
CALIFORNIA  . . . 

Situated  between  the  oak-covered  can- 
yons of  the  Santa  Ynez  Mountains  and 
the  Pacific  Ocean,  a  magnificent  estate, 
sequestered  on  6  acres  of  formal  land- 
scaping. The  18-room  Mediterranean/ 
Italian  villa,  built  in  1909,  boasts  superb 
architectural  detailing  and  unparalleled 
ocean  views  from  most  vantages.  The 
extensive  property  also  offers  a  charming 
guest  house  with  a  spacious  deck,  free- 
form  pool  with  waterfall,  and  barbeque. 
Conveniently  located  to  Montecito's  ex- 
clusive clubs,  restaurants  and  shops. 
$4,000,000  Brochure  #FB  21-19 

MALIBU  KNOLL 

MALIBU,  LOS  ANGELES, 
CALIFORNIA  . . . 

The  largest  single  tract  available  for  pur- 
chase in  celebrated  Malibu,  a  25-acre 
parcel  of  expansive  fields,  resplendent 
with  towering  pines.  Situated  on  a  gentle 
knoll  with  endless  views  of  the  Pacific 
and  inland  Santa  Monica  Mountains,  the 
property  offers  lucrative  development  po- 
tential. Presently  divided  into  two  equal 
tracts,  the  land  could  be  subdivided  into 
6-8  magnificent  residential  sites  with 
further  zoning  approval  3  miles  from 
Malibu's  town  center. 
$5,900,000  Brochure  #FB  21-21 

Sotheby  Parke  Bernct 
International  Realty 

7660  Beverly  Boulevard 
Los  Angeles,  California  90036 
Tel.  213/934-8877 


•>80  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $72,900  —  with 
90%  financing, 
you  had  better  buy  it! 

□  Oceanfront  Condominiums 
□  $7,300  Downpayment;  Fully  Furnished 
□  All  accessories  and  appliances,  Enclosed  Pool 
Surrounded  by  44  acres  of  heavily  wooded  forest 
□  7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S  C.  call  toll  free  1-800-922-0841 

The  Myrtle  Beach  Resort 

360  payments  of  $875.55.  APR  15.38%  (subect  to  change.) 
Offer  not  valid  in  states  where  prohibited  by  law. 


NEW  JERSEY 


Beautiful  Colonial 

Beautiful  Colonial  in  Hunt  Area  of  Somerset  Hills.  New  Jersey. 

Original  section  built  in  1770  with  newer  additions  of  Living 

Room  &  Master  BR  above.  6  BRs,  5Vi  Baths  and  4  F/Ps.  4-stall 

Barn,  tack  room  &  storage  space. 

Res.  &  Barn  w/22.8ac.  at  $485,000 
Res.  &  Barn  w/12.8ac.  at  $385,000 
JOHN  M.  DILLON,  Realtor 

Far  Hills,  N.J.  201-234-2000 


MONTANA 
MOUNTAIN  RANCH 

Over  4,000  acres  adjacent  to  and  within  the 
U.S.  Forest  Service  just  under  the  Crazy 
Mountains.  Huge  mountain  meadows  sur- 
rounded by  timber  and  aspens.  Easy  drive  to 
commercial  airport.  No  improvements.  Con- 
trols over  2!  i  miles  of  fishing  river  as  it  leaves 
the  National  Forest.  Under  $700  per  acre 
with  terms.  Sellers  will  split  into  3  parcels  at 
$1,000,000  each. 

Contact  exclusive  agents  for  sellers. 

HALL  AND  HALL  INC. 

P.O.  Box  1924 
Billings  Montana  59103 
(406)  252-2155 


FREE  CATALOG 
Big  .  .  .  Free  FALL  1981  Catalog 

describes  and  pictures  more  than  2.8UO 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  coun- 
try homes  in  46  states  coast  to  coast! 
Please  specify  type  and  location  pre- 
ferred. 

UNITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


COMPUTERS 


ml' 

NDUSTRIES  INC. 

10%  -15%  DISCOUNT 
OR  MORE 


ON  ALL  NEW 


TRS-80 


BY  RADIO  SHACK 


Brand  New  in  Cartons  Delivered.  Save 
State  Sales  Tax  Texas  Residents  Add  Only 
5%  Sales  Tax.  Open  Mon.-Sat.  9-6.  We 
pay  freight  and  insurance.  No  extra  charge 
for  Mastercard  or  Visa.  Call  us  for  a  Ref- 
erence: Farmers  State  Bank  Brookshire. 
Texas. 

Orders:  1-800-231  3680 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  774S0 
Questions  t  Inq  ?  1-71  3-392-0747 
c  1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


FINANCIAL  GUARANTEES 
FROM  PRIME  BANKS 


[.etters  ol  Credit  Promissory  Notes 
covering  Principal  and/or  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 
to  increase  liquidity 
R  E.  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 
Minimum  SI 50.000 
BROKERS  PROTECTED 
Bancor  Financial  Limited 
567  San  Nicolas  Drive.  Suite  206 
Newport  Beach.  CA  92660 


PHONE  (714)  640-1633 


MANUFACTURERS' 
REPRESENTATIVES 


BECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

Manufacturers'  Agents'  New 
tells  you  which  firms  are  lookin 
representatives,  the  firm's  produc 
and  territories  available. 

For  information  write 
Manufacturers'  Agents'  Newslel 
Dept.  178A.  23573  Prospect  Ave 
Farmington,  Michigan  48024 


REPS  &  MANUFACTURER 

Thousands  of  Reps  read  out 
Weekly  Bulletin  of  lines  offere« 
representation  in  all  fields, 
other  services  for  Reps  and  IV 
facturers  including  Newsletter, 
file  Service,  Group  Discount  Prog 
etc.  (Our  25th  Year)  Details 
Kittrell,  United  Association 
facturers'  Reps,  Dept.  12,  808  B 
way,  Kansas  City,  MO  64105 


MISCELLANEOUS  FOR  Si 


GENUINE  GEMSTONES  AN 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Tra 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE.  KENTUCKY  423 
TOLL  FREE  SERVICE  1-800-626- 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTON 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORA 
u.s.  office: 
235  6th  Street 
Pine  Citv,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTC 
Belo  Horizonte,  Brazil 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGI 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exi 
Phone  Toll  Free  800-423-453 
Ca.  residents  phone  213-795-5! 
SOUTHLAND  UNIVERSIT 
Dept.  21  B       69  N.  Catalin; 
Pasadena,  CA  91106 
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BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 


NOW  AVAILABLE 

AMERICA'S  TOP  BARTER  BROKERAGE  FRANCHISE 


Noted  economists  agree  that  the  emer- 
gence of  barter  is  among  the  most 
dramatic  economic  phenomena  of  the 
80's.  As  an  associate  of  the  nation's 
largest  structured  trade  organiza- 
tion, you  will  own  one  of  the  fastest- 
growing  service  franchises  in  the 
United  States. 

Through  our  advanced  computer  sys- 
tems your  company  will  quickly  ac- 
commodate simple  exchanges  of  goods 
and  services  among  individuals  as 
well  as  complex  arrangements  between 


small  and  large  businesses. 
Your  business  will  quickly  grow  as 
you  help  companies  move  excess  in- 
ventory, utilize  unused  production 
capability  and  speed  cash  flow  on  a 
regional,  national  and  international 
basis.  You  can  even  arrange  innova- 
tive insurance  and  real  estate  trans- 
actions. 

Plus,  you  will  receive  personal  train- 
ing and  extensive  marketing,  sales  and 
operational  support  from  the  field's 
leading  experts. 


Before  you  call,  consider  these  points: 

•  A  medium  5-figure  investment  is 
required. 

•  We  are  only  seeking  individuals  fully 
prepared  to  make  a  career  commit- 
ment. 

•  Highest  consideration  will  be  given 
to  applicants  with  extensive  sales/ 
marketing  experience  who  are  judged 
capable  of  rapid  expansion  as  barter 
becomes  increasingly  important  in 
national  and  global  economics. 


Call  800-654-3283,  ext.  2910 


Or  write:  Barter  Systems,  Inc. 

Department  AB-10 

4848  N.  MacArthur  Boulevard 

Oklahoma  City,  Oklahoma  73122 


a 


® 

This  ottering  is  made  by  prospectus  only 


Barter 

Systems, 

Inc. 


1-800-327-6970 

Facts  About  U.S. 
Oil/Gas  Lease  Program: 

•  Over  $4,800,000  worth  of 
leases  awarded  to  FRC  clients 
in  past  180  days. 

P  Never  before  has  FRC  put 
such  a  premium  on  valuable 
federal  lease  rights 

|i  100%  Tax  Deductible 

Jpdated  Complimentary  Brochure 


FRC,  131  State  Street,  "930 
Boston,  MA  02109 


'  Petrogram  Services  offers  a  new  Con- 
I  cept  in  filing  for  oil  &  gas  leases. $15 
per  filing  period  brings  you  instruc- 
tions, materials  &  geological  recom- 
i  mendations  For  free  brochure  contact: 
'  Petrogram  Services,  2300  Candelaria 
Albuquerque,  NM  87107 
(505)  884-2844 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
Motels 
$85,000— $915,000 

Campgrounds 
$65,000— $275,000 
Bars 

$25,000— $210,000 

Liquor  Stores 
$120,000— $225,000 
Restaurants,  Cafes,  Lounges 
Specialty  &  Fast  Food 
$30,000— $520,000 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6358,  Co.  Spgs.,  Co.  80934 
1-800-227-1617  x405 
In  Ca:  1-800-772-3545  x405 
No  fee  to  buyer  involved 


EXECUTIVE  GIFTS 


CONSULTING  AND 
MARKETING  SERVICES 


The  Alternative  for  buyers  and  sellers 

If  investment  cars,  airplanes,  yachts, 
,W's,  property,  gold,  art  and  much 
lore!  We  market  to  the  entertain- 
ment industry  daily,  IBM  computer 
Inatching  and  promoting  product  un- 
iil  it  is  sold.  No  charge  to  buyers, 
-time  fee  to  sellers. 
The  Investment  Matchmaker,  Inc. 
8033  Sunset  Blvd.,  Suite  1700 
Los  Angeles,  CA  90046 
In  CA:  (213)  654-9071 
Out  of  state:  800-421-3388 


DATA  PROCESSING 


FtS-80  COMPUTERS 
nbeatable  Discounts 
TARI  also  available 
DLL  FREE  800-257-5556 
IN  N.J.  609-769-0551 

WOODSTOWN  ELECTRONICS 
Rt.  40E.  Woodstown.  NJ  08098-0209 


WIN  BIG  OIL  MONEY 


Plus  Tox  Benefits     The  U  S  Gov  sponsors  an  oil  & 
gas  lease  drawing  You  can  win  a  fortune  in 
oil  A  $45  (lai  deductible)  tiling  lee  could 
3u  $100,000  or  more  For  free  infor- 
in,  call  Toll  Free  1-800-525-2541,  in 
Colorado  Call  Collect  1-447-1399. 
Or  write    .  . 

F.  Milligan,  inc. 
1942  20th  St  ,  P  O  Boi  3408S 
Boulder,  Co  80307 


BUSINESS  CONNECTIONS 


The  new  school 
of  thought  in 
old  school  ties. 

The  new  school  prefers  its  corporate 
pride  to  be  stated  with  taste  and  sub- 
tlety. That  is  why  Hampton  Hall  de- 
velops a  fashionable,  versatile  dignity 
into  every  custom  design.  Ask  for  our 
free  brochure  showing  such  exclusive 
creations  in  ties  and  scarves. 

Minimum  order  150 

Jtampton  Matt,  £td. 

corporate  fashion 

51  East  42nd  Street  -  Department  FB-11 
New  York,  N  Y  10017-  (212)  MU  7-6810 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BL'Y  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A229  Forbes 

60  Fifth  Avenue 
New  York,  NY  1001 1 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
ROBLIN  TIEM ASTER 
190E  Glen  Cove  Avenue 
Glen  Cove.  NY  11 542 


America's 

LOWEST 
PRICES! 


WE  Will  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  Computer  48K  Plus  1099  95 

Apple  Three  I2!K  3  29500 

Hewlett  Packard  41C  189  95 

Hewlett  Packard  41CV  259  95 

Hewlett  Packard  85  2  59500 

Teias  Instruments  59  179  96 

Teias  Instruments  994  Computer  379  95 

Alan  400 16K  Computer  IBasic  lang  can  opll  339  95 

Mattel  InteUinsnn  239  95 

Mattel  Race  Horse  Anaylser  59  95 

Sony  TV  s  Iftelkman  all  Sony  Products  Call  us 
Olympic  Sales  Company  •  216  So  Oitord  Aye 
los  Angeles  CA  90004  •  telei  67  34  77 
TOll  FREE  18001  4218045  louts.de  Califl 
or  in  Cahl  2137391130 
Ind  800  252  2153  Request  in  willing  our  neit  Oct  catalog 


Call  Linda  Loren 
(212)  620-2440 
for  Classified  Advertising 


EXECUTIVE  GIFTS 


Our  Alternative  To  $25. 
Button  Down  Shirts 


%50 


100%  COMBED 


[2  S3  r  COTTON  OXFORD 
|  j*  BUTTON  DOWN 

Finest  traditional  design  and  tailoring  Seven  but- 
ton front,  placket  sleeve,  left  breast  pocket,  double 
reinforced  side  seams  and  sleeves  Long  sleeves  or 
short  sleeves  100%  cotton  oxtord  cloth  Blue 
white,  or  yellow  Sizes  14V?-17V?/32-35. 


00%  COTTON 
OXFORD  TAPE 
STRIPE 


Basic  oxford  tape  stripe  Finest  traditional  design 
and  tailoring  Blue  stripe  or  burgundy  stripe  100% 
Sizes  14Vi-17W 


Ij   COTTON 

£  BROADCLOTH 
,    *T  END-ON-END 


Classic  end-on-end  chamoray  broadcloth  weave-- 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  . .  ." 
Items  from  past  issues  of  Forbes 


ixty  years  ago  in  Forbes 

■rom  tlx  issue  of  November  12,  1921} 

Recently  refrigerator  ship  service 

as  been  installed  [via  the  Panama 
^anal],  which  adds  a  comparatively 
ew  feature  to  the  advantages  of  using 
lie  canal.  The  first  shipment  of  or- 
nges  and  lemons  from  California  to 
Jew  York  via  Panama  Canal  proved 
ighly  satisfactory,  and  the  transpor- 
ition  cost  was  only  70  cents  per  hun- 
red  pounds,  as  compared  with 
I.66V2  per  hundred  pounds  by  rail, 
'he  first  shipment  of  citrus  fruit  by 
lie  all-water  route  from  Los  Angeles 
)  London,  consisting  of  ten  carloads 
f  oranges  and  one  hundred  boxes  of 
fmons,  passed  through  the  Panama 
anal  last  March,  with  a  considerable 
•iving  in  freight  and  a  saving  of  three 
ays  in  time." 

1  For  all  the  pride  that  Americans 
8ok  in  the  building  of  the  Panama 
[anal,  its  opening  to  commercial  traf- 
p  on  August  15,  1914  was  completely 
bershadowed  by  the  almost  simulta- 
feous  outbreak  of  World  War  I.  War 
[strictions  and  complications  at  first 
liarply  limited  traffic  through  the  Ca- 
nl,  which  was  in  fact  actually  closed 
p  seven  months  in  late  1915  and 
Irly  1916.  But  thereafter  the  basic 
Lographical  advantages  of  the  Ca- 
[d — cutting  as  it  did  from  4,400  to 
1900  miles  off  the  previous  water 
lutes  from  European  and  East  Coast 
[S.  ports  to  U.S.  West  Coast  ports 
I  d  Honolulu — led  to  a  rapid  growth 
I  Canal  usage,  which  reached  11.6 
million  tons  in  the  fiscal  year  through 
Hie  30,  1921.  The  item  above  merely 
fleets  some  of  the  experimental  uses 
Lthe  Canal  that  shippers  made  as  the 
|S.  economy  began  to  recover  from 
K  postwar  depression. 

rome  financiers  regard  themselves  as 
mart  when  they  deliberately  lie  to  the 
jjpresentatives  of  the  public  who  gath- 
rcind  record  the  news  of  the  financial 
mrld.  Instead  of  being  smart,  they  are 
brtsighted  fools.  There  is  probably 
k  one  important  man  in  Wall  Street 
jmo  has  treated  financial  reporters 
jiarely  who  has  ever  had  occasion  to 
jnplain  of  having  his  confidence  vio- 
jled  or  his  statements  purposely  mis- 
!  resented.  The  liars,  on  the  other 
Jhd,  gradually  become  known,  and 
m\e  fine  day  they  wake  up  to  find 
'It  the  financial  reporters  have 
jliared  accounts  with  them." 


Bankerrphilanthropist  Geofge  F.  Baker  of 
the  First  National  Bank  of  New  York 
His  $22  million  gifts  included  $6 
million  to  Harvard  Business  School 
plus  millions  for  Cornell's  Baker 
Laboratory,  Columbia's  Baker  Field 
and  Dartmouth's  Baker  Library. 


"Premier  Lenin  has  made  a  frank  ad- 
mission of  the  failure  of  his  Bolshevis- 
tic policies.  'The  real  meaning  of  the 
new  economic  policy,'  he  said,  'is  that 
we  have  met  a  great  defeat  in  our 
plans  and  that  we  are  now  making  a 
strategic  retreat.'  Another  official  of 
the  Soviet  Government  announces 
that,  in  view  of  the  lack  of  big  local 
capital,  small  leases  of  factories  and 
plants  would  be  granted,  repayment  to 
be  made  to  the  Government  by  a  cer- 
tain percentage  of  the  products." 


Fifty  years  ago 

(November  15,  1931) 

"The  debtor  group  of  farmers  is  so 

large  and  their  distress  is  so  keen  that 
the  next  several  years  will  witness 
something  of  the  same  readjustments 
as  occurred  in  the  Eighties  and  early 
Nineties.  This  may  be  political  as  well 
as  economic.  .  .  . 

"It  is  true  that  the  farm  plant  has 
suffered  a  deflation  of  values.  So  has 
other  property.  The  value  of  farm  land 
is  nearly  down  to  its  pre-war  figure. 
The  volume  of  farm  mortgage  credit  is 
three  times  the  amount  in  1910,  being 
now  estimated  at  between  $9  and  $10 
billion.  The  American  farm,  in  the 
aggregate,  is  said  to  be  mortgaged  for 
about  23%  of  its  value.  .  .  . 

"The  American  farm  is  absolutely 
solvent.  But  that  does  not  gainsay  the 
fact  that  many  owners  who  contract- 
ed debts  at  higher  price  levels  are  in 
hard  shape.  The  questions  of  debt  and 


taxes  are  now  out  in  front.  They  un- 
derlie a  widespread  agitation  which  is 
bound  to  become  more  evident  after 
Congress  convenes  next  month." 

"Did  you  know  that  Henry  Ford  has 
'ost  first  place  in  the  motor  world?  .  .  . 
r  egistration  statistics  for  the  first 
nine  months  of  this  year  follow: 
Chevrolet,  504,904;  Ford,  470,860; 
Buick,  74,343;  Plymouth,  70,387; 
Pontiac,  64,647.  General  Motors,  it 
will  be  seen,  has  won  first,  third  and 
fifth  places.  The  two  most  significant 
revelations  are  the  overtopping  of 
Ford  by  Chevrolet  and  the  sudden 
bound  into  popularity  by  Walter  P. 
Chrysler's  new  Plymouth.  .  .  . 

"The  automotive  industry  led  the 
country  out  of  the  depths  of  depres- 
sion in  1921-1922.  Will  history  repeat 
itself?" 


Twenty  five  years  ago 

(November  15,  1956) 

"The  remarkable  scope  of  President 
Eisenhower's  victory  demonstrates 
anew  his  unique  personal  stature  with 
the  American  people.  But  in  their  ju- 
bilation about  the  President's  over- 
whelming victory,  responsible  Repub- 
licans everywhere  must  soberly  exam- 
ine the  other  side  of  the  coin.  Even 
with  the  avalanche  of  votes  for  the 
top  of  the  ticket,  Republicans  were 
unable  to  win  control  of  the  Senate 
and  the  House  of  Representatives. 
Plainly,  by  the  multi-millions,  Ameri- 
can voters  remain  unconvinced  that 
the  Republican  philosophy  as  personi- 
fied on  the  Congressional  and  guber- 
natorial level  is  the  same  as  the  Presi- 
dent's. In  state  after  state  and  county 
after  county,  Eisenhower's  majorities 
were  accompanied  by  Democrat  ma- 
jorities for  the  other  offices." 

"Though  still  one  of  the  smaller  funds 
in  the  business,  the  non-load-charging 
T.  Rowe  Price  Growth  Stock  Fund  of 
Baltimore  continues  to  grow  at  a  rate 
which  is  most  encouraging  to  its 
managers.  In  the  12  months  ending 
Sept.  30,  the  little  fund  with  the  big 
name  increased  its  assets  by  35%  to 
$7.6  million.  During  the  same  time  its 
stockholder  roster  grew  from  1,086 
names  to  1,596.  Five  years  ago  its 
assets  were  just  a  shade  over  $1  mil- 
lion, it  had  only  245  stockholders." 

The  "little  fund  with  the  big  name" 
has  kept  on  growing  until,  as  of  last 
June  30,  its  assets  were  just  a  shade 
over  $1  billion. 
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At  the  top  there  is 
quality,  not  quantity. 
Saunders  Norvell 


Opportunity  for  distinction 
lies  in  doing  ordinary 
things  well  and  not  in 
erratically  striving  to 
perform  grandstand  plays. 
William  Feather 


The  more  you  are 
talked  about,  the  less 
powerful  you  are. 
Benjamin  Disraeli 


What  the  superior  man 
seeks  is  in  him;  what 
the  common  man  seeks 
is  in  others. 
Confucius 


The  man  who  commands 
efficiently  must  have 
obeyed  others  in  the  past. 
Cicero 


A  Text . . . 

And  the  fruit  of 
righteousness  is 
sown  in  peace  of 
them  that  make  peace. 
James  3:18 


Sent  in  by  Mrs.  Fred  W.  Knoetgen,  Jersey 
City,  N.J.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of 
texts  used. 


Men  often  mistake 
themselves,  but  they 
never  forget  themselves. 
George  Savile 


Every  man  is  worth  just 
so  much  as  the  things 
are  worth  about  which 
he  busies  himself. 
Marcus  Aurelius 


Thoughts 

on  the  Business  of  Life 


The  duty  of  the  citizen 
does  not  end  when  the  polls 
are  closed  on  election  day. 
William  McKinley 


The  o)ily  influence  worth 
having  is  the  influence 
you  yourself  create. 
Don't  whine  about  the 
influence  the  other 
fellow  enjoys.  If  he  has 
it.  depend  upon  it  that 
he  has  earned  it  by  his 
own  honest,  praiseworthy 
effort  Start  in  and  earn 
influence  for  yourself. 
Prove  that  you  have 
ability  and  know  how  to 
me  it  intelligently, 
loyally,  enthusiastically. 
Deliver  the  goods.  Part 
of  your  reward  will 
consist  of  influence. 
B.C.  Forbes 


Never  promise  more 
than  you  can  perform. 
Publilius  Syrus 


Let  him  who  wants  to  move 
and  convince  others  be  first 
moved  and  convinced  himself. 
Thomas  Carlyle 


To  know  one's  self  is, 
above  all,  to  know  what 
one  lacks.  It  is  to  measure 
one's  self  against  truth, 
and  not  the  other  way  around. 
Flannery  O'Connor 


To  be  good,  a  man  must 
do  something  every  day 
to  help  himself. 
Paul  Bryant 


More  than  3.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


A  state  without  the 
means  of  some  change 
is  without  the  means 
of  its  conservation. 
Edmund  Burke 


No  man  ever  distinguished 
himself  who  could  not 
bear  to  be  laughed  at. 
Maria  Edgeworth 


Politics  is  perhaps 
the  only  profession  for 
which  no  preparation 
is  thought  necessary. 
Robert  Louis  Stevenson 


A  society  of  sheep  must 
in  time  beget  a 
government  of  wolves. 

BERTRAND  DE  JOUVENAL 


Government,  even  in  its  best 
state,  is  but  a  necessary 
evil;  in  its  worst  state, 
an  intolerable  one. 
Thomas  Paine 


The  man  who  can  make 
others  laugh  secures 
more  votes  for  a  measure 
than  the  man  who  forces 
them  to  think. 
Malcolm  de  Chazal 


Effective  leadership 
must  comprise  many 
elements,  three  of  which 
are  essential:  integrity, 
enterprise  and  service; 
and  of  these,  integrity 
is  first  among  equals. 
Rawleigh  Warner  Jr. 


The  worth  of  a  state,  in 
the  long  run,  is  the  worth 
of  the  citizens  composing  it. 
Iohn  Stuart  Mill 
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CALL  800-528-6148 
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Just  pick  up  your  phone,  dial  our  toll-free  number,  and  we'll  make 
all  the  arrangements  to  deliver  a  gift  of  Dewar's K "  White  Label" 
fine  Scotch  whisky,  almost  anywhere  in  the  continental  U.S., 
within  a  few  days.  We'd  also  be  happy  to  include  a  gift  card  with 
your  holiday  greetings.  All  major  credit  cards  accepted.  Void  where 
prohibited  by  law.         ;  * 


The  gift  of  Dewar's. 
that  never  varies. 


One  of  the  good  things  in  life 


t  The  Dewar  Highlander 


BLENDEDSCOTCH 


NLEY  IMPORTS  COMPANY  N.Y..  MY. 


At  first  there  was  only  ONE . . . 
but  now  there  are  FIVE 


FIVE  distinctly  different  Dale  Carnegie  courses 
each  for  a  different  purpose 

NOV  \  Q  1981 

...  all  designed  to  help  men  and  women  develop  and  use  a  greater  part 
of  their  human  resources  ...  to  become  more  effective  at  what  they  do. 


The  Dale  Carnegie 
Management  Seminar 

A  highly  concentrated  executive 
development  program  stressing  the 
human  aspects  of  modern  goal- 
oriented  management.  Seminar 
participants  improve  their  abilities 
to  delegate  productively,  to 
communicate  thoughts,  ideas  and 
proposals  effectively  and  to  inspire 
greater  teamwork  and  cooperation. 
Moreover,  they  gain  a  better 
working  knowledge  of  the  total 
management  process  as  well  as  their 
own  managerial  functions.  The 
Seminar  provides  a  follow-up 
program  with  built-in  controls, 
check-points  and  feedback  systems 
to  help  monitor  performance, 
progress  and  overall  productivity. 

The  Dale  Carnegie  Sales  Course 

A  practical,  down-to-earth  training 
program  to  help  salespeople  increase 
their  skills  in  the  various  aspects  of 
the  motivational  sales  process  — 
from  qualifying  prospects  and 
improving  sales  presentations  to 
handling  objections  and  timing  the 
close  of  the  sale.  They  learn  to  use 
fresher,  more  relevant  selling 
language  and  to  overcome  sales 
resistance  more  effectively.  They 
develop  more  selling  confidence, 
greater  sales  productivity.  Their 
progress  is  measured  by  actual  on- 
the-job  sales  increases  achieved 
during  the  Course. 

The  Dale  Carnegie  Personnel 
Development  Course 

Designed  to  bring  greater  unity  and 


harmony  to  overall  operations  by 
improving  working  relationships  and 
raising  employee  morale.  The  Course 
develops  a  fresh  spirit  of  teamwork 
and  cooperation  as  participants 
learn  to  work  more  effectively  with 
their  peers,  with  management,  with 
customers.  This  training  contributes 
to  greater  continuity  and 
productivity  in  your  operations  by 
reducing  internal  conflicts, 
absenteeism  and  staff  turnover. 

The  Dale  Carnegie  Customer 
Relations  Course 

To  improve  the  performance  and 
increase  the  effectiveness  of 
individuals  who  have  customer- 
contact  responsibilities.  Participants 
learn  to  make  better  first 
impressions  with  customers.  They 
learn  to  generate  more  add-on  sales, 
more  repeat  sales  and  to  handle 
complaints  more  effectively.  They 
increase  their  ability  to  present 
product  features  in  terms  of 
customer  benefits.  The  results: 
Increased  overall  sales  and  better 
satisfied,  more  loyal  customers. 

The  Dale  Carnegie  Course 

Recognized  worldwide  for  its 
effectiveness  in  motivating  and 
inspiring  men  and  women  to 
discover  and  develop  more  of  their 


potential  talents  and  abilities. 
Participants  learn  to  communicate 
their  thoughts,  ideas  and  feelings 
more  clearly,  more  effectively.  They 
develop  a  better  understanding  of 
human  relations,  which  enables 
them  to  get  along  even  better  with 
associates,  co-workers  and  friends. 
They  increase  their  confidence  in 
themselves  and  in  their  ability  to 
make  decisions  and  resolve 
difficulties.  They  learn  to  live  and 
work  with  less  worry  and  tension. 

Five  Distinctly  Different 
Dale  Carnegie  Courses 

All  are  backed  by  years  of 
development,  testing  and  practical 
application.  Their  effectiveness  is 
constantly  reaffirmed  by  the 
thousands  of  individuals  who 
participate  in  our  training  each 
year  as  well  as  the  hundreds  of 
companies,  large  and  small,  which 
use  Dale  Carnegie  Courses  on  a 
regular  basis.  Dale  Carnegie 
Training'"'  is  offered  in  more  than 
1,000  U.S.  communities,  including 
all  major  cities,  across  Canada  and 
in  many  other  countries  worldwide. 

For  More  Information 

Call  toll-free  (800)  231-5800.  In 
Texas,  call  (800)  392-2424.  Or  write 
directly  to  the  address  below. 


DALE  CARNEGIE  & 
ASSOCIATES,  INC. 

SUITE2111F*  7047  REGENCY  SQUARE  BLVD  •  HOUSTON  TEXAS  77036 
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Desks  o 


We  would  like  to  propose  a  more 
perfect  union. 

You  and  one  of  the  innovative  work 
stations  from  Xerox. 

No  one  else  offers  you  such  a 
complete  range  of  office  machines  with  the 
opportunity  to  use  each  individually  or 
as  a  total  information  network.  Today 
and  tomorrow.  So  if  you  work  at  a  desk, 
there's  a  Xerox  work  station  that'll  fit 

your  needs  no  matter  what  your  job.  For  example:  the  Xerox  820  Information 
Processor  is  a  desktop  computer  that  uses  industry  standard  software  to  help  man- 
agers handle  planning,  budgeting  and  forecasting. 


But  it  doesn't  stop  there.  The  820  is  also  the  perfect 
word  processor  for  secretaries  who  spend  only  a 
part  of  their  day  typing. 

For  secretaries  who  do  a  good  deal 
more  typing,  the  Xerox  860  Information 
Processing  System  is  the  answer.  It  can 
speed  up  and  simplify  text  editing. 

The  CP/M®  operating  system  soft- 
ware is  now  available  for  the  860  and  the 
10,  wliich  gives  you  access  to  hundreds  of" 


and  8010  are  trademarks  of  XEROX  CORPORATION.  CP  M®  is  a  registered  trademark  of  Digital  Research.  Inc. 


Vmerica, 


other  software  packages.  Allowing  both  work 
gs  stations  to  compute,  do  statistics,  process 

records,  and  manage  and  store  information. 
The  Xerox  8010  Information  System 
is  a  unique  work  station  for  business 
professionals,  engineers,  analysts,  researchers 
and  on  and  on. 

They  can  use  it  to  create  reports  and 
presentations  with  tables,  charts  and  other 
graphics,  and  print  them  in  a  variety  of 


typefaces.  It  also  handles  electronic  mail  and  filing.  And  a 
full  system  of  communication  servers  and  file  servers  are 
available.Then,  whenever  you're  ready,  you 
can  begin  to  incorporate  your  office  of  today 
into  your  office  of  tomorrow  with  an 
Ethernet  network.Which  lets  your  machines 

gpg  work  together.  Which  gives  you  and 

•w    your  company  the  most  complete 

xerox    information  system. 

1         Under  a  unified  network.  With 
more  opportunity  and  productivity  for  all. 

To  get  more  information,  mail  in  the 
coupon.  Or  call  1-800-527-1868.* 


□  I'd  like  to  know  more  about  Xerox'advanced  office  machines. 

□  I'd  like  to  know  more  about  the  Ethernet  local  network. 

Send  to:  Xerox  Corporation,  P.O.  Box  470065,  Dallas,  Texas  75247. 
Name  Title.  


Company. 

Address  

Cry  

Zip  


-State. 


Phone 
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Fll-23-81 


In  Texas,  call  1-8OO-442-5030. 
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Send  me  a  son 

"Ronald  Reagan  could  never  be  president  of  Japan,"  a  Japanese  busi- 
nessman told  Kathleen  Wiegner,  who  regularly  visits  Japan  and  writes 
on  Japanese  companies  for  Forbes.  Wiegner  knew  why,  but  she  asked 
anyway:  "He's  an  actor,"  was  the  reply.  That,  says  Wiegner,  may  be 
Japan's  weakness:  A  society  that  says  an  actor  always  remains  an  actor, 
where  everyone  is  supposed  to  know  his  place,  is  not  conducive  to 
turning  out  entrepreneurs.  America  still  makes  them  in  droves;  in 
Japan  they  are  a  rarity.  Wiegner:  "Pregnant  women  stand  at  the  gates  of 
Tokyo  University  and  pray  they  will  have  sons  and  that  their  sons  will 
get  into  Tokyo  University,  training  ground  for  the  bureaucracy.  I've 
never  heard  of  a  Japanese  woman  praying  her  son  would  grow  up  and  go 
into  business  for  himself."  In  "It's  the  response  that  counts" (p.  123) 
Wiegner  explains  why  this  may  be  good  for  the  U.S.  data  processing 
industry — as  well  as  for  actors  who  may  want  to  be  President. 

Loud  and  clear 

A  shortish  item  in  the  Wall  Street  Journal  easy  to  overlook  but  scary: 
South  Korea's  Hyundai  Motor  Co.  is  teaming  with  Japan's  Mitsubishi 
Motor  Corp.  on  a  plant  that  by  1985  would  be  turning  out  300,000 
subcompact  cars  a  year.  This  at  a  time  when,  as  Forbes  pointed  out 
not  long  ago,  the  world  auto  industry  is  running  at  less  than  60%  of 
capacity.  Are  Mitsubishi  and  Hyundai  stupid?  Not  likely.  They're 
simply  betting  that  the  auto  industry  will  continue  to  move  away 
from  the  U.S.  and  Western  Europe.  So,  Detroit's  troubles  may  get 
worse,  not  better.  Have  America's  autoworkers  gotten  the  message? 
The  lead  story  (see p.  39),  written  by  Jerry  Flint,  says  they've  gotten  it 
but  many  of  them  may  not  yet  believe  it. 

Soft  on  gold? 

Has  the  Forbes  Party  Line  changed?  Have  we  gotten  soft  on  gold?  In 
the  Sept.  14  issue  Malcolm  S.  Forbes  Jr.  (Steve)  wrote  an  editorial 
supporting  a  return  to  a  gold  standard.  Now,  in  this  issue,  economist 
Eugene  A.  Birnbaum  argues  that  the  currently  fashionable  monetar- 
ism is  simply  a  flimsy  substitute 
for  a  gold  standard.  Party  Line? 
There  never  was  a  party  line, 
and  the  reasons  Forbes  was  for 
so  long  skeptical  on  gold  are  the 
reasons  of  a  generation.  People 
of  my  age  and  Malcolm  Forbes' 
age  were  taught  in  great  univer- 
sities that — in  Keynes'  facetious 
suggestion — green  cheese  might 
as  well  be  substituted  for  that 
barbarous  relic.  But  we  learn  from  life,  too,  and  so'we're  all  much  more 
open-minded  now.  Take  Gene  Birnbaum.  "I  came  out  of  school  with  a 
bias  against  the  gold  standard,"  he  recalls,  "but  later  I  read  the  1943-44 
Bretton  Woods  debates  between  Keynes,  who  was  against  gold,  and 
Harry  Dexter  White,  who  was  for  a  gold  link.  In  my  mind,  White  won 
hands  down."  To  those  who  remember  that  White  was  later  accused 
by  some  of  being  an  agent  for  the  Soviet  Union,  his  advocacy  of  gold 
may  come  as  a  surprise.  In  fact,  it  was  White  the  brilliant  economic 
technician,  not  the  political  White,  that  was  speaking.  Anyhow, 
Birnbaum's  persuasive  article,  "So  how  do  we  get  back  to  gold?" 
begins  on  page  170. 


White 


Keynes 


Editor 
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IFYOUR 
INVESTMENTS 

ARE  ONLY 
EARNING  YOU 

MONEY 
THEY  AREN'T 

DOING  NEARLY 
ENOUGH. 


PRE 

MERRILL  LYNCH  CASH 


Until  quite 
recently,  the  trad 
tional  role  for  an  invest- 
ment portfolio  was  rather 
strictly  defined:  To  grow  in 
worth. To  provide  income. 
Basically  to  earn  money. 

But,  no  matter  whether 
it  was  stocks,  bonds,  money 
market  instruments  or 
simply  certificates  of 
deposit,  the  net  result  was 
that  earning  money  was 
all  that  your  investments 
could  do  for  you. 

Then  a  few  years  ago, 
Merrill  Lynch  invented  the 
Cash  Management  Account 
financial  service.  A  revolution- 
ary new  kind  of  brokerage 
account  that  not  only  earns 
money  for  you,  but  manages 
it  at  the  same  time 
In  effect.  CMA* 
allows  your  money 
to  continually  work  at  its  maximum 
potential,  without  relinquishing  the 
least  amount  of  liquidity  flexibility 
and  convenience  that  you  demand. 

Today,  there  is  no  question  about 
CMA's  proven  abilities  and  potential 
for  the  sophisticated 
nvestor. 
In  fact,  more 
than  450,000 
investors  with  over 
25  billion  dollars  invested 
are  now  relying  on  its 
many  features.The  only 
question  remaining  should 
be  how  the  CMA  program 
can  begin  working  for  you. 
immediately. 

QUALIFICATION.  To  open 
a  CMA  account  requires 
that  you  place  a  minimum 
of  $20,000  in  cash  or 
securities,  or  a  combination 
of  both,  in  a  Merrill 
Lynch  brokerage  account. 


This  obviously 
affords  you  a  safe  and 
convenient  place  to  hold  your 
securities. 

And.  importantly,  it 

entitles  you  to 
the  services  of 
an  experienced 
Merrill  Lynch 
Account 
Executive 
whom  you 
can  rely  upon 
for  sound 
advice,  coun- 
sel and  an 
immediate 
conduit  to  our 
number-one 
research 
department. 
But,  much 
more,  this  is 
just  the 

beginning  your  assets  need  to  give 
them  the  special  qualities  that 
make  the  CMA  service  so  unique. 
MAXIMIZATION.  There  is  vir- 
tually no  such  thing  as  idle  cash  in  a 
CMA  account.  On  opening  your 
account,  any  cash  you  originally 
place  there  is  automatically 
invested  in  your  choice  of  three 
professionally  managed  money 
market  funds.The  choice  of  which 
fund  is  best  for  your  particular 
investment  strategy  is,  of  course, 
your  decision.  But  the  CMA  Money 
Fund,  Tax 
Exempt  Fund 
or  the  new 
Government 
Securities  Fund 
can  provide 
definite  advant- 
ages for  any 
portfolio. 

Daily,  the 
dividend  on  your 


CMA'"  is  not  available  in  ail  states  The  Cash  Management  Account  program  is  proprietary  to  Merrill  Lynch  US  Patents  Pending 


ilTING 

MANAGEMENT  ACCOUNT 


money  market  fund  is  reinvested  for 
you.  And  any  cash  that  is  generated 
on  your  securities  (i.e.  dividends, 
interest,  proceeds  from  sales)  is 
also  automatically  invested  in  your 
money  fund.  Without  you,  your 
broker  or  the  postman  ever  getting 
involved.  So,  your  money  contin- 
ually works  earning  more  money 
without  you  having  to  work  at  doing 
anything. 

LIQUIDITY.  Now  lets  assume  that 
while  your  money  is  busy  working 
for  you,  it's  necessary  to  take  an 
important  business  trip.  Or,  on 


Merrill  Lynch 

Pierce  Fen  ner  8  Sm  i t  b  Inc. 


Monthly  Statanurt 

Cash  Management  Account  * 


6SamC  Lyrnii  Cash  Maaagjanert  Recount 


repayment  on  your  part. 
CONVENIENCE.  At  the  end  of 

each  month,  you'll  receive  CMA's 
comprehen- 
sive comput-  {BROKERAGE 
enzed  ACCOUNT 
statement.  It 
lists  all  your 
transactions,  and  a 
daily  reconciliation  of 
your  account. You'l 
have  a  record  of 
everything  from  the 
market  value  of  your 
security  positions 
including  annual  percent  yield  and 
estimated  income,  as  well  as  all 
your  VISA  and  checking 
I  activities,  on  one  conve- 


MONEY 
FUNDS 


VfSA 

l      0000  000  000  000 


vacation  in  Mexico  City,  you  spot  a 
rare  antique. 

With  the  CMA  service,  you  have 
instant  access  to  your  assets,  any- 
where in  the  world,  at  any  time.  You 
can  make  purchases.  And  although 
Merrill  Lynch  is  not  a  bank,  you  can 
get  cash  advances  when  you  need  to. 

CMA's  special  checking  and 
VISA"  card  (provided  by  Bank  One 
of  Columbus,  Ohio,  N.A.)  are  all  the 
credentials  you'll  need  to  use  your 
money  when  you  want  to.  If  there  is 
not  enough  cash  to  cover  your  pur- 
chases from  the  balance  in  your 
money  market  fund,  you  are  enti- 
tled to  borrow  up  to  the  full  margin 
value  of  your  securities,  instantly. 
This  constitutes  an  automatic  loan 
on  our  part.  With  no  time  limit  of 


nient  form. 

And,  if  on  any  busi- 
ness day  during  the 
month,  you  want  to 
know  exactly  how  much 
money  is  available  to 
.you,  you  only  have  to  call  a  spe- 
cial toll-free  800  number. 

So,  there  you  have  it.  CMA. 
A  unique  service  that  keeps  your 
money  working  productively,  while 
giving  you  immediate  access  to 
your  assets. 

For  more  complete  information, 
including  a  prospectus  containing 
all  sales  charges  and  expenses,  call 
800-526-3030  (in  New  Jersey,  call 
800-742-2900).  Read  the  pro- 
spectus carefully  before  you  invest 
or  forward  funds.  We're  convinced 
that  once  you  realize  all  that  your 
investments  can  do  for  you,  you 
won't  want  to  be  without  it. 

THE  MORE  YOU  DEMAND 
OF  YOUR  MONEY 
THE  MORE  YOU  NEED  CMA. 


Merrill  Lynch 

Merrill  Lynch  Pierce  Fenner  &  Smith  Inc  ^ 

A  breed  apart 
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Edited  By  John  A.(]onway 


Ma  Bell's  children 

Today's  college  graduates,  AT&T  has 
found  after  studying  them,  have  lower 
expectations  and  less  ambition  than 
those  of  a  generation  ago.  Robert 
Beck,  an  assistant  vice  president  for 
personnel,  also  notes  that  the  new 
arrivals  don't  like  to  take  orders — or  to 
give  them.  "They  don't  want  to  be 
boss,"  he  says,  "but  they  don't  want 
the  boss  to  run  the  show  either."  Beck 
finds  all  this  "disturbing,"  though  he 
points  out  that  the  sample  was  too 
small  statistically  for  sweeping  conclu- 
sions. (It  compared  204  graduates 
hired  for  managerial  jobs  in  the  late 
1970s  with  274  brought  in  during  the 
late  1950s.)  Ma  Bell  also  found  evi- 
dence that  liberal  arts  students  tended 
to  move  up  faster  and  get  better  jobs 
than  engineers,  scientists  and  busi- 
ness majors,  if  they  were  willing  to  get 
involved  with  computers  and  other 
arcane  subjects.  Beck  conceded,  how- 
ever, that  interest  in  technology  was 
an  asset  in  getting  on  the  Bell  payroll  in 
the  first  place.  The  company  hires 
about  6,000  college  graduates  a  year  for 
management  posts,  he  says,  and  about 
2,000  of  them  are  liberal  arts  majors. 


Where  will  the  tax  cut  go? 

Will  Americans  salt  away  substantial 
amounts  of  their  new  tax-cut  money 
and  create  the  savings  buildup  that 
was  a  prime  reason  for  making  the 
reductions?  One  clue  comes  from 
Philadelphia,  where  the  Federal  Re- 
serve Bank  conducted  a  survey  of  lo- 
cals just  before  the  extra  cash  showed 
up  in  paychecks.  The  base  was  small 
(the  Fed  canvassed  100  households  by 
phone),  but  the  results  should  be  en- 
couraging to  supporters  of  Reaganom- 
ics.  The  bank  found  that  Philadelphia 
households  expected  to  save  20%  to 
30%  of  the  extra  dollars,  with  the 
amount  varying  by  income  level. 
Families  earning  less  than  $10,000  a 
year  thought  they  would  save  an  aver- 
age of  about  12%;  those  in  the 
$30,000-and-up  brackets  talked  about 
laying  away  close  to  40%. 


En  garde! 

The  latest  in  collectibles  may  be  the 
custom-made  knife,  at  least  if  the 
bladesmiths  have  their  way.  Inves- 
tors, they  say,  are  buying  up  hunting 
knives,  boot  knives,  Bowie  knives 
and  other  weapons  costing  in  the 
lousands.  Promoter  Paul  Tausig  ex- 
i  one  reason  for  the  recent 


knife  show  in  New  York:  "We're  try- 
ing to  elevate  the  knife  from  a  deadly 
instrument  to  art,  even  sculpture." 
Tausig  estimates  there  are  5,000  seri- 
ous collectors,  spending  up  to  $30,000 
on  their  armories.  Bill  Bagwell  of 
Niceville,  Fla.  has  both  aesthetic  and 
practical  buyers  for  his  wares,  which 
include  a  10-inch  Bowie  number  for 
$1,850,  and  says  his  waiting  list  is  14 
to  18  months  long.  Who  buys?  One 
American  oilman  in  Brazil  paid 
$11,000  for  a  full  set  of  the  Floridian's 
blades,  but  Bagwell  also  gives  dis- 
counts to  law  officers  and  the  military 
and  says,  "I  had  an  FBI  agent  buy  one 
recently." 


All  that  glitters 

Wall  Streeters  may  moan  about  falling 
stock  prices  and  rising  interest  rates, 
but  all  is  not  lost.  The  New  York 
Stock  Exchange  has  summoned  the 


Cleaning  up  at  the  Exchange 

The  view  from  below  is  solid  gold. 


decorators  to  scrape  30  years  of  accu- 
mulated grime  from  the  80-foot-high 
ceiling  of  its  trading  floor  and  renew 
its  23-karat  gold  leaf. 


The  helping  hand 

Will  private  resources  be  able  to  fill 
the  gaps  left  in  the  government's  so- 
cial programs  by  the  Reagan  budget 
cutbacks?  Some  concrete  idea  should 
emerge  next  June  when  the  American 
Enterprise  Institute,  one  of  the  Presi- 
dent's favorite  think  tanks,  produces 
the  list  of  "policy  options"  it  is  work- 
ing on  to  encourage  the  private  sector 
to  extend  more  help  to  the  poor,  un- 
employed and  others  now  dependent 
on  Uncle  Sam.  The  institute  is  already 
clear  on  one  point.  No  private  plan 
will  match  the  discontinued  public 
programs  dollar  for  dollar.  "That 
would  not  be  feasible  nor,  in  my  judg- 
ment, desirable,"  says  William  Ba- 
roody,  the  AEI's  president.  Instead, 


the  institute  hopes  to  suggest  ways 
that  families,  churches  and  local 
groups  can  fill  in  for  bureaucrats  and 
outside  agencies.  At  the  same  time,  it 
will  explore  why  so  many  small  busi- 
nesses fail,  why  so  many  parents  send 
children  to  private  schools  (while  pay- 
ing taxes  for  public  education)  and 
whether  tax  incentives  can  promote 
jobs  in  poor  areas.  The  institute  is 
setting  its  own  example  of  private  en- 
terprise— no  government  funding  is 
involved  in  the  research. 


Why  they  retire 

The  lure  of  leisure  is  not  what  moti- 
vates the  majority  of  Americans  in 
the  62-to-64  age  bracket  to  take  early 
retirement,  according  to  University  of 
Maryland  sociologist  Eric  Kingson. 
Most  quit  involuntarily,  he  says,  driv- 
en by  problems  of  health  or  lack  of 
employment  opportunities.  In  a  study 
of  men  who  left  work  permanently 
before  age  62,  he  found  that  half  re- 
ceived disability  insurance  benefits 
through  Social  Security.  One-third  did 
not  receive  disability  insurance  bene- 
fits although  they  reported  health 
problems,  and  the  remainder  said 
they  were  healthy  when  they  left 
work.  Kingson,  who  did  his  study  for 
the  Labor  Department,  says  the  avail- 
ability of  Social  Security  and  private 
pensions  is  not  the  main  reason  for 
early  retirement  and  he  opposes  Ad- 
ministration efforts  to  reduce  benefits 
for  those  quitting  before  65.  Robert 
Myers,  deputy  commissioner  of  Social 
Security,  disagrees.  For  one  thing,  he 
claims  there  are  no  reliable  data  on 
why  people  retire  early.  He  also  quar- 
rels with  Kingson's  idea  that  health  is 
the  main  incentive  for  turning  in  the 
time  card.  "Many  people  are  embar- 
rassed about  retiring  early,"  he  says, 
"so  they  say  they  don't  feel  good  or 
couldn't  hold  a  job." 


Uncle  Sam's  real  estate 

Senator'  Charles  Percy  wants  Uncle 
Sam  to  sell  off  the  government's  un- 
used real  estate  and  apply  the  pro- 
ceeds to  the  trillion-dollar  national 
debt.  He  is  also  asking  President  Rea- 
gan to  value  the  property  at  current 
market  value,  not  at  outdated  pur- 
chase prices,  many  going  back  to  the 
Founding  Fathers.  Officially,  Wash- 
ington owns  $130  billion  worth  of 
property,  but  its  actual  worth  is  far, 
far  higher.  (Thirty  acres  on  pricey 
Nantucket  Island,  for  instance,  are  on 
the  books  at  only  $1,000.)  "I  think  we 
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This  free  booklet  shows  how  you  can  earn 
a  current  12%  on  life  insurance  cash  value  buildup. 


It  tells  you  all  about  The  Solution,^ 
The  Hartford's  revolutionary  universal 
life  insurance  policy. 

The  Solution  is  changing  the  way  America  buys 
life  insurance.  It  gives  you  the  permanent  lifetime 
protection  and  tax  advantages*  of  traditional 
Whole  Life.  And  it  currently  earns  a  competitive 
12%  **  on  cash  value. 

The  Solution  is  flexible,  too.  As  your  needs  change, 
you  can  increase  or  decrease  the  amount  of  protec- 
tion, raise  or  lower  premium  payments,  and  add 
or  remove  insureds.  You  can  also  choose  from  a 
wide  range  of  payout  options. 

The  Solution  is  truly  responsive  to  today's  con- 
sumer needs.  It  is  a  sophisticated  product  specifi- 
cally designed  to  give  people  with  substantial 
resources  the  financial  protection  and  flexibility 
their  situation  requires.  That  makes  it  an  ideal  finan- 
cial and  estate-planning  vehicle. 

The  Solution  is  a  prime  example  of  the  highly 
praised  "Universal  Life"  concept.  "Universal  Life" 
is  the  name  given  to  a  new  type  of  life  insurance 
policy-epitomized  by  The  Solution-that  has  been 
hailed  as  a  breakthrough  by  leading 
financial  periodicals.  [  your  ma 

1  \lmurome f  A 

Find  out  more  about  this  remarkable 
new  Life  policy.  For  a  free  booklet  on  The  Solution, 

Let  us  protect  your  world. 


call  toll  free  or  mail  the  coupon  today.  Or  contact 
an  independent  agent  who  represents  The  Hartford. 

The  'universal'  policy  grows  in  popularity." 

The  New  York  Times 

"If  you  tried  to  invent  the  ideal  policy,  it  might 


closely  resemble  universal  life." 


Money  Magazine 


'  Rulings  have  been  requested  from  the  IRS  on  income  tax  treatment. 

*This  current  interest  rate  is  guaranteed  for  the  first  policy  year.  There- 
alter,  the  rate  may  rise  or  fall  periodically  based  on  the  anticipated 
business  environment. 

Available  in  most  states. 

For  your  copy,  call  toll  free.  Or  mail  the  coupon  today. 

1-800-243-1572 

(In  Conn.,  call  547-4864) 

Mail  to:  Sales/Marketing 

Hartford  Life  Insurance  Company 
Hartford  Plaza,  Hartford,  Conn.  06115 

I'd  like  to  know  more  aboutThe  Solution^1 
The  Hartford's  revolutionary  universal  life 
insurance  policy.  Please  send  me  a  free  booklet. 

N  a  me  ;  


Address- 

City  

State  

Zip  


BUSINESS 
HOME 
AUTO 
LIFE 


THE  HARTFORD 


Ever  get  the  feeling  when 
your  work  is  behind,  you're  alone? 


We'll  help  you  catch  up  on  your 
accounting,  bookkeeping  and  edp. 


the  specialized  temporary  service 

•  ALBUQUERQUE  •  ALLENTOWN  •  ATLANTA  •  BALTIMORE  •  BIRMINGHAM  •  BLOOMINGTON  (MN)  •  BOSTON  •  BUFFALO 
CHICAGO  •  CINCINNATI  •  CITY  OF  COMMERCE  (CA)  •  CLAYTON  •  CLEVELAND  •  CLIFTON  (NJ)  •  COLUMBUS  •  DALLAS 
DAVENFORT  •  DAYTON  •  DENVER  ■  DES  MOINES  •  DETROIT  •  FORT  LAUDERDALE  •  FORT  WORTH  •  FRESNO 
GRAND  RAPIDS  ■  GREENSBORO  •  HARTFORD  •  HAYWARD  •  HOUSTON  •  INDIANAPOLIS  •  JACKSONVILLE  •  KALAMAZOO 

KANSAS  CITY  •  LEXINGTON  •  LONG  ISLAND  ■  LOS  ANGELES  •  LOUISVILLE  •  MEMPHIS  •  Ml  AMI  •  MILWAUKEE 
MINNEAPOLIS  •  NEW  HOPE  (MN)  •  NEW  ORLEANS  •  NEW  YORK  •  OAK  BROOK  (IL)  •  OMAHA  •  ORANGE  (CA)  •  ORLANDO 
F"ALO  ALTO  •  PHILADELPHIA  •  PHOENIX  •  PITTSBURGH  •  PORTLAND  •  PROVIDENCE  •  RICHMOND  -SACRAMENTO 
ST  LOUIS  •  ST  PAUL  •  SALT  LAKE  CITY  •  SAN  ANTONIO  •  SAN  FRANCISCO  •  SAN  JOSE  •  SCHAUM8URG  (IL) 
SEATTLE  •  STAMFORD  (CT)  -  TAMPA  -  TULSA  -  WALNUT  CREEK  (CA)  -  WASHINGTON  D  C  -WILMINGTON 
CANADA  CALGARY-TORONTO -VANCOUVER -GREAT  BRITAIN  BIRMINGHAM  •  LONDON 
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owe  it  to  the  American  taxpayers/' 
the  Illinois  Republican  says,  "to  sell 
such  unused  properties  at  their  full 
market  value."  One  choice  bit  Percy 
would  like  to  see  go  on  the  block  is  a 
prime  stretch  of  Hawaii's  Waikiki 
Beach.  Owned  by  the  Pentagon,  it  in- 
cludes a  luxury  hotel  and  i  used  main- 
ly by  vacationing  military  personnel. 

The  urban  hit  parade 

Eight  of  the  ten  fastest-growing  cities 
in  the  U.S.  over  the  next  decade, 
gauged  by  their  annual  average  job 
growth,  will  be  in  the  Southwest,  if  a 
new  forecast  by  Chase  Econometrics 
is  correct.  The  leaders  will  be  Hous- 
ton, Ft.  Lauderdale,  Tucson,  Las  Vegas 
and  Dallas-Ft.  Worth,  followed  by 
Austin,  Phoenix,  El  Paso,  Tulsa  and 
San  Diego,  according  to  the  Philadel- 
phia-based Chase  Manhattan  Corp. 
subsidiary.  Houston  will  lead  the  pack 
in  the  average  number  of  new  jobs 
added  yearly,  more  than  79,000.  Many 
of  the  top  ten,  the  Chase  unit  notes, 
are  strong  in  electronics,  telecom- 
munications, oil  and  gas  extraction 
and  tourism;  a  substantial  number 
have  below-average  manufacturer 
wages  and  are  situated  in  low-tax 
states.  Chase  Econometrics  studied 
108  metropolitan  areas.  Some  of  the 
rankings  in  job  growth  after  Houston: 
Orlando  12th,  Albuquerque  28th, 
Knoxville  39th,  Los  Angeles  57th, 
Cincinnati  58th,  Memphis  60th,  Co- 
lumbus 64th  and  Pittsburgh  90th. 

The  simple  why 
of  the  slum 

The  big-city  slum  is  here  to  stay,  says 
Anthony  Downs,  an  urban  economist 
with  the  Brookings  Institution.  Why? 
Because  the  poor  can't  afford  to  live 
anywhere  else.  Public  officials  don't 
like  to  face  this  fact,  Downs  says,  so 
city  planners  cannot  tackle  the  prob- 
lem head-on.  He  also  scotches  the 
theory  that  high-income  suburbanites 
will  be  driven  back  into  cities  by  the 
high  price  of  gas.  "Largely  wrong,"  he 
says,  noting  that  only  about  11%  of 
metropolitan  area  workers  commute 
from  the  suburbs.  More  likely,  in  his 
view,  will  be  more  moves  by  businesses 
out  of  the  city  to  get  closer  to  their 
employees.  All  is  not  lost,  however. 
Even  the  most  blighted  parts  of  inner 
cities  will  eventually  be  rebuilt,  Downs 
thinks,  as  part  of  the  normal  urban 
resurrection  process.  Meanwhile,  the 
word  for  the  poor  is  patience. 


12 


FORBES,  NOVEMBER  23,  1981 


Ten  questions  you'd  better  ask 
before  you  buy  a  telephone  answering  machine. 
And  how  Panasonic  answers  them  all. 

11s  it  sophisticated  enough  to  handle  all  long  as  there's  tape.  Or  limit  them  to  30  seconds.  Or  take 

■  my  message  situations?  This  Panasonic  no  message  at  all,  when  you  just  want  callers  to  hear 


I  ■  my  message  situations?  This  Panasonic 
Easa-Phone™  answering  machine  is  about  the  smooth- 
est operator  around.  An  electronic  microprocessor- 
the  brains  of  the  outfit-oversees  an  incredible  array  of 
functions,  giving  you  more  ways  to  take  calls  and  leave 
messages  than  you'll  probably  ever  use.  s 

2 Can  I  be  sure  I  won't  lose  a  message?  Yes- 
■  with  a  Panasonic  safeguard  most  machines  lack: 
a  second  announcement.  When  the  incoming  message 
tape  is  full,  the  electronic  brain  switches  automatically  to 
the  second  announcement,  which  tells  your  callers  their 
message  isn't  being  recorded,  to  call  back  later,  or  even 
to  call  you  at  another  number. 

3 Can  I  get  my  calls  in  Rome,  GA  when  my 
■  phone's  in  Rome,  PA?  Sure,  even  if  you're  in 
Rome,  Italy.  With  a  Panasonic  remote  control,  you  can 
get  messages  from  any  phone  anywhere  in  the  world. 

4 Can  I  change  the  announcements  when  I'm 
■  away?  You  can  change  the  announcements 
as  often  as  you  change  plans.  And  a  lot  more  easily- 
just  phone  it  in!  You  can  also  review,  repeat,  or  skip 
messages  and  even  leave  a  marker  so  you  won't  near 
old  messages  next  time  you  call  in. 

5,  How  long  a  message  can  a  caller  leave  for 
■  me?  Take  your  pick.  You  can  let  callers  talk  as 

*  It  may  be  necessary  for  the  phone  company  to  install  a  modular  jack. 

tLimited  1-year  warranty  on  parts  and  labor  with  carry-In  service  and  proof  of  purchase.  See  warranty 
All  models  are  registered  with  the  FCC.  Cabinetry  is  simulated  wood. 


long  as  there's  tape.  Or  limit  them  to  30  seconds.  Or  take 
no  message  at  all,  when  you  just  want  callers  to  hear 
your  announcement. 

6 How  long  can  my  announcement  be?  As 
■  short  as  five  seconds  or  as  long  as  45  minutes. 
Most  machines  aren't  as  versatile. 

7 What  kind  of  tape  does  it  use?  Panasonic 
■  machines  use  standard  cassettes.  To  replace  a 
cassette,  just  pop  in  another  instead  of  running  off  to 
the  dealer. 

8 Can  I  use  my  machine  to  screen  calls?  Sure. 
■  You  can  hear  who's  calling  and  then  decide 
whether  you  want  to  talk. 

9 Is  it  easy  to  install?  Is  it  ever!  All  you  need  is  an 
■  AC  outlet  and  a  modular  jack  in  the  wall* 

■i  f\    What  brand  is  it?  If  the  answer  is  "Panasonic',' 
Ivi  you  have  also  named  the  company  offering 
you  a  complete  line  of  design-coordinated  Easa-Phone 
telephone-management  devices,  including  five  answer- 
ing machines,  automatic  dialers,  and  speakerphones. 
All  with  an  exceptional  one- 
year  warranty  on  parts  and  l-^fj^?"* 
service.  "  And  all  designed  _     \  ra^^i 

to  make  your  telephone  mm 'if  mIIIm 

work  as  hard  as  you  do.       WM  m^m  '-- 


card  for  details. 


Panasonic 
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just  slightly  ahead  of  our  time. 
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CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free|.  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY.  100!  1 
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Cockpit  economics 

Forbes  found  a  lesson  for  the  entire 
airline  industry  in  a  report  last  year 
about  how  Pacific  Southwest,  a  re- 
gional carrier,  had  ended  a  50-day  pi- 
lots' strike  (Dec.  8,  1980).  Paul  Bark- 
ley,  PSA's  president,  saying  flatly  that 
"the  crucial  issue  is  productivity," 
had  threatened  to  replace  his  entire 
435-man  roster  of  picketing  pilots. 
When  he  received  almost  1,000  appli- 
cations from  PSA's  help-wanted  ads, 
his  own  men  capitulated.  What  they 
had  recognized,  Forbes  said,  was  "the 
new  economics  of  the  U.S.  airline  in- 
dustry." Howard  Putnam,  then  presi- 
dent of  Southwest  Airlines,  another 
regional,  summed  this  up:  "Some  air- 
lines still  haven't  realized  that  under 
deregulation,  it's  your  cost  structure 
that  counts."  His  rivals,  Putnam  said, 
would  be  "going  to  their  unions  on  a 
positive  basis  and  making  an  appeal 
for  more  productivity." 

With  deregulation  putting  ever 
more  rivals  in  the  air,  inflation  keep- 
ing costs  spiraling  and  schedules  cur- 
tailed by  government-ordered  flight 
cutbacks  to  compensate  for  Ronald 
Reagan's  massive  firings  of  air  con- 
trollers, carriers  big  and  small  have 
certainly  got  the  word.  Labor  ac- 
counts for  about  40%  of  airline  costs 
(even  with  OPEC,  fuel  bills  run  around 
30%),  and  labor  is  just  about  the  only 
area  where  management  can  find 
room  to  negotiate.  With  pilots  com- 
manding as  much  as  $160,000  a  year 
and  employees  in  general  averaging 
about  $34,000,  any  saving  is  signifi- 
cant. Productivity,  however,  is  the 
real  key.  A  recent  Civil  Aeronautics 
Board  survey  showed  that  employee 
output  for  the  major  lines  had  stayed 
flat  in  1980  for  the  third  year  in  a  row, 
despite  the  use  of  big-capacity  wide- 
bodies,  new  and  faster  baggage  and 
ticket  handling,  and  other  productiv- 
ity improvements. 

The  biggest  single  breakthrough  of 
the  past  year  was  the  contract,  effec- 
tive last  month,  that  United  won 
from  its  4,500  pilots.  United's  flyers 
will  now  be  paid  straight  salaries  (up 
to  $161,000  for  747  captains),  with 
none  of  the  "duty  rigs"  that  dictated 
special  pay  for  overwater  flying,  night 
trips  and  the  like.  This  is  the  first 
time  airline  pilots  have  been  on 
straight  salaries  since  the  goggle-and- 
scarf  days. 

The  changes  in  work  rules  are  per- 
haps more  important  than  money. 
United's  pilots,  for  instance,  agreed  to 
extend  their  cockpit  time  from  the 


old  maximum  of  77V4  hours  a  month 
to  88  hours.  The  plane  drivers  also 
dropped  their  long-standing  insis- 
tence on  keeping  three  men  in  the 
cockpit  and  will  permit  aircraft  to  fly 
with  only  two  up  front.  The  underpin- 
ning for  this  agreement  was  the  find- 
ing of  a  presidential  panel  set  up  to 
study  manning  requirements.  Last 
summer  that  body  decided  that  two- 
man  crews  could  operate  any  aircraft 
designed  for  that  configuration  (as  al- 
most all  commercial  jets  are).  This 
has  meaning  for  all  airlines  because, 
as  an  official  of  the  Air  Line  Pilots 
Association  pointed  out,  it  means  an 
end  to  the  argument  that  three  pilots 
are  needed  for  safety,  long  a  key  point 
in  the  ALPA  credo. 

The  United  pilots  didn't  come  away 
empty-handed,  of  course.  In  return  for 
their  concessions,  they  won  a  29% 
wage  increase  over  the  next  two 
years.  Even  more  meaningful,  United 
agreed  to  furlough  no  more  of  its  pi- 
lots, an  important  concession  since 
almost  10%  of  ALPA's  33,000  mem- 
bers are  idle  on  the  ground  and  more 
layoffs  are  expected.  (The  no-furlough 
clause  has  also  sparked  rumblings 
among  United's  middle  managers, 
who  feel  their  jobs  have  been  put  on 
the  line  to  preserve  the  status  of  the 
men  with  the  wings.)  The  point  of  the 
pact  is  the  productivity  United  ex- 
pects from  it,  which  the  big  carrier 
estimates  at  15%  more  work  for  every 
salary  dollar. 


Howard  Putnam:  man  on  the  move 
Handling  the  new  airline  economics . 


FORBES,  NOVEMBER  23,  1981 


If  you  could  design  a 
slide  projector  with  all  the 
features  youVe  ever  wanted, 
it  would  probably  look 

like  this* 


■  Simple  flip-open  reading 
light  at  rear  makes  it  easy  to 
follow  script  during 
presentation. 

■  New  slide-select  bar  lets 
you  change  and  cue  slide 
trays  quickly  and  easily 
without  having  to  plug  in  and 
turn  on  the  projector. 

■  Storage  compartment 
provides  space  for  a  remote 
control  and  a  spare  lamp. 


■  Rear-access  projection 
lamp  makes  it  easy  to  replace 
lamp  or  entire  lamp  module 
without  disturbing  projector. 


■  New  high-efficiency 
lamp  provides  increased 
illumination  with  improved 
center-to-corner  uniformity. 


■  Built-in  viewing  screen, 
on  some  models,  makes  it 
convenient  to  edit  or  view 
slides  in  normal  room 
illumination. 


If  you  set  out  to 
design  a  slide  projector, 
you'd  start  with  the  fea- 
tures that  made  the  Kodak 
Ektagraphic  projector  a  favorite  of 
audiovisual  professionals.  Then  you'd 
add  features  that  improve  performance 
and  increase  convenience.  That's  what 
Kodak  has  done.  The  new  Ektagraphic  III  pro- 
jector establishes  a  new  state  of  the  art  in  slide 
projection.  Choose  from  six  models  at  your  dealer 
in  Kodak  audiovisual  products.  Or  use  the  coupon 
for  details. 


Eastman  Kodak  Company 
Dept.  A4038 
Rochester,  NY  14650 

Please  send  me  details  about  the  new 
Kodak  Ektagraphic  III  projector. 


Name 


Title 


Organization 


City 


State 


Zip 


Phone 


The  new  Kodak  Ektagraphic  JJJ[projector, 


©  Eastman  Kodak  Company,  1981 


EINSTEIN'S  TIMEPIECE 
WAS  A  PATEK  PHILIPPE 

It  can  be  seen  in  the  Patek  Philippe  historic  antique  collection 
Golden  Circles  and  other  classic  styles  from  the  current  (    ❖  N 
collection  can  be  seen  in  our  latest  brochure,  on  request,  phimppe 
Suite  629FB,  10  Rockefeller  Plaza,  New  York,  New  York  10020  I    ■■   / 


Fbllow^Through 

Airline  deregulation  and  the  added 
competition  it  will  continue  to  gener- 
ate will  keep  pressure  on  the  men  who 
manage  the  carriers,  but  no  one  is 
quite  sure  what  effect  it  will  have  on 
labor  bargaining.  James  Conway,  ex- 
ecutive director  of  the  Air  Line  Indus- 
trial Relations  Conference,  which 
tracks  contracts  for  24  lines,  thinks 
the  jury  is  still  out:  "It's  at  the  stage  of 
the  jury  foreman  coming  back  to  ask 
more  questions." 

While  the  jurymen  are  deliberating, 
however,  the  airlines  are  moving  at 
top  speed  to  pare  their  labor  bills. 
With  traffic  down,  profits  on  the  skids 
and  service  reduced  for  at  least  a  year 
while  the  federal  government  trains 
replacements  for  the  fired  controllers, 
they  hold  the  trump  cards.  (Some  sus- 
pect, in  fact,  that  the  lines  may  be 
using  the  controllers  strike  and  its 
aftermath  to  make  the  cuts  deeper 
than  the  reductions  in  service  actually 
warrant.) 

The  results  can  be  seen  all  across 
the  airline  horizon.  Payroll  reductions 
are  biting  from  boardroom  to  baggage- 
rack  and  union  members  are  accept- 
ing them  right  along  with  their  unor- 
ganized brethren.  Eastern's  pilots,  for 
example,  have  agreed  to  split  the  pay- 
checks of  4,200  pilots  among  4,500  to 
avoid  having  the  300  put  on  the 
ground.  They  have  also  deferred  pay 
increases.  TWA  expects  to  drop  2,200 
personnel  this  fall  and  winter,  includ- 
ing 150  pilots,  350  from  the  manage- 
ment rolls,  800  flight  attendants,  700 
mechanics  and  200  clerks.  Pan  Am 
has  laid  off  about  4,000  since  June, 
and  all  but  one  of  its  unions  have 
okayed  a  10%  pay  cut  and  a  delay  in 
all  raises  until  December  1982. 

American  (the  only  trunk  line 
whose  pilots  are  not  represented  by 
the  ALPA)  has  furloughed  200  pilots 
and  850  groundlings,  while  500  flight 
attendants  have  taken  voluntary 
leaves  and  100  others  have  settled  for 
"partnership  flying,"  a  gimmick  that 
enables  two  stewardesses  to  share  one 
job.  Western's  top  officers  have  taken 
15%  salary  cuts,  and  this  regional  line 
expects  to  drop  1,000  from  its  payroll. 

The  plain  facts  of  life  would  dictate 
these  moves  even  if  a  regional  carrier 
like  Pacific  Southwest  hadn't  demon- 
strated a  year  ago  how  a  tough  man- 
agement stand  could  bring  graphic  re- 
sults. The  message  from  the  regionals 
must  be  getting  through,  however. 
Southwest's  Howard  Putnam  has 
been  tapped  to  fly  the  president's  desk 
at  Braniff. 
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The  price  of  corn  just  went  sky-high. 


May  18, 1980.  Mt.  St.  Helens  erupted. 

Ayear  before,  noted  climatologist 
Dr.  Iben  Browning  had  warned  of  vol- 
canic activity  in  the  area  and  its  effects 
on  crops  and  commodities. 

Browning  has  been  able  to  demon- 
strate again  and  again  the  tremendous 
influence  climate  and  other  natural  phe- 
nomena have  had  on  the  affairs  of  man. 

As  a  result,  his  expertise  is  relied  on 
by  businessmen  and  scientists.  And  by 


one  Wall  Street  firm.  Paine  Webber. 
Where  his  information  is  distilled  by  the 
Paine  Webber  research  department  for 
the  Paine  Webber  broker. 

Browning  is  one  of  many  outside 
experts  employed  by  Paine  Webber  in 
this  manner.  Their  fields  are  as  diverse 
as  government  to  cable  television,  mili- 
tary affairs  to  medicine. 

The  consultants  group  was  formed 
because  we  believe  that  when  investing, 

PaineVfebber 

Working  to  get  the 
right  information  first. 


getting  the  right  information  —  and  get- 
ting it  first— can  be  the  difference 
between  success  and  failure. 

For  insight  into  how  this  information 
can  work  to  your  advantage,  we  will 
be  pleased  to  send  you  "10  New  Growth 
Industries  for  1982!'  Simply  telephone 
800-828-6109.  In  New  York  call  800- 
462-6465. 

And  that's  another  reason  you'll  say.. 
"Thank  you,  Paine  Webber." 


Member  SIPC 


"We  want  your 

freight  business. 
Here's  how  we're 

going  to  fight 


to  get  it? 

— L.  Stanley  Crane,  Chairman,  Conrail 


ve  got  to  be  competitive. 
"If  there's  a  profit  in  your  business,  we'll 
compete  at  every  level  to  get  it— with  com- 
petitive prices  and  service  you  can  count  on. 
If  you  want  to  know  what  we  can  do  for  you. 
read  what  we've  done  for  others." 

You  can  count  on  Conrail 

"We've  made  great  strides  in  making  Conrail 
as  reliable  as  any  railroad  in  America.  We're 
getting  good  marks  from  our  present  ship- 
pers. 

"The  quality  of  our  plant  and  equipment  is 
second  to  none.  And,  for  the  year  to  date, 
we're  in  the  black  (see  the  financial  chart  at 
right).  We're  earning  a  profit  despite  adverse 
traffic  conditions." 

We're  right  on  schedule 

"Conrail  has  changed.  Here's  proof:  Today, 
almost  85$  of  all  freight  cars  moving  on 
Conrail  arrive  within  24  hours  of  the  pub- 
shed  schedule.  Conrail  freight  trains  also 
-t  an  cn-time  reliability  record  that  can 


stack  up  to  any  other  railroad  in  the  country. 

"In  fact,  over  the  past  five  years,  Conrail's 
on-time  performance  has  improved  by  300$  . 

"Look  at  the  chart  on  the  next  page  to  see 

"Conrail  has  turned  around.  We're  making  a  profit  this 
year  despite  adverse  traffic  conditions." 
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just  how  much  things  have  changed." 

We're  trimming  the  fat 

"Were  trimming  down  our  system  and  are 
closing  unprofitable  routes.  That  means  we 
can  serve  our  core  routes  more  effectively. 

"Our  goal  is  to  create  a  core  system  that 
serves  the  industrial  heartland  of  America, 
offering  our  present  and  potential  shippers 
more  efficient,  reliable  service." 

We  give  you 
the  competitive  edge 

"Rail  deregulation  opened  up  new  opportun- 
ities for  the  rail  industry,  and  Conrail  is  capi- 
talizing on  them. 

"We've  implemented  20  new  contracts 
with  shippers  and  we're  negotiating  another 
35  right  now.  These  contracts  offer  signifi- 
cant benefits  including  guaranteed  rates, 
service  and  equipment,  tailored  to  individual 
needs  and  requirements.  Marketplace  com- 
petition has  forced  the  rail  cost  of  shipping 
perishables  down.  As  a  result,  our  shipments 
are  up.  We're  carrying  33%  more  perishable 
tonnage  than  last  year. 

"We  also  offer  substantial  discounts 
through  our  Econo-Rate  programs  and  our 
Super  Saver  discounts.  So  call  us  and  give  us 
a  chance  to  give  you  the  competitive  edge." 

We're  in  the 
private  sector  to  stay 

"We're  running  a  business  like  you  are. 
We're  making  a  profit,  and  our  shippers  are 
complimenting  us  for  good  service.  We've 
developed  new  marketing  solutions  to  ship- 
per transportation  problems. 
"For  an  unprecedented  second  year  in  a 


Conrail  Freight  Train  Performance 
(within  one  hour  of  schedule) 

78.6%  HI! 


1977  1978  1979  1980  1981 

"We're  getting  good  marks  from  present  shippers— 
and  we're  getting  better." 

row,  we've  won  the  industry-coveted  Golden 
Freight  Car  award  for  marketing  achieve- 
ment." 

Write  directly  to  me. 
The  buck  stops  here 

"We're  an  aggressive,  innovative  company. 
We're  hungry  for  your  business— your  coal, 
your  grain,  your  chemicals,  your  steel,  your 
metals,  all  your  shipments  in  the  Northeast 
and  Midwest. 

"We  promise  you  competitive  prices  and 
service  you  can  count  on.  And  if  we  don't  live 
up  to  it,  I  want  to  hear  about  it.  Write  to  me 
personally  at  6  Penn  Center  Plaza,  Room 
10  1()C,  Philadelphia,  PA  19104."  jf****. 

CON  RAIL  =3* 

"We've  got  to  be  competitive! 


Readers  Say 


Peacetime  draft? 

Sir:  I  am  dismayed  by  your  continu- 
ing campaign  for  a  peacetime  draft 
(Fact  and  Comment,  Oct.  12).  A  draft  is 
contrary  to  the  ideals  on  which  this 
country  was  founded.  Individual  free- 
dom should  not  be  compromised  by 
the  state  except  in  times  of  national 
emergency  (such  as  war). 
— Walter  C.  Revis 
Waukegan,  III 


availability  of  perishable  crops  during 
the  growing  season. 

Seasonal  companies  should  not  be 
expected  to  pay  for  the  legislature's 
largesse  in  authorizing  a  welfare  pro- 
gram for  people  who  are  seasonally 
unemployed  year  after  year. 
—David  A.  Pahl 
President, 

Northwest  Food  Processors  Association 
Portland.  Ore. 


28)  that  state  securities  regulators 
won't  help  the  unwary  investor.  For 
over  three  years  the  Securities  Divi- 
sion of  my  office  has  been  engaged  in 
a  vigorous  program  of  shutting  down 
commodity  scam  operators. 

There  is  a  compelling  need  for  Con- 
gress to  clarify  existing  federal  com- 
modities laws  so  that  state  regulators 
can  utilize  their  statutes  to  pursue 
more  completely  the  scam  artists. 
— Michael  Joseph  Connolly 
Secretary  of  State, 
Commonwealth  of  Massachusetts 
Boston,  Mass. 


The  ultimate 

Sir:  Re  "The  Ultimate  Sales  Hype," 
(Fact  &  Comment,  Oct.  26).  The  really 
Ultimate  Sales  Hype  in  this  business 
is  the  ploy  of  not  having  any  price  list 
at  all.  This  technique  is  used  by  those 
art  dealers  who  are  really  frustrated 
museum  directors  who  consider  ev- 
erything they  handle  to  be  absolutely 
priceless. 

— Peter  A.  Tatistcheff 
Tatistcheff  &  Co.,  Inc. 
New.  York,  N.Y. 


Boat,  not  ship 

Sir:  The  Delta  Queen  Steamboat  Co., 
listed  as  one  of  the  "best  performers" 
in  the  over-the-counter  market  (Oct. 
12)  was  incorrectly  listed  as  Delta 
Queen  Steamship  Co. 
— Stanley  S  Thune 
Chairman  and  CEO, 
Delta  Queen  Steamboat  Co. 
Cincinnati,  Ohio 


Store  bought  tomatoes 

Sir:  Re  "The  Impervious  Tomato" 
(Other  Comments,  Oct.  26).  If  the  toma- 
to industry  shipped  ripened  tomatoes, 
then  Americans  would  never  be  able 
to  taste  a  tomato.  It  would  arrive  as 
fresh  tomato  paste. 

To  survive  the  rigors  of  shipping,  a 
store-bought  tomato  is  picked,  pack- 
aged and  shipped  at  the  hard,  mature, 
green  stage.  The  ripening  process  can 
easily  be  completed  by  setting  it  on 
the  kitchen  counter  and  letting  it  fin- 
ish the  cycle  at  room  temperature. 
— Marie  A.  Magrath 
Bradenton,  Fla. 

Even  ripened,  they  're  still  tasteless — Ed. 


Sir:  Instead  of  reinstituting  the  draft, 
we  should  introduce  Universal  Mili- 
tary Training.  This  will  increase  the 
military  manpower  pool  and  remove 
the  inequities  of  the  draft. 
— A.  Baidins 
Wilmington.  Dei 

Sir:  We  should  increase  all  military- 
duty  tax  exemptions  to  promote  the 
voluntary  military. 

— Steve  Skirka 
Marina,  Calif. 

Sir:  As  a  former  Secretary  of  the  Navy 
in  the  Kennedy  Administration  and 
as  a  former  Assistant  Secretary  of  the 
Army  in  the  Truman  Administration, 
I  wholeheartedly  endorse  your  think- 
ing. You're  right,  it  [the  draft]  never 
should  have  ceased.  It's  the  way  we 
can  have  a  peaceful  world. 
— Fred  Korth 
Washington,  D  C 


Gold  bonds 

Sir:  If  Reagan's  supply-side  econom- 
ics is  to  be  saved,  interest  rates  must 
come  down.  This  can  promptly  be 
achieved  by  backing  U.S.  Treasury 
bonds  with  gold. 
— Vicente  de  Paula  Ribeiro 
Sao  Paulo,  Brazil 

Forbes  has  backed  such  a  move  for 
almost  two  years.  See  "A  Golden  Solu- 
tion" Oct.  29,  1979— Ed. 


Seasonal  exception 

Sir:  You  state  (Aug.  17)  that  some 
unemployment  is  created  when  sea- 
sonal employers  are  sheltered  from 
paying  the  full  cost  of  benefits 
claimed  by  their  laid-off  workers.  A 
more  direct  tax  penalty  on  such  em- 
ployers would  not  reduce  the  rate  of 
joblessness  in  fruit  and  vegetable  pro- 
cessing where  month-to-month  pro- 
duction schedules  are  determined  by 


A  halt  to  lawyers 

Sir:  Re  your  editorial  comments 
about  outrageous  legal  fees  (Fact  and 
Comment,  Sept.  28).  Why  can't  all  laws 
be  written  in  plain  English? 

— Michael  E.  Tyler 
Haverford,  Penna. 

Sir:  HALT  (Help  Abolish  Legal  Tyr- 
anny) is  a  nonprofit  public  interest 
group  of  over  70,000  citizens  working 
to  make  our  legal  system  more  re- 
sponsive and  less  expensive.  We  pro- 
duce clear  and  concise  educational 
materials  to  instruct  people  how  to 
make  more  effective  use  of  legal  pro- 
cedures with  less  dependence  on  law- 
yers (and  thus  expense). 

In  addition,  HALT  is  fighting  in 
Congress  and  in  state  legislatures  to 
reform  outdated  and  costly  legal  pro- 
cedures in  areas  such  as  real  estate, 
probate  and  divorce. 
— Mathew  Valencic 
Director, 
HALT 

Washington,  D  C 


Why  we  kept  dividend 

Sir:  Your  article  on  Longview  Fibre 
Co.  (Sept.  14)  comments  that  "since 
insiders,  including  Wollenberg,  con- 
trol 12%  of  the  shares  he  may  be 
inclined  to  maintain  the  payout."  The 
large  stockholders  on  our  board  would 
be  better  off  with  capital  gains  than 
with  dividends.  Our  board  believed 
that  continuing  the  dividend  in  the 
loss  period  was  preferable  to  a  large 
majority  of  our  smaller  stockholders. 
— R.P  Wollenberg 
President, 
Longview  Fibre  Co. 
Longview,  Wash. 


We  help 

Sir:  I  take  issue  with  your  statement 
in  the  article  "Citizen  beware"  (Sept. 
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More  car. 
Less  money. 

The  four-door  Fairmont  Futura 

for  1982  is  the  only  car  in  America 

with  more  standard  features  and 

a  lower  sticker  price  than  last 

year*  That  is  the  simple, 

surprising  fact  of  the  matter. 

More  car.  Less  money 
How  we  improved  on  a 

solid  value. 

The  new  Fairmont  Futura 
four-door  offers  all  the  good 
things  it  did  last  year,  such  as 
rack  and 
pinion 
steering, 
power 
front  disc 
brakes  and 
steel-belted 
radials.  But  this  year  you  get 
new  dual  front  speakers  on  the 
standard  AM  radio  (may  be  de- 
leted for  credit)  and  a  spacious 
16.7  cu.  ft.  deep-well  trunk  that 
gives  you  lots  of  room  for 
samples,  luggage  or  bags  of 
groceries  in  an  upright  position. 

*  S6419.  Comparison  of  Aug.  1, 1981, 
sticker  price  of  a  1981  to  a  1982  base 
model  Fairmont  Futura  four-door. 


And  Fords  sensible  2.3  liter 
overhead  cam  engine  delivers 
impressive  fuel  economy 

EST 


33h^y  22 


EPA 
MPG 


For  comparison.  Your  mileage 
may  differ  depending  on  speed, 
distance  and  weather.  Actual 
highway  mileage  lower 

Lots  of  room  for  people 
and  things. 


Choose  a  Fairmont  Futura 
with  standard  bucket  seats  and 


you  get  room  for  five.  Choose 
the  optional  full-width  bench 
seat  or  the  flight  bench  seat  in 
the  Interior  Luxury  Group 
option  and  you'll  have  room  to 
seat  six  adults. 

Fairmont  Futura:  the 
economical  answer. 

If  you're  looking  at  the  prices 
of  new  cars  today  and  wonder- 
ing whether  there  is  one  priced 
for  you,  the  economical 
Fairmont  Futura  could  be  your 
answer.  Whether  you  buy  or 
lease,  see  Fairmont  Futura  now. 


6419 


More  car.  $ 
Less  money. 

Fairmont  Futura  four-door.  Manu- 
facturer's suggested  retail  price.  Title, 
taxes  and  destination  charges  extra. 
Some  cars  shown  with  optional 
equipment  at  extra  cost. 

FORD  FAIRMONT 
FUTURA 


LONGINES 


Very  Swiss. 
\eryThin. 
Quartz,  of  course. 


Longines*  Conquest  is  equally  at  home 
100  feet  underwater  or  at  a  $100-a-plate 
dinner.  It's  the  high  tech  Quartz  watch  for 
men  and  women. 

It  is  perhaps  the  world's  most  distinc- 
tive looking  wristwatch,  a  stunning  combi- 
nation of  high  fashion  and  high  tech.  It's 
Conquest™  from  the  Longines  Quartz 
International  Collection. 

Water  resistant,  shock  resistant  and 
encased  in  stainless  steel,  Conquest  is 
rugged  enough  to  wear  deep  underwater, 


elegant  enough  for  evening.  The  look  is 
always  right. 

Your  Longines- Wittnauer  jeweler 
invites  you  to  come  in  and  see  Conquest 
and  the  Quartz  International  Collection. 
Or  let  us  come  to  you.  Just  write  to  the 
Longines-Wittnauer  Watch  Company, 
New  Rochelle,  New  York  10802  for  your 
free  brochure. 

Don't  wait.  Someone  close  to  you  is 
hoping  you'll  give  Longines,  the  worlds 
most  honored  watch? 


LONGINES 
WITTNAUER 

Time  can  be  beautiful 


When  curiosity  flourishes, 
worlds  can  be  changed. 

Why?  How?  What  if?\bung  people  question.  Taking 
joy  in  the  search  for  solutions.  Their  worlds  abound 
with  endless  possibilities.  So  too,  it  is*  *with  scientists. 
Whose  laboratories  are  as  limitless  as  _ ,  *the  universe. 
Whose  ideas  shape  worlds.  To  interest  young  minds 
in  the  wonders  of  science,  Phillips  Petroleum  has  made 
possible  a  film  series  called  "The  Search  for  Solutions" 
Stimulatine  films  aired  on  PBS  and  seen*    *  by  over 

.two  million  students 
per  month.  They 
'» capture  the 
excitement  of 


And  the 

discoverer.  I 
To  teach.  To 
'encourage. 
But  most  of 
all,  to  interest. 
Because  childlike 
curiosity  in  the  right 
hands  can  help  turn 
darkness  into  light.  g§ 


"With  ajl  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


RE  THE  RECESSION—WE  SHOULD  BE  SO  LUCKT 


mild  \'mi(3)ld\  adj  [ME,  fr  OF.  milde:  akin  to  Gk  malthakos  soft. 
OE  melu  meal  —  more  at  meal]  gentle  in  nature  or  behavior 
a  :  moderate  in  action  or  elTect  b  :  not  being  or  involving  what 
is  extreme  <an  analysis  under  ~  conditions>  <a  —  slope>  not 
severe  :  temperate  <a  ~-  climate>  <~  symptoms  of  disease> 


MANNY  HANNY'S  TIMELY  BOND  BUY 


Everyone  in  bonds  has  taken  a  long  cold  bath. 

Now  it's  time  to  make  a  clean  start  in  buying  bonds. 

That  dirty  word  "recession"  is  a  principal  reason  why. 
With  businesses  for  the  nonce  holding  back — that  is,  those 
not  flat  on  their  backs — the  demand  for  borrowing  money 
is  headed  down,  and  interest  rates  along  with  it. 

U.K.'S  ECONOMY  TURNING  UP, 

The  Rutgers  University  Center  for  International  Busi- 
ness Cycle  Research  is — possibly — less  known  in  Britain 
than  in  the  U.S.,  but  Margaret  Thatcher  can  take  a  crumb 
of  comfort  from  its  current -prognosis.  The  Center  has  a 
series  of  leading  economic  indicator  indices  that,  'tis 
claimed,  fairly  accurately  forecast  coming  economic  activ- 
ity, and  the  latest  for  Britain  indicates  it's  headed  up. 


Manufacturers  Hanover  Trust  Co.  has  shifted  its  average 
pension  portfolio  mix  from  60%  stocks,  10%  bonds  and 
30%  cash,  to  bonds  and  common  stocks  in  equal  amounts 
and  6%  in  cash. 

The  only  thing  that  might  give  them  pause  is  the  fact 
that  I  think  they're  right. 

NOT  BELLY  UP,  SAYS  RUTGERS 

The  Brits  now  know  Maggie  isn't  going  to  change  her 
economic  ways.  As  she  put  it,  "The  lady's  not  for  turning." 
Polls — as  well  as  the  latest  by-election — show  that  an 
overwhelming  percentage  of  the  electorate  is  for  turning 
Maggie  out  to  join  the  record-setting  jobless  queue. 

Wouldn't  it  be  wonderful  if  Rutgers  is  even  remotely 
right. 


REAGAN'S  PLEDGE  TO  KEEP  SAUDI  OIL 


available  to  us  and  the  rest  of  the  Free  West  is  a  stark 
reminder  that  the  current  oil  glut  has  only  momentarily 
eased  our  dependence  on  this  Middle  East  lifeline.  Neither 
emotion  nor  love  nor  AWACS  changes  the  fact  that  we 
have  a  mutual  overwhelming  interdependence.  It  would  be 


nice,  of  course,  if  the  relationship  could  always  be  unabra- 
sive,  but  since  such  is  never  the  case  between  even  the 
best  of  friends,  we  should  hardly  expect  it  in  this  instance. 

Mutual  necessity  creates  a  better  bond  than  flattering 
mutual  blather  ever  did  or  ever  will. 


ANOTHER  EVIL  THE  DRAFT  WOULD  HUGELY  ALLEVIATE 


Drug  abuse  in  our  military,  concludes  a  recently  com- 
pleted study  by  the  House  of  Representatives,  is  dangerous- 
ly widespread.  Observes  Congressman  Joseph  Addabbo  (D- 
N.Y.):  "The  equivalent  of  four  U.S.  combat  infantry  bat- 
talions assigned  to  Europe  are  lost  because  of  drug  abuse." 

The  reinstitution  of  the  draft,  in  addition  to  saving 
Sbillions  even  while  rewarding  far  better  those  with  essen- 
tial skills  (see  Fact  and  Comment,  Oct.  12),  would  provide 


the  Army  with  a  cross  section  of  Americans  as  well  as  spur 
voluminous  additional  volunteering. 

Both  draftees  and  volunteers  can  then  be  far  more  care- 
fully screened,  far  more  frequently  tested  for  drugs  without 
the  services  having  to  worry  about  meeting  body  counts. 

With  the  draft  itself,  and  the  accompanying  great  lessen- 
ing of  our  military's  drug  problems,  U.S.  military  credibil- 
ity around  the  globe  will  gain  enormously. 
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THREE  CHEERS  FOR  THE  RED  WHITE  &  BLUE  MRS.  KIRKPATRICK 


Many  have  been  critical  of  our  U.N.  Chief  Delegate 
Jeane  Kirkpatrick  for  some  of  her  unequivocating  state- 
ments when  a  bit  of  gloss  might  have  been  more  diplomat- 
ic. But  I  don't  know  many  who  didn't  stand  up  and  cheer 
when  she  dispatched  that  letter  asking  40  of  93  ''nona- 
ligned"  nations  why  they  voted  for  a  communique  that 
contained  "base  lies  and  malicious  attacks  upon  the  good 
name  of  the  United  States." 

Her  letter  states:  "Your  Excellency,  I  think  you  no  more 
believe  these  vicious  lies  than  I  do,  and  I  do  not  believe 
they  are  an  accurate  reflection  of  your  Government's  out- 
look. And  yet  what  are  we  to  think  when  your  Govern- 


ment joins  in  such  charges,  for  that  is  what  you  have  done 
in  failing  to  disassociate  yourself  from  them." 

The  countries  she  queried  are  generally  regarded  as 
friendly  to  the  U.S.  And,  so  far,  about  half  have  indicated 
they  didn't  really  believe  what  their  bloc  was  on  record  as 
approving  in  an  anti-American  communique'  suggesting 
that  the  U.S.  was  striving  to,  among  other  things,  "desta- 
bilize" Granada  and  Nicaragua. 

She  queried  the  absence  of  any  criticism  of  the  Soviet 
Union  "in  a  year  which  sees  a  continuing  military  occupa- 
tion of  Afghanistan,  Cambodia  and  Chad." 

Mrs.  Kirkpatrick  has  blown  a  timely  whistle. 


WHETHER  IT'S  IN  BUSINESS  OR  THE  POLITICAL  WORLD 


those  out  bore  those  within. 


WHICHEVER  SCHOOL 

Whether  you  are  of  the  life-imitates-art  school  or  vice  versa,  this  for-real 
photograph  that  appeared  in  the  New  York  Post  brought  to  our  minds  this 
illustrated  telltale  painting 
from  the  Forbes  Collection, 
done  20  years  ago  by  the  late 
Edward  Melcarth.  Can  we  con- 
clude that,  if  for  the  pictured 
innocent  youth  in  the  middle 
love  is  blind,  the  oil  painting 
suggests  that  lust  is  too? 


BOOKS 


WALTER 
L1PPMANN 

AMERICAN 
CENTURY 


RONALD STKEL 


Walter  Lippmann  and  the  American 
Century — by  Ronald  Steel  (Little, 
Brown  &  Co.,  $19.95).  From  the 
1920s  into  the  1960s,  no  newspaper 
columnist  before,  during  or  since  has 
come  remotely  close  to  Walter  Lipp- 
mann in  wielding  such  impact  on 
public  opinion  and  policy  direction. 
His  eggheaded  counsel  was  sought 
and  often  heeded  on  monumental 
matters  by  every  President  from  Teddy  Roosevelt  to  Lyn- 
don Johnson.  He  was  more  pragmatic  than  the  rock- 
principled  philosopher  he  preferred  to  think  of  himself  as 
being.  Mr.  Steel  has  written  the  Lippmann  book. 
Excerpts:  Lippmann:  Political  democracy  was  "not  so 
much  a  way  of  expressing  the  wisdom  people  have,  as  it  is 
a  way  of  enabling  them  to  get  wisdom."  ...  "7  learned 
from  Frank  Cobb  .  .  .  that  more  newspapermen  had  been 
ruined  by  self-importance  than  by  liquor. "...  When 
there  were  no  guests  Helen  and  Walter  would  take  long 
hikes  through  Acadia  National  Park  or  on  trails  through 
the  woods.  "Walter,"  she  once  shouted  at  him  as  they 
clambered  over  some  slippery  rocks,  "look,  don't  think!" 


Destinations — by  Jan  Morris  (Ox- 
ford University  Press/Rolling  Stone, 
$12.95).  Jan  Morris  deftly  dissects 
eight  cities  and  three  countries  in 
these  fascinating  Rolling  Stone  es- 
says— including  the  first  kind  words 
I  can  recall  about  Los  Angeles.  If 
you're  a  fig  curious  about  Washing- 
ton (D.C.),  New  Delhi,  Panama, 
L.A.,  South  Africa,  Rhodesia,  Lon- 
don, Cairo,  Istanbul,  Trieste  or  Manhattan,  you'll  enjoy. 

Excerpt:  Expertise  is  the  stock  in  trade  of  this  metropolis, 
and  behind  the  flash  and  the  braggadocio,  solid  skills  and 
scholarship  prosper.  There  are  craftsmen  everywhere  in 
L.A.,  craftsmen  in  electronics,  in  film-making,  in  litera- 
ture, in  social  science,  in  advertising,  in  fashion.  They  say 
that  in  San  Francisco  there  is  less  than  meets  the  eye:  in 
Los  Angeles  there  is  far  more,  for  the  reputation  of  the 
place  makes  no  allowance  for  this  corporate  diligence 
and  dexterity.  Here  Lockheed  makes  its  aircraft.  Here 
NASA  makes  its  space  shuttle  orbiter.  Here  is  UCLA,  one 
of  the  most  fertile  universities  in  the  Western  world.  Here 
McCulloch  Corp.  has  patented  a  device  to  pop  the  golf 
ball  out  of  the  hole,  to  save  its  owner  stooping. 
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MOVIES 


Chariots  of  Fire — You  don't  have  to  be  even  slightly  inter- 
ested in  Olympic  track  events  to  be  engrossed  by  this 
absolutely  convincing  tale  of  two  competing  British  cham- 
pions and  the  historically  accurate  denouement  that  took 
place  during  the  1924  Olympics.  The  Scotsman  runs  his 


standing  performance  by  hero  Mark  Lee;  much  pungently 
real  dialog;  and,  as  a  climax,  the  blundered,  bloody  massa- 
cre of  the  Australian  troops  on  World  War  I's  Gallipoli 
beachheads.  You  leav  e  the  theater  feeling  almost  as  shat- 
tered as  the  hero  himself  literally  is  in  the  final  frozen 


heart  out  for  God — except  on  Sundays.  The  wealthy  Jewish  frame.  Tim — With  this  film,  the  Australians  show,  in  an 
undergraduate  from  Cambridge  explains  his  motive:  entirely  different  context,  their  swiftly  developing  capac- 
"Winning  is  a  weapon."  "You're  not  serious,"  says  a  lady  ity  to  make  outstanding  films.  Mel  Gibson,  who  also  is  co- 
friend.  "You're  not  Jewish,"  he  answers.  The  snobbery  of  featured  in  Gallipoli,  is  superb  playing  the  part  of  a  mildly 
empire,  the  flavor  of  Britain's  1920s  are  captured  totally  in  retarded  24-year-old  who  falls  in  love,  without  quite  know- 
this  totally  captivating  film.  Gallipoli — The  Aussies  ing  what  it  is  all  about,  with  a  considerably  older  lady, 
have  done  it  again — twice  (see  "Tim").  Breaker  Morant  Though  she's  very  successful  in  business,  she's  a  bit  slow, 
knocked  'em  dead  and  now,  with  Gallipoli,  Down  Under 's  too,  in  realizing  when  her  love  for  Tim  goes  beyond  the 
way  up  front  with  another  hit.  This  film's  a  combination  platonic.  It's  a  beautiful  tearjerker,  convincingly  done, 
of  sweeping  panoramas  stunningly  photographed;  an  out-  And,  thanks  be,  a  happy  ending. 

IF  THAT  SNAZZY  NEW  236  MPH  FRENCH  TRAIN 

gets  some  French  motorists  from  behind  their  steering 
wheels  and  aboard  its  whizzing  ones,  countless  French 
lives  will  be  saved. 

Probably,  though,  those  innumerable  French  LeMansiac 
drivers  will  have  a  new  game— seeing  if  they  can  beat  le 
train  a  grande  vitesse  from  Paris  to  Lyon. 


IF  YOU'VE  NEVER  BEEN  DOWN 

how  would  you  know  what  up  is? 


UP  S  GOOD 

Uppity  ain't. 


TAKING  A  CUE  FROM  FDR 


By  M.S.  Forbes  Jr. 


President  Reagan  should  take  a  leaf 
from  his  idol,  Franklin  Roosevelt, 
and  hold  fireside  chats  to  convey  a 
clear  picture  of  what  it  is  he  is  trying 
to  do  with  the  economy  and  how. 

Since  August  the  Administration 
has  given  the  impression  of  uncer- 
tainty and  drift  about  its  economic 
policies,  a  politically  lethal  image  to 
portray.  The  public  knows  our  prob- 
lems won't  be  solved  overnight. 
They  will  accept  setbacks  in  eco- 
nomic projections  if  they  sense  that 
the  overall  direction  is  right. 

Contrary  to  current  impression, 
the  President  has  made  impressive 
progress  on  both  the  budget  and 
taxes.  It  is  only  in  the  area  of  mone- 
tary policy  that  he  can  be  faulted 
(see  "Reagan's  Achilles'  Heel,"  Aug. 
1 7,  p.  21 ),  where  he  has  relied  on  the 
traditional  "experts"  rather  than  his 
own  pro-gold  instincts. 

Budget.  The  President  put 
through  spending  reductions  that 
were  judged  politically  impossible 


months  ago.  He  is  starting  to  take 
serious  moves  against  the  plethora 
of  off-budget  borrowing  and  loan 
guarantee  gimmicks  that  enable  the 
government  to  allocate  some  $100 
billion  of  credit  each  year. 

In  his  chats  with  the  voters,  he 
could  lay  to  rest  the  charges  that  he 
is  gouging  the  poor. 

The  bigger  deficit  is  largely  the 
result  of  higher  interest  rates  and 
the  loss  of  revenue  from  the  reces- 
sion. It  is  not  because  the  Adminis- 
tration's tax  and  budget  policies — 
now  in  effect  for  seven  weeks — 
have  "failed." 

Higher  taxes  will  not  mop  up  this 
red  ink.  As  David  Stockman  told 
Forbes  (Nov.  9):  "Congress  will 
spend  all  the  money  that's  there  and 
a  little  besides.  That's  the  nature  of 
the  institution."  A  growing  econo- 
my— which  enhances  revenues — 
and  a  sensible  monetary  policy — 
which  would  lower  interest  rates — 
will  be  far  more  effective.  That's 
what  the  President  should  stress  is 
the  aim  of  his  program. 


Taxes.  For  all  its  flaws,  the  tax  cut 
is  the  best  such  measure  this  coun- 
try has  had  since  the  early  1960s.  It 
provides  incentives  to  eam  more 
and  to  save  more.  Only  an  econo- 
mist or  a  Wall  Street  "expert"  could 
consider  that  bad  for  the  economy, 
for  the  long-term  health  of  our  fi- 
nancial markets. 

The  conventional  wisdom  is  that 
the  GOP  is  headed  for  trouble  in 
next  year's  congressional  election 
because  of  the  faltering  economy.  It 
needn't  be  that  way. 

The  President  and  his  operatives 
should  take  heart  from  history.  In 
1934  the  average  American  wasn't 
much  better  off  than  he  was  in 
1932.  But  the  voters  were  im- 
pressed with  the  sense  of  move- 
ment of  the  New  Deal;  they  had 
faith  in  FDR's  determination  to 
conquer  the  Depression. 

Though  pragmatic,  President 
Reagan  knows  where  he  wants  this 
country  to  go.  He  has  the  skills  to  do 
what  FDR  did  in  1934.  He  should 
begin  using  them — now. 


FORBES,  NOVEMBER  23,  1981 
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Other  Comments 

Often  comments  h\-  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind.  -MSI 


Dairies  &  Chandeliers 

The  dairy  business  is  so  good  that 
the  Government  has  had  to  accumu- 
late nearly  a  million  tons  of  dry  milk, 
butter  and  cheese  just  to  maintain 
legal  price  support  levels.  If  this  were 
the  ballpoint  business  and  the  Gov- 
ernment were  spending  freely  to  store 
a  million  tons  of  plastic  pens,  Con- 
gressmen would  be  swinging  from  the 
chandeliers. 

— New  York  Times  editorial 

Third  World  Relations 

I  suggest  that  we  reexamine,  in  a 
comprehensive  way,  the  proper  role  of 
the  U.S.  in  the  world  economy,  to  see 
if  we  are  contributing  what  we  should 
be  contributing  to  enhance  our  own 
best  interests.  What  are  our  proper 
responsibilities  to  the  nations  of  the 
Third  World?  And  how  can  we  exer- 
cise these  duties  in  our  own  best  self- 
interest?  .  .  . 

Our  relationships  with  the  Third 
World  will  inevitably  be  of  growing 
importance  as  this  decade  proceeds. 
And  it  seems  to  me  we  would  be  wise 
to  address  this  reality  sooner  in  a 
comprehensive  way  rather  [than]  later 
in  a  catch-up  fashion. 

— David  Rockefeller 

Mishandled  Missiles 

David  Hartman:  During  the  sum- 
mer the  House  Select  Committee  on 
Narcotics  Abuse  &  Control  conducted 
a  survey  on  drug  use  in  our  armed 
forces.  They  discovered  what  they 
called  a  shocking  level  of  abuse  among 
particularly  the  young  enlisted  per- 
sonnel. Donny  Hale  is  with  me  here 
in  New  York.  He  became  a  heroin 
addict  while  he  was  serving  in  the 
Army  in  Germany.  Donny,  do  you 
think  the  problem  is  worse  or  better 
than  the  study  indicates? 

Hale:  I  think  there's  more. 

Hartman:  You  were  involved  in 
putting  missile  heads  on  missiles? 

Hale:  Yes. 

Hartman:  You  put  warheads  on. 
Did  you  ever  use  drugs  when  you  were 

working? 

Hale:  Yes,  I  did. 

Hartman:  How  did  it  affect  your 
working? 

Hale:  It  affected  it,  well,  it  scared 
me  in  a  way  because  I  didn't  know  if  I 
was  going  to  blow  a  missile  up  or  not. 


I  really  couldn't  explain  how  I  felt 
while  I  was  doing  it. 

Hartman:  Right.  But  you  were  out 
of  control.  What  about  other  people? 
What  about  people  with  whom  you 
worked?  Were  they  using  it? 

Hale:  Yes.  They  were. 

Hartman:  Hard  drugs? 

Hale:  Hard  drugs. 

Hartman:  And  working  at  the 
same  time? 

Hale:  Yes.  I  went  into  the  service 
when  I  was  17.  And  I  had  been  smok- 
ing. Basically  just  smoking.  And 
through  being  around  my  peers  and 
my  comrades,  I  became  a  drug  addict. 
— interview  by  David  Hartman  on 

"Good  Morning  America,"  ABC-TV 

Lost  Vision 

It  is  no  good  coming  to  Manhattan 
for  the  shape  of  things  to  come.  In  the 
days  of  the  Great  Vision,  New  Yorkers 
built  an  airship  mast  on  top  of  the 
Empire  State  Building  almost  as  a  mat- 
ter of  course,  sure  that  the  latest  and 
greatest  dirigibles  would  head  straight 
for  Manhattan:  It  was  years,  though, 
before  New  York  was  reluctantly  per- 
suaded, in  our  own  time,  to  allow  su- 
personic aircraft  to  land  at  IFK. 

— fan  Morris,  Destinations 

No  Corner  for  Murdoch 

When  the  Washington  Star  folded, 
speculation  soared  that  Australian 
press  lord  Rupert  Murdoch  might  be 
tempted  to  fill  the  capital's  RM.  void. 


An  insider  [reports)  Murdoch  "dis- 
missed the  idea  pretty  quickly.  He  said 
he  already  had  two  of  the  world's  great 
money-losing  papers — the  London 
Times  and  the  New  York  Post  and 
didn't  want  to  corner  the  market." 

— Cheryl  Arvidson, 
Washington  Journalism  Review 


If  there  is  one  thing  that  de- 
stroys an  army's  morale  and 
discipline,  it  is  a  major  war. 
Everything  goes  to  hell. 
Lose  more  damned  sheets 
and  pillowcases. 

—General  Powers,  character  in  Visit 
to  a  Small  Planet,  by  Gore  Vidal 


Dulles  Comes  UnGurka-d 

"Look,  Walter,"  Dulles  said,  "I've 
got  to  get  some  real  fighting  men  into 
the  south  of  Asia.  The  only  Asians 
who  can  really  fight  are  the  Paki- 
stanis. That's  why  we  need  them  in 
the  alliance.  We  could  never  get  along 
without  the  Gurkas." 

"But  Foster,"  Lippmann  reminded 
him,  "the  Gurkas  aren't  Pakistanis, 
they're  Indians." 

"Well,"  responded  Dulles,  unper- 
turbed by  such  nit-picking  and  irritat- 
ed at  the  Indians  for  refusing  to  join 
his  alliance,  "they  may  not  be  Paki- 
stanis, but  they're  Moslems." 

"No,  I'm  afraid  they're  not  Mos- 
lems, either,  they're  Hindus." 

"No  matter,"  Dulles  replied,  and 
proceeded  to  lecture  Lippmann  for  half 
an  hour  on  how  SEATO  would  plug  the 
dike  against  communism  in  Asia. 

— Walter  Lippmann  and  the 

American  Century,  by  Ronald  Steel 


'Thank  goodness  I'm  overdrawn!" 
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THE  MOST  UNUSUAL  FEATURE  ABOUT 
THE  1982  SAAB  MAY  BE  ITS  1981  PRICE. 


In  a  year  when  most  car  prices  are 
)eing  raised  from  Detroit  to  Tokyo,  Saab 
s  keeping  its  prices  exactly  the  same. 

Saab  has  always  done  things  a  little 
iifferently. 

From  the  very  first  one  that  rolled 
)ff  the  assembly  line  over  thirty  years 
igo,  with  front-wheel  drive. 


To  our  1982  line,  with  four-wheel  disc 
brakes,  mechanically  controlled  fuel  injec- 
tion, energy-absorbing  bumpers  and  roof, 
and  dipped-beam  headlights  so  you  can  see 
50%  further.  As  well  as  one  of  the  first 
turbocharged  engines  to  leave  the  track. 

But  the  biggest  difference  has  always 
been  the  way  a  Saab  drives.  This  year,  in 


fact,  the  editors  of  Road  &  Track  magazine 
thought  enough  of  that  difference  to 
unanimously  select  Saab  the  sports  sedan 
for  the  eighties. 

Saab  was  always  an  unusual  car. 
Now  it  just  has  an  unusual  price. 


The  most  intelligent  car  ever  built. 


Shouldn't  you  be  insured 

by  a  company  with 
this  much  imagination, 
brains  and  foresight? 


personal  accident 
policy  m  America  is  issued. 
It  is  a  verbal  contract 
between  The  Travelers  and  a 
Mr.  J.E.  Bolter.  The  pre- 
mium: two  cents. 


1864  The  Travelers  becomes  the  first  company  in 

America  to  insure  against  personal  accidents. 
1884  The  first  company  to  offer  a  retirement 

income  contract. 
1892  The  tirst  company  to  offer  a  double  indem- 
nity provision. 

7  The  first  company  to  sell  car  insurance. 
1902  The  Travelers  creates  an  engineering 
department  to  help  prevent  costly 
accidents.  One  of  the  first  real  efforts 
to  contain  commercial  insurance  costs. 
1903  The  Travelers  opens  the  first  school 
to  train  agents. 
1904  The  Travelers  introduces  the  first  life 
insurance  policy  with  a  waiver  of  premium 
in  the  event  of  total  and  permanent  disability. 
1913  The  Travelers  starts  offering  group  life  insur- 
ance. 15  years  later,  there  were  still  only  six 
companies  offering  it  in  the  United  States. 
1913  The  Travelers  becomes  the  first  company  to 

offer  cash  settlement  life  insurance. 
1919  The  first  company  to  offer  aircraft  liability 
insurance. 

1922  The  first  company  to  market  a  salary  allot- 
ment plan. 

1928  The  first  company  to  offer  lab  services  as 
part  of  engineering. 


1936  Pioneers  retrospective  rating,  in  which,  fc 
a  large  insured,  the  final  premium  is  figured 
only  after  losses  are  known. 

1958  Starts  offering  life  insurance  to  women  at 
lower  rates  than  to  men. 

1965  Pioneers  the  concept  of  providing  com  me- 
dal package  policies  for  most  types  of  busiiu 

1968  First  company  to  establish  a  24-hour  claii 
Hot  Line  staffed  by  specially  trained  claims 
personnel. 

1969  Pioneers  standard,  discount,  and  surcharge 
method  of  pricing. 

1969  The  first  company  to  insure  astronauts 
against  accidents  during  space  travel. 

1970  The  Travelers  goes  national  with  a  dental 
plan  that  encourages  checkups  as  an  automa 
part  of  every  policy. 

1971  The  first  insurance  company  to  set  up  an 
office  of  consumer  information  to  answer  pe 
pie  s  questions  about  their  policies  or  any 
insurance  subject. 

1979  First  company  to  install  a  national  com- 
prehensive distributive  processing  system.  Ol 
of  the  most  efficient  ways  there  is  to  pay 
workers'  compensation  claims. 

1980  The  Travelers  introduces  interACS,  one  of 
the  industry's  most  advanced  computer  tern 
nal  systems,  allowing  agents  immediate  acce 
to  data. 

Our  very  first  policy  was  an  innovation. 

Issued  in  1864,  it  was  the  first  personal  acci- 
dent policy  ever  in  America. 

Since  then,  we've  been  responsible  for  a  score 
of  major  innovations,  innovations  which  pro- 
foundly affect  the  way  the  American  insurance 
business  is  conducted  today. 

So  call  an  independent  Travelers  agent  or 
broker.  You  can  find  them  listed  in  the  Yellow 
Pages. 

Considering  where  we've  been  and  where 
we're  going,  why  would  you  call  anyone  else? 


1919  As  part  of  a  comprehensive  aviation  insurance  program,  The  Travelers  issues 
the  first  aircraft  liability  insurance.  Subsequently,  such  luminous  Americans  as 
Wood  row  Wilson,  Admiral  Robert  E.  Peary  and  Orville  Wright  receive  "airplane 

trip  accident  tickets"  from  The  Travelers. 


1897  There  arc  only  90  cars  in  America  when 
The  Travelers  issues  the  first  automobile  policy. 
The  owner,  Gilbert  Loomis,  builds  the  one- 
cylinder  electric  car  himself.  Sixty  years  later, 
Mr.  Loomis  is  still  a  Travelers  policy  holder. 


1980  The  Travelers  develops  interACS,  an  advanced  computer 
system  that  allows  agents  to  link  their  own  computers  to 
The  Travelers.  InterACS  provides  virtually  instantaneous 
information  about  rates,  coverage  and  billing. 


f»9  With  America  s  hrst  moon  landing,  The  Travelers  becomes  the 
irst  company  to  insure  against  accidents  during  space  travel.  Our 
stronauts  arc  covered  for  all  accidents  and  "diseases  endemic  to  the 
lunar  surface  and  its  environs." 


THE  TRAVELERS 

The  Travelers  Corporation  and  Us  Ariiliated  Companies,  llartlord,  C  T  06115 


England,nowonly$3.00 


We  just  reduced  the  price  of 
doing  business  with  England. 
The  new  low  rate  is  $3.00  for  a 
3-minute  call  when  you  dial  the 
call  yourself,  Monday  to  Saturday, 
5a.m.  to5 p.m.  And  it's  only  $2.40 
all  other  times.  A  nice  price  to 
pay  for  the  fastest  way  to  close  a 
deal  today. 

If  you  don't  have  International 
Dialing  in  your  area,  you  still  get 
the  same  low  rate  as  long  as  it's  a 
simple  Station  phone  call. 
(Person-to-person,  credit  card 
and  collect  calls,  for  example,  cost 
more  because  they  require  special 
operator  assistance.)  Just  tell  the 
local  Operator  the  country,  city, 
and  telephone  number  you  want. 

Here's  how  to  dial  London: 

INTERNATIONAL  COUNTRY  CITY 
ACCESS  CODE       CODE  CODE 

Oil  +  44  +  1  +  LOCAL  NUMBER 

(If  you  are  calling  from  a 
Touch-Tone*  telephone,  press  the 
"#"  button  after  dialing  the  entire 
number.  This  will  speed  your 
call  along.) 

Only  $3 .00  to  close  a  deal  on 
the  spot.  What  a  nice  surprise! 
Or,  as  they  say  in  England, "That 

takes  the  biscuit!'  •Trademark  of  AT&T  Co. 

Want  to  know  more?  Then  call  our 
International  Information  Service,  toll  free: 

1-800-874-4000 

In  Florida,  call  1-800-342-0400 


(§)  Bell  System 


INITIAL3-MINUTE  DIAL  RATES 


FROM  THE  U  S 
MAINLANDTO 

DAY  RATE 

LOWER  RATE 

Austria 

$4.05 

—  A 

Rplpinm 

L-l  <Z  1  p..  1  U  1  1  1 

4.05 

$3.15  B 

Dpnmark 

4.05 

3.15  B 

Finland 

4.05 

3.15  B 

France 

4.05 

_  A 

Hprmanv 

4.05 

3.15  C 

\j  1  CvvC 

4.05 

_  a 

Ireland 

3.00 

2.40  B 

Italy 

4.05 

3.15  B 

Luxembourg 

4.05 

3.15  B 

IVIUI  dLU 

_  A 

  M 

Netherlands 

4.UD 

1  1  R 
J.Ij  B 

Norway 

4.05 

3.15  B 

Portugal 

4.05 

3.15  B 

San  Marino 

4.05 

3.15  B 

Spain 

4.05 

3.15  B 

Sweden 

4.05 

3.15  B 

Switzerland 

4.05 

-  A 

United 

Kingdom 

3.00 

2.40  B 

Vatican  City 

4.05 

3.15  B 

A)  No  lower  rate  period 

B)  Nights5pm-5am&Sunday 

C)  Nights  5pm-5am  only 

Thecharge  for  each  additional 
minuteisl/3theinitial  3-min. 
dial  rate.  Federal  excise  tax  of 
2%  isadded  on  all  calls  billed 
in  the  United  States. 


What's  Ahead  for  Business 


Henry  Kaufman  has 
postponed  doomsday, 
but  he  hasn't 
canceled  it. 


Why  credit  crowds 
into  the  short-term 
market. 


Hardship  for  small 
and  for  shaky 
companies,  but  not  for 
the  overall  economy. 


GOING  WHERE  THE  MONEY  IS 

Henry  giveth  and  Henry  taketh  away.  Helping  the  bond  market  to 
rally  late  last  month  was  Henry  Kaufman's  statement  that  the  econo- 
my was  "going  nowhere"  and  that  short-term  interest  rates  would 
continue  to  drop  for  a  while.  But  then  came  the  spoilsport:  Within  12 
months  short-term  interest  rates  will  be  "back  to  where  they  are 
today — and  higher."  Kaufman's  implication  was  clear:  The  slowdown 
in  demand  for  credit  would  be  only  temporary  and,  therefore,  the  long- 
term  bond  market  probably  wouldn't  rally  much. 

We  agree  with  Kaufman — halfway.  Like  him,  we  expect  to  see  short- 
term  interest  rates  continue  down,  but  unlike  him  we  don't  think  the 
drop  is  only  temporary.  Those  who  think  the  relief  is  only  temporary 
claim  that  heavy  federal  deficit  financing  is  going  to  run  head  on  into  a 
tight  money  policy  by  the  Federal  Reserve.  The  result  would  be  a  new 
crunch  that  will  make  it  difficult  and  costly  for  private  business  to 
borrow.  We  disagree  about  the  coming  crunch  for  two  reasons. 

First,  the  economy  will  remain  soft  and  inflation  will  continue  to 
subside.  Those  who  expect  a  substantial,  early  pickup  in  housing  and 
autos  are  dreaming.  You  can't  have  a  boom  with  these  two  depressed. 
With  all  industry  increasingly  cost-conscious  and  consumers  increas- 
ingly price-conscious,  prospects  for  a  new  burst  of  inflation  are  slight. 

Second,  we  think  it  is  wrong  to  lose  too  much  sleep  over  the 
crowding  of  borrowers  into  the  short-term  market.  This,  of  course, 
does  expose  the  weaker  companies  to  danger  of  insolvency,  but  it  is  no 
problem  at  all  for  the  stronger  companies.  Borrowers  are  pushing  into 
the  short-term  market  because  that  is  where  the  lenders  are.  As  the 
savings  and  loans  and  life  insurance  companies  have  lost  capital, 
money  market  funds  have  gained  capital.  By  their  very  nature  money 
market  funds  confine  investments  to  very  short  maturity  debt  instru- 
ments, usually  coming  due  in  60  days  or  less.  Commercial  paper  ranks 
high  in  popularity  among  the  funds,  accounting  for  more  than  a  third 
of  assets.  Soaring  this  year  from  $24  billion  to  $64  billion,  such  paper 
held  by  money  market  funds  has  filled  credit  needs  quite  amply. 

Historically  a  preponderance  of  short-term  borrowing  was  a  sign  of 
trouble.  That  is  what  bothers  some  analysts.  But  money  market 
mutual  funds  are  here  to  stay;  they  are  a  permanent  source  of  short- 
term  capital.  So  what  if  the  commercial  paper  credit  they  arrange  has  a 
typical  maturity  of  only  60  days?  The  money  funds  must  continue  to 
buy  more  to  keep  the  interest  income  rolling  in.  In  short,  the  concen- 
tration of  short-term  debt  is  the  preference  of  lenders  and  borrowers. 

What  will  happen  if  money  market  funds  start  to  shrink?  It  won't 
matter  that  much.  Money  market  funds  will  diminish  in  appeal  only 
when  interest  rates  fall  sharply.  When  that  happens  lenders  will  start 
going  long,  and  the  bond  market  window  will  open  to  borrowers. 

The  crowding  into  short-term  lending  does  hurt  many  people — small 
businesses  and  overextended  ones.  But  don't  make  the  mistake  of 
reading  too  much  macroeconomics  into  the  phenomenon. 


The  Forbes  Index 
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The  bad  news  confirmed.  The 

Forbes  Index  has  posted  a  1.1% 
drop.  This  is  the  biggest  setback 
since  the  beginning  of  the  last  reces- 
sion, early  in  1980.  A  major  factor: 
unemployment  claims,  which  are 
up  13%.  Manufacturers'  new  orders 
are  also  down,  and  inventories  are 
up.  Only  personal  income  bucked 
the  trend,  with  a  0.5%  gain. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  senes  is  presented  at  right. 


The  Forbes  Index  Components 
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Who  makes  sense  out  of  so  much  clutter? 


Sorting  out  the  wheat  from  the  chaff  in  electro- 
magnetic signals  is  the  prime  job  of  our  HRB- 
Singer  Division.  Singer  signal  processing  systems 
are  used  worldwide  by  all  U.S.  armed  forces  and 

^j^&wr      other  government 
,    %  **^!jP      ^  >^  agencies.  These  systems 
r~r~r^^~u^TBL'  V  receive  and  monitor  radar, 

HHI  -r  "^Slffllu  commun'cat:'on  and 
■  V**"4  telemetry  transmissions, 

'  *  ■:>\^m^< and  sort  sPec'f'c  signals  or 
W      ''""^mKM  interest^rom  tne  clutter. 

^  ^^41  Our  Librascope  and  . 

S"T  J-Z2£CfE  Kearfott  Divisions  are 
deeply  involved  in  data  processing  as  well;  the 
former  with  the  U.S.  Army's  Tactical  Computer 
System  and  the  latter  with  the  Joint  Tactical 
Information  Distribution  System. 

It  takes  intelligence  to  deal  with  masses  of 
complex  data.  Singer  has  got  it. 


mm 


SINGER 

Principal  Products  and  Services 

•  Advanced  flight-mdustnal- 
manne  simulation  trainers, 
guidance,  communication  and 
computational  systems,  edu- 
cational products  and  services 

•  Power  tools,  furniture,  air 
conditioning-heating  equip- 
ment, gas  meters,  automotive 
and  appliance  controls 

•  Consumer  and  industrial 
sewing  products  and  home 
appliances  •  8  Stamford  Forum, 
Stamford,  CT  06904 


■ 


EXECUTIVE  SUITE. 

Introducing  the  1982  Lincoln  Town  Car. 
It  offers  all  the  pleasures  and  comfort 
you  expect  in  such  an  automobile. 
The  traditional  Lincoln  ride. 
Very  thoughtful  conveniences. 
And  one  of  the  highest  levels  of  luxury- 
available.  The  1982  Lincoln  Town  Car. 

Why  settle  in  less? 

1982  LINCOLN 


LINCOLN -MERCURY  DIVISION 


Forbes 


GM  and  Ford  to  UAW:  Surrender  pay  and 
benefits  now  or  we  will  move  jobs  abroad. 
Answers  the  union:  Even  if  that's  true,  how 
do  we  convince  the  workers? 


A  million  jobs 
to  go 


By  Jerry  Flint 


T|  he  American  public  has  given 
the  U.S.  auto  industry  an  ulti- 
matum: Produce  better-quality 
cars  at  a  lower  price  or  we  will  buy 
Japanese.  General  Motors  Corp.  and 
Ford  Motor  Co.  are  passing  the  ulti- 
matum to  the  United  Auto  Workers: 
Slash  the  pay  and  fringe  benefit  pack- 
age. Don't  nip  pennies  from  it;  hack 
off  dollars  per  hour.  Slash  it  now.  We 
aren't  going  to  wait  until  new  con- 
tract bargaining  next  summer  and  fall. 
If  you  don't,  we  will  move  production 
overseas,  liwe  don't,  the  public  will  do 
it  for  us. 


Ford  Vice  President  Pestillo 
Wanting  yes  for  an  answer. 


At  Ford,  Labor  Relations  Vice  Presi- 
dent Peter  Pestillo  says  these  types  of 
stay-or-go  decisions  involving  about 
20,000  jobs  will  be  made  before  the 
end  of  next  year. 

Peanuts,  General  Motors  Chairman 
Roger  Smith  tells  Forbes.  "You're 
talking  about  hundreds  of  thousands 
of  jobs.  You're  talking  megajobs ."  It's 
not  just  the  production  of  hidden 
parts — engines,  transmissions,  seat 
springs — as  far  as  GM  is  concerned. 
"We're  searching  for  an  S  car,  we're 
searching  for  a  T  car.  We  have  got  to 
know  before  September.  We  can't 
wait  and  make  that  kind  of  decision 
on  'maybe  something  will  happen.'  " 

For  those  who  don't  un- 
derstand Detroit's  code 
words,  the  T  car  is  GM's 
smallest  built  in  the  U.S., 
the  Chevrolet  Chevette. 
The  S  car  is  the  planned 
50-miles-to-the-gallon  su- 
permini. The  replacement 
for  the  Chevette  and  the 
new  S  won't  be  on  sale  for 
years,  but  the  where-do- 
we-build-them  decisions 
must  be  made  in  the  next 
few  months.  "We're  not 
trying  to  win  propaganda 
points  by  seeking  a  solu- 
tion before  the  present  la- 
bor contracts  expire  next 
fall,"  Smith  said  the  other 
day.  "We're  trying  to  keep 
our  company  competitive 
and  thereby  save  jobs — 


now,  before  it  is  too  late." 

Some  parts  for  U.S.  cars  already  are 
imported:  diesel  engines  for  the  Che- 
vette, transmissions  in  Ford's  Escort 
and  Lynx  models.  But  this  could  be 
only  the  start:  "It's  because  of  our  lead 
time,"  says  GM's  Smith.  Orders  on 
the  '84  and  '85  product  are  being 
made.  In  short,  the  decisions  made 
today  don't  mean  the  immediate  clos- 
ing of  plants,  but  could  mandate  the 
closing  of  plants  three  or  four  or  five 
years  down  the  road,  when  the  new 
models  with  new  engines  and  trans- 
missions and  seats  arrive.  Once  the 
commitment  is  made  to  bring  engines 
from  Mexico  or  transmissions  from 
France  or  Japan,  the  jobs  are  gone, 
maybe  forever.  Even  GM  work  that 
stays  in  this  country  may  move  to 
lower-cost  outside  suppliers,  union 
and  nonunion,  another  GM  man  says. 

GM  and  Ford  talked  about  renego- 
tiating their  contracts  in  the  past  and 
the  UAW  rejected  the  overtures.  GM 
and  Ford  raised  prices;  it  was  business 
as  usual.  Then  the  business  collapsed 
with  no  sign  of  any  turnup.  High 
prices — a  new  American  car  now 
averages  $9,000  or  more — and  the  Jap- 
anese onslaught  have  chopped  U.S. 
car  production  potential  to  6  million 
to  7  million  a  year  from  8.5  million  to 
9.5  million  annually  a  few  years  ago. 
The  third-quarter  losses  were  stagger- 
ing: $468  million  at  GM,  $334.5  mil- 
lion at  Ford,  $149  million  at  Chrysler. 
Production  schedules  for  the  fourth 


UAW  President  and  Chrysler  Director  Douglas  Fraser 
Wanting  to  know  the  quid  pro  quo. 
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quarter  are  being  slashed  again. 

CM  is  in  the  best  shape  of  any  U.S. 
carmaker,  but  even  its  plan  has 
cracked.  Its  front-wheel-drive  J  cars, 
introduced  last  spring,  failed  to  catch 
fire — overpriced,  underpowered  and 
dully  styled,  critics  say.  Conversion  of 
one  North  American  plant  to  J  car 
output  has  been  put  on  hold;  two  new 
plants  that  were  on  the  drawing 
boards,  Kansas  City  and  Flint,  Mich., 
are  dead.  Layoffs  are  ordered  for  the 
front- wheel-drive  X  car  plants  at 
Oklahoma  City  and  Willow  Run, 
Mich.  Ford  told  workers  at  its  Shef- 
field, Ala.  aluminum-casting  plant  to 
take  a  50%  pay/benefit  cut,  buy  the 
plant  (and  then  cut  their  own  pay)  or 
see  it  closed.  At  a  Livonia,  Mich, 
transmission  plant,  Ford  workers 
were  told  to  eliminate  some  make- 
work  practices  or  be  out  of  the  bid- 
ding for  the  next  big  transmission  job. 

Of  course,  Ford  and  GM  don't  like 
to  use  the  word  ultimatum .  "There  are 
legal  constraints,"  says  Ford's  Pestillo. 
"We've  got  a  contract,  and  we've  got 
to  honor  it."  Threatening  to  move 


jobs  unless  a  valid  contract  is  renego- 
tiated might  be  some  sort  of  unfair 
labor  practice.  But  everybody  knows 
that  it  goes  beyond  questions  of  iair- 
ness:  When  the  people  of  California 
give  half  their  new-car  business  to  the 
Japanese,  they  serve  notice  that  De- 
troit's splendid  isolation  is  over — no 
longer  may  union  and  management 
write  themselves  fat  checks  and  ex- 
pect the  American  people  automati- 
cally to  honor  them. 

The  smallest  changes  may  be  sig- 
nificant. Take  the  Ford  transmission 
plant  outside  of  Cincinnati.  The  deci- 
sion was  made  to  make  the  new 
transmission  for  next  year's  Ford 
small  truck,  the  Ranger,  in  Bordeaux, 
France.  The  French  transmission  is  23 
pounds  lighter,  a  bit  better  on  mileage 
and  $44  cheaper.  They  still  are  mak- 
ing big-car  transmissions  at  the  Ohio 
plant.  But  another  Ford  official  says 
the  decision  to  put  that  small  trans- 
mission in  France  means  the  eventual 
doom  of  the  U.S.  plant  as  the  bigger 
cars  fade  from  the  scene. 

Years  ago  this  type  of  crossbreeding 


was  impossible.  American  cars  were 
big,  with  V-8  or  6-cylinder  engines.  As 
the  cars  become  similar,  job  transfer 
becomes  a  way  of  cutting  costs  in  an 
industry  where  cutting  costs  means 
survival  itself. 

A  year  ago  GM  figured  its  U.S.  labor 
cost  at  $18.60  an  hour,  including  a 
base  rate  of  $9.65  and  cost-of-living 
allowance  of  another  84  cents,  against 
labor  cost  of  $10.78  for  Japan  at  206 
yen  to  the  doilar.  Today  GM  figures 
its  labor  cost  at  $19.65,  including 
$9.90  average  base  rate  and  $1.63 
more  in  COLA,  and  the  yen  is  at  234 
to  the  dollar — giving  Japan  a  further 
advantage.  "We  are  now  operating  in 
an  international  market — not  a  do- 
mestic one — and  our  offshore  com- 
petitors are  fully  capable  of  reducing 
us  to  a  third-rate  power  in  that  mar- 
ket unless  we  do  something  about  it," 
says  GM's  Smith. 

"I  hope  all  of  our  union  people  will 
understand  that  and  deal  with  it." 

Pestillo  says  Ford  figures  it  is  closer 
to  $10  an  hour  behind  the  Japanese 
now  and  getting  worse  as  U.S.  pay 
costs  climb  10%  to  11%  a  year  and 
Japan's  climb  7%. 

The  manufacturers  know  where  to 
cut:  They  want  to  chop  some  of  the 
28  annual  paid  days  off,  in  addition  to 
vacations;  put  ceilings  on  COLA  pay; 
trim  the  annual  wage  increase,-  keep 
the  costly  fringes  from  new  hires;  and 
get  worker  contributions  to  the  soar- 
ing medical  and  pension  bills. 

What  is  the  union  going  to  do? 
Douglas  Fraser,  the  UAW  president, 
talks  frankly  with  Forbes  about  the 
union's  dilemma:  Do  the  facts  justify 
going  to  the  bargaining  table  to  re- 
negotiate the  contract?  "From  a  bar- 
gainer's point  of  view,  who  knows 
whether  or  not  they're  bluffing." 

If  they  are  not,  could  the  union  con- 
vince the  workers  to  take  cuts?  "Is  it 
manageable  politically?"  he  asks. 

Fraser  is  not  only  the  president  of 
the  UAW;  he  is  a  member  of 
Chrysler's  board  of  directors.  Detroit 
is  a  small  town,  and  he  talks  with  the 
industry  leaders.  "I  said  to  Roger 
Smith  last  week  that  even  if  we  were 
willing  to  go  to  the  bargaining  table, 
our  opposition  [within  the  union] 
would  make  the  case  that  the  eco- 
nomic climate  is  so  bad,  so  poisoned, 
that  no  matter  what  we  do,  it  won't 
help  business."  And  no  union  leader 
likes  to  be  called  a  "sellout." 

Fraser  says  GM's  second-quarter 
net,  $515  million,  made  it  impossible 
to  convince  workers  then  that  con- 
cessions were  needed.  "It's  hard  for  us 
when  they  speak  out  of  both  sides  of 
the  mouth.  They  tell  us  they'll  have  to 
move  [out  of  the  country]  and  they  tell 
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Tale  of  the  pay  envelope 

Japanese  autoworkers  don't  have  it  so  bad — provided  the  company  they 
work  for  remains  profitable.  Their  bonus,  $2.16  an  hour  in  the  latest 
available  figures,  is  contingent  upon  profitability.  The  U.S.  autoworker, 
by  contrast,  receives  more  than  double  the  base  pay  of  his  Japanese 
counterpart — a  difference  of  $5.39  an  hour — regardless  of  profitability. 
Since  GM  made  this  comparison,  labor  cost  has  risen  to  $19.65  an  hour 
and  the  yen  has  gone  to  234  to  $1,  increasing  the  gap. 

 $  per  hour  

GM  versus 

Japan1  GM2  Japan 


Payroll  related 


Base  pay 

4.26 

9.65 

(5.39) 

Overtime 

1.05 

0.51 

0.54 

Bonus3 

2.16 

2.16 

Night  shift  allowance 

0.59 

0.27 

0.32 

Commutation  allowance 

0.21 

0.21 

COLA 

0.84 

(0.84) 

Vacation/PPH/paid  absence 

0.55 

1.45 

(0.90) 

National  holidays 

0.25 

0.77 

(0.52) 

Other 

0.03 

0.04 

(0.01) 

Total  payroll-related 

9.10 

13.53 

(4.43) 

Benefits 

Group/medical  insurance 

0.32 

2.27 

(1.95) 

Medical  services 

0.12 

0.12 

Housing  allowance 

0.29 

0.29 

Meal,  uniform  allowance 

0.06 

0.06 

Pension 

0.48 

1.54 

|1.06) 

Unemploy.  ins.  &  Soc.  Sec. 

0.35 

0.96 

(0.61) 

Supp.  unemployment  benefits 

0.30 

(0.30) 

Other 

0.06 

0.06 

Total  benefits 

1.63 

5.07 

(3.39) 

Grand  total 

10.78 

18.60 

(7.82) 

'August  1980  data  for  all  full-time  (both  production  and  office)  employees  of  a  representative 
manufacturer,  translated  at  current  exchange  rate  (206  yen/$l ).  2Third-quarter  1980  data  for  hourly 
employees.    'Contingent  upon  firm's  profitability  and  payable  in  August  and  December. 

Source:  General  Motors 


the  public  they  see  the  light  at  the  end 
of  the  tunnel,  that  the  scrappage  rate 
is  high,  the  pent-up  demand.  This  is 
what  our  members  read." 

And,  Fraser  says,  there's  no  ques- 
tion of  a  one-sided  deal.  "Before  we 
took  that  step  we'd  want  to  know  the 
quid  pro  quo."  General  Motors  and 
Ford  both  talk  about  profit  sharing  if 
the  union  gives  back  big  dollars.  But 
Fraser  asks  about  job-sourcing  inten- 
tions, job  guarantees,  plant  closings.  If 
they  threaten  us  with  closing  unless 
we  deal,  what  do  they  promise  us  if 
we  are  willing  to  deal?  he  asks. 

The  industry  claims  it  can't  make 
promises.  Says  Ford's  Pestillo:  "If 
they  gave  up  $5  would  it  produce  X 
jobs'  No,  I  can't  prove  that  even  if 
they  cut  wages  I'll  create  50,000  jobs 
or  take  back  40,000  on  layoff."  Smith 
of  GM:  "What  good  is  a  promise  given 
from  bankruptcy  court?" 

Do  the  companies  have  a  package 
ready  to  offer?  "No,"  says  Pestillo,  but 
he  also  says  he  could  whip  one  up 
pretty  fast,  and  if  Ford  is  to  give  job 
guarantees  there  have  to  be  certain 
rules.  "If  we're  going  to  keep  you  for 
good  and  ever,  we're  not  going  to  play 
games  with  you  for  good  and  ever," 
says  the  Ford  vice  president. 

Fraser  understands  the  squeeze  the 
companies  are  putting  on.  The  work- 
ers at  the  Ford  Livonia  plant  voted 
late  in  October  to  give  up  some  job 
manning  and  overtime  practices.  "I'm 
glad  they  did  it,"  he  says.  But  the  Ford 
demand  for  a  50%  cut  at  the  Alabama 
plant  would  crack  open  the  master 
contract.  He's  against  that. 

So  far  neither  Ford  nor  GM  has  for- 
mally requested  bargaining,  reopening 
the  contract.  "It's  a  little  bit  like 
courting,"  says  Pestillo.  "I  only  want 
to  ask  the  question  once,  and  I  really 
want  to  get  yes  for  the  answer."  But 
time  is  running  out.  Another  pay  raise 
from  COLA  will  come  in  December 
and  another  in  March.  Decisions  have 
to  be  made.  "Someday  I  might  need 
that  no,"  he  says. 

Pessimism  is  common  in  Detroit 
and  probably  justified.  Laments  one 
Ford  man:  "The  union  will  defer  some 
increases  and  give  up  a  few  things,  but 
not  much.  They  don't  feel  at  fault." 

What  if  the  alternative  to  those  pay 
cuts  is  really  closing  the  Ford  Alabama 
plant?  Forbes  asked  Fraser.  His  an- 
swer might  be  a  bargaining  ploy,  but 
maybe  it  wasn't.  After  all,  labor  tradi- 
tionally opts  for  higher  pay  even  if  it 
means  fewer  jobs.  "Then  they'll  have 
to  close  it,"  he  says. 

But  Fraser  is  a  bright  man.  He 
knows  that  if  the  plant  closes  it  is 
really  the  American  consumer  who  is 
closing  it,  not  Ford  management.  ■ 


GM  couldn't  make  money  on  its  New  Jer- 
sey roller-bearing  plant,  but  its  workers 
hope  to  make  millions.  Their  secret:  work- 
ing an  eight-hour  day 


Go  forth  and 
compete! 


By  Allan  Sloan 


W1  hen  General  Motors  un- 
loaded its  roller-bearing  plant 
in  Clark,  N.J.  the  other  day, 
Chairman  Roger  Smith  made  a  big 
deal  about  the  fact  that  the  plant's 
workers  were  turning  it  into  an  em- 
ployee-owned operation  and  taking  an 
average  25%  cut  in  salary  and  fringe 
benefits. 

What  no  one  said  was  the  reason 
the  Clark  plant  failed  under  GM's 
ownership  was  that  the  company 
gave  in  to  the  United  Auto  Workers 
on  so  many  points  that  the  plant  be- 
came hopelessly  featherbedded.  Its 
new  employee-owners  plan  to  make 
the  plant  profitable  by  using  just  800 
workers  to  turn  out  the  same  number 
of  bearings  GM  produced  with  1,200. 

How  can  the  workers  be  50%  more 


productive  than  they  were  under  GM? 
Easy,  says  Jim  Zarrello,  chairman  of 
the  Clark  UAW  local:  They  will  do  a 
day's  work  for  a  day's  pay. 

"It's  no  secret,"  Zarrello  says,  "that 
the  union  helped  create  an  atmo- 
sphere where  people  who  were  in  the 
plant  eight  hours  did  four  hours  of 
work.  That's  appropriate  when  GM  is 
making  billions  in  profits — you  make 
more  jobs,  and  you  make  work  easier 
for  your  men.  But  it's  no  longer  appro- 
priate." This  from  a  man  who  even  in 
UAW  circles  is  regarded  as  something 
of  a  militant. 

GM  has  wakened  to  the  fact  that 
being  an  integrated  carmaker  isn't 
what  it  was  during  Alfred  P.  Sloan's 
heyday  60  years  ago.  Sloan  wanted 
GM  to  make  its  own  components  to 
keep  quality  up  and  costs  down  and  to 
keep  outside  suppliers  on  their  toes. 


Hyatt's  Alan  Lowenstein  (left) passes  ceremonial  check  to  GM's  Ko^er  Smith 
The  pose  is  a  cliche,  but  the  idea  is  original. 
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But  under  Sloan's  successors,  the 
component  business  went  to  pot,  and 
GM  management  did  little  about  it, 
even  as  it  failed  to  fight  featherbed- 
ding  as  hard  as  it  should  have. 

Alan  Lowenstein,  the  new  Hyatt 
Clark  Industries'  attorney  and  chair- 
man, estimates  the  plant  was  losing 
$5  million  a  year  under  GM — before 
counting  corporate  overhead.  The 
plant  lost  money  because  the  GM  di- 
visions paid  it  the  Timken  Co.'s  price 
for  bearings,  and  that  price  was  sub- 
stantially below  GM's  costs  at  the 
Clark  plant. 

Now,  confronted  by  a  capital 
squeeze,  GM  is  taking  a  harder  look  at 
its  operations — something  it  should 
have  done  decades  ago.  It  decided  in 
August  1980  that  the  Clark  plant 
would  go  because  its  main  product, 
tapered  bearings,  would  be  in  less  de- 
mand. That's  because  a  typical  rear- 
wheel-drive  GM  car  uses  ten  tapers, 
but  the  new  front-wheel-drive  cars 
will  average  maybe  three.  Rather  than 
operate  the  Clark  plant  at  lower  ca- 
pacity or  remodel  it,  GM  decided  it 
would  be  less  expensive  to  buy  from 
outside  suppliers. 

After  getting  no  takers  for  its  plant, 
which  was  on  the  market  for  $100 
million,  GM  began  to  see  possibilities 
in  selling  the  plant  to  the  workers.  By 
then  1,200  employees  had  put  up  $100 
each  to  finance  an  Arthur  D.  Little 
feasibility  study.  One  of  the  study's 
authors,  CD.  (Doug)  Howell,  was  so 
impressed  by  the  plant's  potential 
that  he  agreed  to  become  its  CEO  if 
the  deal  could  be  done.  Hyatt  Clark's 
prospects  depend  on  selling  to  cus- 
tomers other  than  GM,  which  Howell 
is  confident  it  can  do. 

Once  it  decided  to  cooperate,  GM 
was  remarkably  tractable.  It  agreed  to 
pay  termination  benefits  as  if  the 
plant  were  being  closed.  It  practically 
gave  the  plant  away — it  got  $30  mil- 
lion of  cash  and  $23  million  of  in-the- 
sweet-bye-and-bye  paper.  As  part  of 
the  deal,  GM  turned  over  to  the  new 
company  $25  million  of  inventory 
and  $17  million  of  machinery. 

GM  even  helped  with  the  $30  mil- 
lion of  cash.  It  encouraged  Prudential 
to  grant  the  new  company  a  $15  mil- 
lion ten-year  mortgage  loan  and 
helped  the  new  company  lobby  for 
$15  million  of  cheap  federally  funded 
loans.  When  the  federal  money  was 

rayed,  GM  helped  get  a  $15  million 
bridge  loan  from  New  York's  Chemi- 
cal Bank. 

GM  agreed  that  for  the  next  three 
years  it  would  buy  (at  the  Timken 
price)  the  same  proportion  of  its  bear- 
ings from  Hyatt  Clark  that  the  Clark 
plant  had  provided.  Barring  an  even 


further  collapse  in  the  car  market, 
that  should  run  more  than  $300  mil- 
lion in  all.  GM  will  help  Hyatt  Clark 
get  steel  cheaper  through  GM's  pur- 
chasing clout,  and  will  provide  techni- 
cal and  administrative  assistance. 

Productivity  gains  aside,  there  are 
noteworthy  features  to  the  employ- 
ees' plan.  The  employees  own  the 
plant  through  an  Employee  Stock 
Ownership  Plan,  and  each  worker 
has  an  equal  share.  (Normally,  ESOPs 
provide  more  stock  for  higher-paid 
people.)  The  plant  will  have  Japanese- 
type  quality  circles,  and  will  pay  so 
much  in  bonus  incentives  that  the 
workers  can  earn  more  than  GM's 
comfortable  pay  scale  if  the  company 
does  well. 

But  Roger  Smith  has  hardly  become 
a  disciple  of  Louis  Kelso,  father  of  the 
ESOP  (Forbes,  July  20),  or  a  fan  of 
worker  democracy.  So  why  did  he  ap- 
pear with  a  phalanx  of  aides  in  Clark 
to  announce  the  sale?  Why  the  man- 
agerial enthusiasm  for  giving  away 


valuable  property?  All  the  while  the 
national  UAW,  which  should  be  prais- 
ing Clark  to  the  skies,  sits  in  sullen 
silence. 

No  mystery:  GM  is  happy  to  have 
another  supplier  that  it  can  use  to 
bargain  with  Timken  and  the  two  re- 
maining GM  bearings  plants.  Ford 
and  Chrysler,  which  buy  most  of  their 
tapered  bearings  from  Timken,  can 
now  have  a  second  source  without 
having  to  buy  Japanese.  Equally  im- 
portant, GM  can  use  Clark  to  press 
the  UAW  for  productivity  changes  at 
other  plants.  To  recalcitrant  workers 
elsewhere  GM  can  hold  up  the  pros- 
pect of  having  other  GM  component 
plants  spun  off  into  independent  com- 
panies, working  hard,  competing 
fiercely  for  business. 

Sixty  years  ago  GM  decided  the 
time  had  come  for  integration.  Its  Jap- 
anese competitors,  by  contrast,  de- 
pend heavily  on  outside  suppliers.  For 
U.S.  autodom,  this  may  be  the  decade 
of  de-integration.  ■ 


The  banks  can't  afford  to  kill  Internation- 
al Harvester,  so  they  are  giving  the  com- 
pany two  years  to  get  well  or  sell  out. 

The  bankers' 
partner 


By  Maurice  Barnfather 
and  Lisa  Gross 

INTERNATIONAL  HARVESTER  CORP. 
expects  to  announce  a  $300  mil- 
lion net  loss  for  1981  later  this 
month.  That  follows  $370  million  of 
red  ink  in  1980.  The  giant  truck  and 
farm  machinery  producer  listed  total 
assets  of  $5.6  billion  as  of  its  latest 
public  figures.  But  nobody — least  of  all 
the  225  banks  to  whom  Harvester 
owes  $3.4  billion — believes  that  you 
can  get  that  much  in  a  fire  sale  of  the 
assets.  A  generous  estimate  of  Har- 
vester assets  realizable  in  liquidation 
would  be  $2.4  billion. 

That  is  why  Harvester  is  not  going 
to  die  anytime  soon.  As  the  old  saying 
has  it,  when  you  are  deep  enough  in 


debt,  the  bank  is  not  your  creditor  but 
your  partner.  Because  of  the  huge  dis- 
parity between  Harvester's  realizable 
value  and  its  debt,  the  banks  find 
bankruptcy  too  horrible  to  contem- 
plate. So  they  are  going  to  allow  the 
company  two  years  to  work  out  its 
problems — meaning  that  they  think 
that  by  December  1983  the  company 
will  either  have  recovered  or  they  can 
get  a  better  price  for  its  $2.7  billion 
(sales)  truck  division  and  its  $2.6  bil- 
lion (sales)  agriculture  equipment 
business. 

The  banks  seem  to  have  known 
throughout  Harvester's  ten  months  of 
crisis  that  bankruptcy  was  not  an  op- 
tion. Not  one  bank — and  it  requires 
three  under  Chapter  1 1  rules — moved 
to  put  the  company  into  bankruptcy. 
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Three  into  two 


Harvester's  truck  and  farm  machin- 
ery are  competitive.  Construction 
posts  losses  and  faces  the  ax. 


Indeed,  Forbes  has  learned  that  three- 
quarters  of  the  225  have  indicated  ap- 
proval of  the  lifesaving  $3.4  billion 
debt-refinancing  package  put  together 


By  Carol  E.  Curtis 

Superior  Oil,  the  nation's  big- 
gest, most  reserve-rich  inde- 
pendent, has  everything — ex- 
cept top  management  people  willing 
to  work  for  it.  Over  the  past  five 
months,  8  of  Superior's  top  14  corpo- 
rate officers  have  departed,  including 
Chairman  and  CEO  Joseph  Reid.  To- 
day, virtually  alone  in  Superior's 
Houston  executive  suite  is  newly  ele- 
vated Chairman  Fred  Ackman,  a  29- 
year  Exxon  veteran  who  joined  the 
company  just  nine  months  ago. 

What  happened?  Pieced  together 
from  interviews  with  former  execu- 


by  the  company's  eight  main  bank 
creditors. 

The  refinancing  scheme  gives  Har- 
vester until  December  1983,  when  the 
loan  falls  due,  to  recover.  During  that 
time  its  maximum  cash  interest  pay- 
ments will  be  $449  million  a  year 
(with  the  balance  in  new  notes).  This 
is  instead  of  the  bankruptcy  inducing 
$610  million  or  more  that  the  com- 
pany would  face  under  its  current  debt 
structure. 

But  the  lenders  are  imposing  a 
tough  regimen.  Harvester  already  has 
reduced  its  domestic  work  force  by 
20%— to  70,000— and  reduced  inven- 
tory by  $450  million.  The  company 
just  announced  a  three-week  shut- 
down of  all  domestic  factories,  begin- 
ning Dec.  14,  to  reduce  inventory 
even  more. 

The  $1  billion  (sales)  construction 
equipment  business,  which  lost  $119 
million  last  year,  seems  to  have  no 
future.  Unsuccessful  attempts  have 
been  made  to  sell  it;  most  likely  it  will 
be  closed  to  stop  the  cash  drain.  The 
resulting  tax  loss  will  shelter  earnings 
from  Harvester's  quality  trucks  and 


tives,  oil  analysts  and  company  insid- 
ers is  a  tale  of  frustrated  ambition, 
manipulation  and  backstabbing. 
There's  a  behind-the-scenes  power, 
too:  Howard  Keck,  the  68-year-old 
son  of  Superior's  founder,  a  reclusive 
man  who  controls  the  company  with 
a  pile  of  stock  worth  an  estimated 
$590  million. 

Keek's  father,  the  legendary  wild- 
catter William  Keck,  made  Superior 
the  industry's  premier  independent. 
Under  the  elder  Keck,  Superior  pio- 
neered Venezuela,  drilled  the  first  off- 
shore well  in  the  Gulf  of  Mexico  and 
found  so  much  oil  that  between  1942 
and    1959   the   company's  reserves 


its  new  line  of  tractors,  which  rival 
anything  on  the  market. 

The  banks  are  unimpressed  with 
Harvester's  top  management — mean- 
ing Chairman  Archie  McCardell,  the 
former  Xerox  executive  who  lost  a 
six-month  United  Auto  Workers 
strike  in  1980  that  cost  Harvester 
$500  million.  "What  Harvester  need- 
ed was  a  crisis  manager  used  to  com- 
petition," sniffs  one  banker.  "What  it 
has  is  someone  from  a  one-product 
company  with  few  labor  problems." 
McCardell  may  survive — the  banks 
are  reluctant  right  now  to  "change 
horses" — but  the  company's  lenders 
will  do  the  real  managing. 

Will  the  banks'  desperation-play 
work?  Cost-cutting  of  $460  million 
in  1978-79,  combined  with  a  surge  in 
key  markets,  produced  1979's  earn- 
ings of  $370  million.  Lenders  are 
banking  on  a  replay.  Lenders  are  not 
the  only  ones.  Shrewd  investor  Hen- 
ry Singleton  of  Teledyne  increased 
his  Harvester  holdings  in  October 
from  10.2%  to  16.3%.  He  knows  that 
large  companies  never  die,  at  least 
not  abruptly.  ■ 


more  than  doubled. 

But  after  1964,  when  Bill  Keck  died, 
Superior  seemed  to  fade.  Howard 
seemed  content  to  sit  atop  this  trea- 
sure trove,  preoccupied  with  things 
like  corporate  farming  and  Superior's 
controlling  position  in  Canada's  Mc- 
Intyre  Mines  and  Falconbridge  Nickel. 

Then,  in  1972,  Keck  hired  Joe  Reid, 
and  the  old  entrepreneurial  spirit  was 
back.  A  former  ail-American  who  la- 
ter played  for  the  Los  Angeles  Rams, 
and  executive  vice  president  at 
Trunkline  Gas  Co.,  Reid  had  excellent 
people  skills  along  with  15  years  of 
oil-patch  experience.  Superior  em- 
barked on  a  well-financed  recruiting 
campaign  that  landed  some  of  the 
best  entrepreneurial  talent  in  the  oil 
industry — and  sparked  considerable 
controversy.  Mobil,  in  fact,  lost  more 
than  30  of  its  managerial  and  techni- 
cal employees  to  Superior  in  one  17- 
month  period  and  eventually  sued 
over  the  departures. 

Earnings  reflected  that  excitement. 
Superior's  income  jumped  from  $66 
million  in  1972  to  $278  million  in 
1976,  and  it  has  climbed  an  average  of 
30%  a  year  ever  since.  Investors  have 
enjoyed  two  stock  splits  since  1979, 
and  many  an  oil  analyst  owes  his  ca- 
reer to  an  early  recommendation  of 
Superior  shares.  When  Keck  an- 
nounced his  retirement  early  this 
year,  Reid  and  his  team  seemed  se- 
curely on  top. 

In  the  end  Reid's  legendary  recruit- 


Looking  for  office  space?  Try  Superior 
Oil — if  you  can  get  there,  that  is,  before 
Howard  Keck  sells  the  company. 

Bring  your  own 
management 
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Superior  Oil's  quit  list 


Over  a  five-month  period,  8  of  Superior  Oil's  top  14  corporate  officers 
left  the  Houston-based  company.  This  exodus,  unprecedented  in  the 
petroleum  industry,  may  well  signal  that  Howard  Keck,  Superior's 
controlling  shareholder,  has  plans  to  sell.  Should  that  happen,  expect 
a  battle  royal.  Analysts  say  the  final  price  could  hit  $10  billion — 
making  Superior  the  costliest  corporate  acquisition  ever. 


>1 


Howard  Keck 
Ex-Chairman 


Joseph  Reicl 
Chairman 


C.L  Barney 

Sr.  Vice  President 


H.R.  Hirsch 

Sr.  Vice  President 


LP.  Ayers 
Vice  President 


Samuel  Christopher  E.J.  Dickinson 
Vice  President  Vice  President 


Michael  Duggan 
Vice  President 


R.I.  Schramm 
Vice  President 


Edward  Story  Jr. 
Vice  President 


B.J.  Zimmerman 
Vice  President 


Richard  Lydecker  Jr.     Michael  Patrick  Louis  Satterfield  Jr 

Controller  Treasurer  Secretary^ 


ing  talent  was  his  undoing.  When 
Keck  named  Reid  Superior's  chair- 
man, Reid  and  Keck  went  outside  to 
fill  Reid's  old  job.  They  hired  Fred 
Ackman,  an  executive  vice  president 
of  Exxon  USA,  for  a  handsome  salary 
of  $275,000  and  a  guaranteed  bonus  of 
$  125,000  the  first  year.  He  also  had  an 
option  on  150,000  Superior  shares. 
One  director,  former  Texas  Governor 
John  Connally,  raised  questions  about 
whether  Ackman's  big-corporation 
style  was  right  for  Superior.  But  Ack- 
man had  previously  declined  the  top 
job  at  Superior's  Canadian  subsid- 
iary— and  that  made  him  all  the  more 
alluring. 

Ackman  was  indeed  different  from 
the  rest  of  Reid's  team.  More  bureau- 
cratic infighter  than  freewheeling  en- 
trepreneur, he  brought  a  corporate 
mind-set  to  Superior.  He  was  a  stick- 


ler on  job  classifications  and  job 
boundaries.  One  freewheeling  top  ex- 
ecutive complains  his  job  was  broken 
into  three  parts.  It's  alleged  Ackman 
tried  to  remake  Superior  into  a  little 
Exxon.  "I  was  toying  with  the  idea  of 
going  out  on  my  own,  and  I  became 
serious  the  day  after  Ackman  was 
hired,"  says  one  ex-Superior  manager. 

Shortly  after  Ackman  joined  the 
company  in  February,  the  fireworks 
began.  Charles  Barney,  senior  vice 
president  and  heir  apparent  to  Reid, 
resigned  a  few  months  later.  Then 
Hirsch,  the  company's  top  explora- 
tion executive,  quit.  A  few  resigna- 
tions, of  course,  aren't  unusual  when 
an  outsider  takes  a  top  job  at  any  big 
company.  But  at  Superior,  the  revolv- 
ing door  just  wouldn't  stop.  Over  the 
next  several  weeks,  five  more  corpo- 
rate officers  left.  There  were  whole- 


sale middle-management  departures, 
too,  raising  the  post-Ackman  alumni 
ranks  to  more  than  15  key  people. 

Still,  foe  Reid  was  there  and  recruit- 
ing was  his  forte.  One  analyst  con- 
cerned by  the  departures  visited  Supe- 
rior headquarters  in  the  beginning  of 
September  and  came  away  convinced 
that  Reid  and  Ackman  were  operating 
as  a  team.  Reid  was  waving  a  new 
employment  contract  as  proof  of  his 
continued  commitment  to  rebuild 
management  ranks. 

It  was  not  to  be.  Days  later,  on  Sept. 
4,  Howard  Keck  called  a  special  board 
meeting.  At  the  three-hour  session, 
which  ran  through  lunch,  Keck  re- 
portedly told  Reid  that  several  outside 
directors  had  problems  with  his  man- 
agement style.  Keck  asked  Reid  to 
step  down  and  appointed  Ackman 
chief  executive.  Reid,  whose  settle- 
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ment  reportedly  included  honoring 
the  remaining  term  of  his  contract, 
claims  he  still  doesn't  fully  under- 
stand why  he  was  ousted.  At  the 
meeting  Keck  reportedly  did  not  say 
anything  that  was  critical  of  Reid; 
neither  did  other  directors,  who  typi- 
cally defer  to  Keck. 

Was  Ackman  behind  Reid's  ouster? 
There  is  general  agreement  among  de- 
parted executives  that  he  hungered  for 
the  top  spot  and  probably  used  his 
access  to  Keck  to  get  it.  Was  Keck 
persuaded  that  Reid  was  getting  too 
much  credit  for  Superior's  outstand- 
ing record?  Or  was  Keck  suffering 
from  withdrawal  pains  and  did  he 
want  to  inject  himself  back  into  com- 
pany management? 

Keck  isn't  talking.  Though  he  has  a 
son  and  an  older  brother,  neither  is 
now  active — or  is  ever  likely  to  be — at 
the  company  and  Keck  himself 
spends  much  of  his  time  in  Los  Ange- 
les these  days.  Which  leads  to  another 
question:  Is  Superior  for  sale?  One  oil 
executive  who  knows  Keck  thinks 
he's  ready  to  deal.  In  that  case,  Reid's 
team,  with  their  spirit  and  commit- 
ment, might  have  scared  away  poten- 
tial buyers.  "Those  guys  put  their  heart 
and  soul  into  Superior,"  says  a  corpo- 
rate insider.  "Ackman  is  an  adminis- 
trator and  caretaker.  Could  you  have  a 
better  guy  if  you  are  ready  to  sell?" 

Indeed,  Superior  remains  a  tempt- 
ing prize.  In  today's  environment, 
the  oil  majors  are  clearly  willing  to 
spend  huge  sums  to  buy  proven  re- 
serves, and  Keek's  company  is  richly 
endowed.  What's  more,  it's  better- 
than-50%  wildcat  success  rate  is 
among  the  highest  in  the  industry. 
Morgan  Stanley  puts  Superior's  ap- 
praised value  at  over  $70  per  share, 
more  than  twice  the  current  stock 
price,  and  earnings  this  year  should 
top  $400  million— up  20% — on  sales 
of  $2  billion.  "The  reserve  base  is  tre- 
mendous, exploratory  prospects  are 
excellent  and  financial  strength  is 
impeccable,"  says  Morgan  Stanley's 
Thomas  Hassen.  Other  oil  analysts 
figure  it  might  take  $10  billion  to  buy 
the  entire  company.  Big  money? 
Yes — in  the  same  league  as  what  Du 
Pont  paid  for  Conoco. 

Since  neither  Keck  nor  the  com- 
pany is  talking  and  since  Reid  is  in 
the  dark  as  to  why  he  was  fired,  spec- 
ulation and  gossip  are  inevitable.  The 
prevailing  speculation  is  this:  The 
vacillating  and  indecisive  Keck  is  well 
aware  that  oil  prices  may  have  peaked 
and  that  now  is  the  time  to  sell  out; 
but  he  is  of  two  minds  about  how  to 
handle  the  heritage  his  father  handed 
him.  Psychology,  not  valuation  analy- 
sis, may  provide  the  final  answers.  ■ 


Why  is  Mobil  bidding  billions  for  Mara- 
thon, while  Southland  Royalty  can't  even 
get  a  bid  it  likes?  Because  of  the  outlook 
for  the  real  price  of  oil. 


The  game 
changes 


By  Toni  Hack 


W1  hat's  going  on  in  the  oil 
patch?  Southland  Royalty, 
the  Ft.  Worth-based  indepen- 
dent, put  itself  up  for  sale  in  Septem- 
ber but  said  last  month  that  it 
couldn't  get  a  bid  it  liked.  Yet  Mobil 
has  made  a  $5.1  billion  offer  for  a 
reluctant  Marathon  Oil.  Contradic- 
tory signs.  What's  going  on?  The 
game  is  changing.  Some  of  the  smart- 
est oilmen  in  the  Southwest  are  tak- 


ing a  hard  look  at  the  prospects  for  the 
price  of  oil  and  they  don't  see  it  rising 
significantly  in  the  near  future.  Many 
in  the  oil  patch,  in  fact,  see  a  drop  in 
real  terms — the  price  of  oil  discounted 
by  annual  inflation.  In  spite  of  OPEC's 
agreement  on  a  "unified"  $34-a-barrel 
benchmark,  there  are  many  oilmen 
who  think  that,  barring  a  major  sup- 
ply disruption,  there  will  be  plenty  of 
oil  to  meet  waning  demand. 

Robert  Phaneuf,  oil  analyst  at  Kid- 
der, Peabody  in  Dallas,  thinks  oil 


Outlook:  flat  to  down 


Calculated  in  1981  dollars,  the  price  of  oil  has  risen  sharply,  flattened 
out,  risen  again  post-Iran  and  now  looks — according  to  most  fore- 
casts— to  be  flattening  again.  Natural  gas,  prices  should  continue  to  rise. 


Price  of  oil  (dollars  per  barrel) 

$35  - 


Price  of  gas  (dollars  per  thousand  cubic  feet) 
-  $3.5 


-  2.0 


Price  of  gas 


'72 


- 1 — — r- 

'73  '74 


I 

'77 


'78 


I 

'79 


I 

'80 


n 
'83 


'84 


Sources  Independent  Petroleum  Association  of  America,  for  1971-80  Consensus  of  oil  precasts  for  1981-84 
William  Randol,  First  Boston,  Robert  Phaneuf,  Kidder,  Peabody  &  Co  ,  Greg  Stoener,  Underwood,  Neuhaus,  Stephen 
Maresca,  Argus  Research  Cos  forecast  American  Gas  Association 
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Cheap  oil 


Mobil's  $85-a-share  offer  for  Marathon  Oil  looks  high,  but  it 
works  out  to  about  $3.50  per  share  of  Marathon's  reserves.  The 
stock  market  had  priced  each  barrel  of  oil  and  oil-equivalent 
reserves  at  $2.58  (total  market  value  divided  by  barrels  of  U.S., 
Canadian  and  European  reserves).  The  table  also  lists  reserve 
prices,  along  with  an  estimate  of  their  true  value  per  share,  for 
companies  cited  by  oil  analysts  as  acquisition  candidates. 


Company 

Common  stock 
price 
per  bbl  of 
reserves 

Recent 
price 
per  share 

Estimated 
value  of  reserves 

&  exploration 
acreage  per  share 

Forest  Oil 

$2.49 

$26.50 

$109.91 

Marathon  Oil 

2.58 

63.75* 

214.89 

Sun  Co 

3.27 

37.63 

112.41 

Consolidated  Oil  &  Gas 

3.69 

14.00 

36.58 

Cities  Service 

4.25 

44.00 

109.34 

Union  Oil  of  Calif 

4.25 

38.13 

87.76 

General  American  Oil 

4.81 

36.00 

59.19 

Louisiana  Land  &  Exploration 

6.07 

27.75 

46.49 

Supron  Energy 

6.40 

26.88 

43.50 

Pennzoil 

7.68 

43.38 

60.60 

'Before  Mobil  offer. 

Source  Bruce  Lazier,  Paine  Webber  Mitchell  Hutchins 

prices  will  hold  at  $34  through  most 
of  1983 — thus  falling  in  real  terms — 
and  then  will  rise  at  1%  to  2%  above 
inflation.  Phaneuf  is  an  optimist. 
Charles  Maxwell  of  Cyrus  I.  Lawrence 
believes  there's  a  50%  chance  of  a 
severe  drop — below  the  $34  OPEC 
benchmark,  to  a  price  eventually  sta- 
bilizing around  $22  to  $25. 

In  sum,  oil  is  no  longer  an  inevita- 
bly appreciating  asset,  and  this  is  a 
problem  for  the  independent  explora- 
tion and  production  companies. 
When  you  can't  count  on  next  year's 
price  rises  to  help  pay  for  your  explo- 
ration program,  the  high  costs  of  acre- 
age, drilling  (now  around  $83  a  foot) 
and  money  take  the  fun  out  of  the 
game.  "These  costs  make  it  very  diffi- 
cult to  find  new  oil  at  discounted  pres- 
ent net  worth  that  makes  sense,"  says 
George  Mitchell  of  Mitchell  Energy. 
The  cost  of  finding  a  barrel  of  oil  is 
$15  to  $20  now,  while  First  Boston's 
Thomas  Petrie  and  William  Randol 
figure  the  present  net  value  of  oil  in 
the  ground  is  $12.  (Lifting  costs,  sev- 
erance and  windfall  profits  taxes  and 
discounting  account  for  the  difference 
between  $12  and  $34.) 

Faced  with  that  kind  of  future  in  the 
business,  independents  like  Southland 
Royalty,  are  considering  cashing  in. 
Denver's  Hamilton  Brothers  Petro- 
leum  has  spoken  of  selling  almost  all 
its  oil  and  gas  reserves  and  giving 
shareholders  the  cash.  Those  are  the 
kinds  of  companies  that  explore  for 
small  to  medium-size  pools  of  oil  in 
jlaces  like  Sweetwater,  Tex. — dusty, 
of-the-way  places.  Because  of  their 
mpany  cost  structure,  oil  majors 


like  Mobil  don't  send  drilling  crews  to 
Sweetwater.  Rather,  they  talk  of  how 
hard  it  is  to  find  the  big  discoveries. 
The  oil  majors  as  a  group  find  one  new 
barrel  of  oil  for  every  three  they  pro- 
duce, one  new  cubic  foot  of  gas  for 
every  two  they  produce. 

So  for  the  major  company  like  Mo- 
bil, needing  fresh  supplies  of  oil  and 
gas  to  replenish  its  depleting  reserves, 


The  costs  of  acreage,  drill- 
ing (now  around  $83  afoot) 
and  money  are  a  problem. 
"These  costs  make  it  diffi- 
cult to  find  new  oil  at  dis- 
counted net  worth  that 
makes  sense,"  says  George 
Mitchell  of  Mitchell  Energy. 


the  independent  company  becomes 
an  attractive  acquisition — especially 
as  independents'  stock  prices  have 
been  slumbering  at  roughly  half  their 
1980  highs  for  several  months.  As 
Mesa  Petroleum's  Chairman  Boone 
Pickens  puts  it:  "Why  not  buy  stock 
and  get  oil  in  the  ground  for  $3  a 
barrel? " (see  table  above) . 

If  they  don't  choose  to  sell  out,  in- 
dependent oil  companies  have  the  op- 
tion of  paring  down  to  adjust  to  the 
new  realities  of  oil.  A  company  can 
pare  down  by  selling  producing  prop- 
erties or  by  spinning  off  reserves  to 
direct  ownership  by  shareholders  in  a 
royalty  trust.  By  reducing  his  com- 
pany's size,  an  oilman  insures  that  a 
big  discovery  will  have  more  of  an 
impact — the  kind  of  exciting  possibil- 


ity investors  like.  Independents  are 
watching  closely  to  see  whether  the 
royalty  trust,  a  pare-down  mechanism 
initiated  by  Mesa  two  years  ago,  will 
get  tax-free  trust  status  from  the  In- 
ternal Revenue  Service. 

Southland  Royalty  has  pursued  the 
royalty  trust  and  is  now  selling  out. 
President  Jon  Brumley,  who  built  up 
Southland's  assets  through  shrewd  ac- 
quisitions, isn't  saying  much  these 
days  beyond  his  announcement  last 
month  that  responses  to  Southland's 
public  auction  were  unacceptable.  But 
Alan  Edgar  of  Dallas'  Schneider,  Ber- 
net  &  Hickman  gives  this  view  of  the 
company's  thinking:  "They're  faced 
with  a  balance  sheet  that's  heavily 
laden  with  debt  because  of  the  acqui- 
sitions. But  they  haven't  made  it  as 
oil  and  gas  finders,  so  they're  selling 
out.  You  have  to  give  them  credit  for 
realizing  their  limits."  The  stock  mar- 
ket's view  is  clear.  Southland  stock 
jumped  from  25%  to341/2  on  Sept.  15, 
the  day  after  the  sellout  was  proposed. 
But  it  dropped  from  38%,  near  its 
asset  value  of  around  $40  per  share,  to 
29%  on  Oct.  29,  when  no  deal  was 
announced. 

Here  are  a  few  more  candidates  for 
sellout  or  spinoff: 

•  Adobe  Oil  &  Gas,  23%  owned  by 
Billy  Joe  Pevehouse,  who  is  said  to  be 
ripe  for  a  sellout.  "He's  relaxed,  he's 
rich  and  he's  slowing  her  down,"  says 
an  analyst. 

•  General  American  Oil,  perennial 
object  of  merger  rumors,  may  be  con- 
sidering a  royalty  trust.  Its  chunk  of 
the  East  Texas  field  would  make  a 
good  centerpiece  for  one. 

•  Forest  Oil — 56%  owned  by  insid- 
ers— and  Louisiana  Land  &  Explora- 
tion, termed  respectively  "a  country 
club  company"  and  "the  obvious  dog 
of  the  crowd"  by  observers.  No  one 
knows  whether  either  or  both  will  sell 
out,  but  many  think  they  should. 

Not  all  energy  companies  are  poten- 
tial sellouts.  Companies  that  produce 
mainly  natural  gas,  like  Texas  Oil  & 
Gas,  still  have  a  bright  outlook  be- 
cause the  price  of  gas  will  rise  at  a  rate 
above  inflation  until  deregulation  in 
1985,  if  not  before.  And  many  small 
exploration  companies  hold  more 
promise  than  reserves. 

Investors  betting  on  a  fat  takeover 
premium  should  note  Delhi  Interna- 
tional Oil,  the  Dallas-based  company 
with  oil  and  gas  reserves  in  Australia. 
Delhi  put  itself  up  for  sale  in  August  of 
1980.  Its  price  on  the  American  Stock 
Exchange  rose  from  around  $60  to 
$116.50,  but  nobody  bid  that  much  for 
the  company.  In  September  Delhi 
agreed  to  sell  to  an  Australian  com- 
pany for  $78  a  share.  ■ 
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The  celebrated  Montecruz!  Cigars  in  the  grand  style. 

America's  leading  luxury  cigars  are  handmade  exclusively  for  Dunhill  and  the  very  discriminating  smoker. 
And  designed  in  a  distinguished  collection  of  Montecruz'^  shapes. 
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Most  people  think 
of  Continental  as  a  phone 
company.  We  are.  But  that's 
not  all  we  are. 

Today  we  offer  sophisticated 
voice,  data  and  image  business 
communications  services. 

Satellite  communications, 
our  mirror  in  the  sky  some 
22,400  miles  above  the  earth 
transmits  voice,  data  and  visual 
images  in  milliseconds  with 
99.009%  accuracy. 

we  provide  telecommunica- 
tions planning  and  network 
analysis.  We  design  complete 
usiness  information  networks, 
grating  voice  and  data,  and 
nately  linking  telephone 

sv.  ...-msrohiyhmpprf^ 


terminals  in  multiple  locations. 

Our  state-of-the-art  digital 
business  telephone  equipment 
offers  intercom,  paging,  elec- 
tronic switching  systems  and 
other  time  and  money-saving 
devices. 

Continental  will  show  you 
ways  to  design  a  complete 
computer  system  integrated 
with  your  business  telephone 
system.  Or;  we  will  link  your 
existing  computer  system  with 
your  present  telephone  system. 

Depending  on  your  needs, 
we  will  nut  aff  or  111st  a  few 


information, 
xephone  Offers 
ommijnica1tons. 

^formation. 


of  our  sys- 
tems and  services 
to  work  for  you.  And 
we  will  adapt  our  services  to 
your  communications  require  - 

I  ments.  Continental  also  offers  a 
C  variety  of  financing  options  that 
|  will  help  your  company  pay  for 
!:  our  services.  Continental  s  two 

decades  of  experience  in  the 
field  of  communications  will 
make  your  business  more  effi- 
cient, more  profitable  through 

I I  integrated  telecommunications 
I  systems. 


For  inquiries  about 
our  top  or  the  line  technology 
for  a  better  bottom  line,  please 
write  to  Continental  Telephone 
Corporation,  BES,  245  Perim- 
eter Parkway,  Atlanta,  Georgia 
30346. 

Continental  Telephone  Corporation 
Profit  Ability 
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Why 
Williams 

Is  Worth  Watching  in  the '80s. 


Natural  resources  aren't  Williams'  only  important 
assets  beneath  the  surface  of  the  earth. 

Another  major  asset  "in  the  ground" 
—  and  occasionally  under  water,  as  the  ac 
companying  idyllic  scene  in  the  Missouri 
Ozarks  attests  —  is  Williams  Pipe  Line 
Company's  8,500- plus  miles  common 
carrier  pipeline  system. 

The  top-ranking  independ- 
ently-owned liquids  pipeline  in  the 
country  on  the  basis  of  revenues 
and  mileage,  this  reliable  network 
provides  safe,  secure  and  efficient 
transportation  to  urban  and  rural 
areas  through  much  of  a  12-state 
section  of  the  nation's  heartland, 
for  such  vital  products  as  gasoline, 
jet  fuel,  liquefied  petroleum  gas, 
crude  oil  and  liquid  fertilizers. 

This  important  component 
of  our  energy  businesses  contributed 
operating  profit  of  more  than  $60  mil- 
lion to  The  Williams  Companies'  record- 
breaking  1980  year,and  is  performing  even 
betterin  1981. 

Williams  Pipe  Line  Company  has 
proven  a  reliable  performer  through  the  years, 
both  in  assuring  deliveries  of  needed  energy  and 


agricultural  products  and  in  the  generation  of 
operating  profits,  because  it  has  con- 
tinued to  meet  its  shippers'  changing  needs 
through  innovation  and  the  application  of 
advanced  technology. 

But  Williams  Pipe  Line  is 
only  part  of  The  Williams  Companies' 
energy  involvement,  which  includes 
our  successful  Williams  Exploration 
Company  and  our  27.5  percent  own- 
ership in  the  nation's  largest  coal 
producer,  Peabody  Coal  Company. 
Add  the  strategic  corporate  balance 
represented  by  our  Agrico  Chem- 
ical Company,  one  of  the  world's 
leading  fertilizer  companies,  and 
our  Edgcomb  Metals  Company,  the 
nation's  leading  independent  oper- 
ator of  metals  service  centers,  and 
you've  got  quite  a  story. 

We  would  be  pleased  to 
provide  you  with  the  complete  storyand 
facts  about  all  of  our  growth  businesses 
and  their  leadership  roles  in  key  segments 
of  the  economy. 

Write  L.  R.  Francisco,  manager- 
investor  relations,  The  Williams  Companies, 
One  Williams  Center,  Tulsa,  Oklahoma  74172. 


We  are  rich  in  resources. 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 


Agrico  Chemical  Company  •  Williams  Exploration  Company  §  i  A  KMC 

Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company    WW ILLI/lfrfv 


College  football  may  build  character,  but 
it  loses  money  on  network  TV.  So  how 
come  ABC  and  CBS  are  eager  to  pay  over  a 
quarter  of  a  billion  dollars  for  four  more 
years  of  the  stuff? 

$263  million  down 
and  long  yardage 


By  Thomas  Jaffe 


Football  is  like  baseball  in  one  respect 
and  unlike  it  in  another.  Like  base- 
ball, as  columnist  Red  Smith  once  ob- 
served, football  is  a  game  that  little 
boys  can  play.  But  unlike 
baseball,  football  becomes  a 
"property"  of  considerable 
value  when  the  same  little 
boys  flesh  out  and  play  it  at 
college. 

The  National  Collegiate 
Athletic  Association, 
which  since  1906  has  been 
the  controlling  authority 
over  all  college  sport,  has 
managed  its  property  rights 
over  football  adroitly.  Over 
four  seasons  from  1966 
through  1969,  the  NCAA 
managed  to  get  $36  million 
from  the  ABC  television 
network  for  the  exclusive 
right  to  broadcast  NCAA 
football  games.  For  four 
years  beginning  with  the 
1982  season,  if  all  goes  well 
at  a  special  NCAA  meeting 
in  St.  Louis  early  next 
month,  the  NCAA  will  ex- 
tract 7  times  that  sum — 
$263.5  million,  to  be  ex- 
act— for  essentially  the 
same  rights.  No  longer  able 
even  to  afford  (much  less 
demand)  an  exclusive  deal, 
ABC  has  joined  with  CBS 
to  split  the  cost. 

It's  a  measure  of  what  TV 
money  has  come  to  mean  to  the  col 
lege  game  that  all  may  not  go  well  in 
St.  Louis  in  December.  A  rather  mus- 
cular rump  caucus  calling  itself  the 
College  Football  Association  has  been 
building  within  the  NCAA.  Even 
while  the  NCAA  was  hammering  out 
terms  with  ABC  and  CBS,  the  CFA 


was  fashioning  for  itself — heresy! — a 
separate  deal  with  the  third  network, 
NBC.  The  activists  within  the  CFA 
amount  to  a  numerical  minority,  just 
61  of  the  494  colleges  playing  football 
under  NCAA  authority.  But  because 


that  minority  includes  just  about  ev- 
ery football  powerhouse  in  the  land — 
top-ranked  Pittsburgh,  for  example, 
and  14  others  in  UPI's  "top  20" — the 
CFA  is  in  a  position  to  make  a  sham- 
bles of  NCAA  governance.  These  are 
the  big-time  teams  that  would  make 
up  the  bulk  of  the  ABC  and  CBS 


schedules,  and  NBC  has  offered  the 
CFA  teams  alone  $180  million  for  a 
four-year  deal.  Without  the  CFA 
teams,  obviously,  the  NCAA  would  be 
left  with  little  to  sell. 

The  public  at  large  is  invited  to  see 
the  quarrel  between  the  CFA  faction 
and  the  NCAA  as  a  matter  of  princi- 
ple. "A  Notre  Dame,"  says  the  Fight 
ing  Irish's  executive  vice  president  Fa- 
ther Edmund  Joyce,  "shouldn't  have 
to  operate  under  restraints  imposed 
by  Wabash  or  Hofstra."  But  it's  also  a 
matter  of  hard  cash.  Under  past  con- 
tracts, after  the  NCAA  itself  has  tak- 
en its  8%  off  the  top  for  administra- 
tive and  other  expenses,  TV  revenues 
have  been  divided  by  formula  among 
the  teams  that  actually  play  the 
games.  Under  the  ABC/CBS  deal  be- 
ing brought  to  St.  Louis  next  month, 
the  most  any  one  NCAA  team  could 
hope  to  get  over  the  next  four  years 
would  be  $6  million.  Under  the  deal 
worked  out  with  NBC,  every  CFA 
team  is  guaranteed  $1  million  over 
the  next  four  years,  and  a  team  ap- 
pearing the  maximum 
number  of  times  would  get 
$7.7  million.  With  virtually 
every  college  athletic  direc- 
tor dependent  on  football 
revenues  to  pick  up  the  tab 
for  most  other  sports  in  his 
program,  every  million  dol- 
lars counts.  Clearly,  there  is 
a  lot  at  stake  in  next 
month's  confrontation  in 
St.  Louis. 

There  is  a  lot  at  stake  for 
the  networks  too,  but  you 
need  field  glasses  to  see  it. 
ABC,  which  has  had  NCAA 
football  exclusively  from 
1966  until  now,  has  had  lit- 
tle cheer  from  it  lately.  In 
1976  and  1977  ABC  spent  a 
total  of  $36  million  for  the 
rights  alone*  and  lost  an  es- 
timated $3  million  on 
NCAA  football.  In  the  four 
years  since  then,  it  spent  a 
total  of  $120  million  for  the 
rights  and  will  have  lost, 
after  the  1981  season,  may- 
be $8  million  more. 

ABC's  losses  are  ex- 
plained by  the  fact  that  col- 
lege games — the  Rose  and 
other  bowl  games  aside — do 
not  generate  audiences  of  a 
size  that  excites  advertisers.  That's 
because  nearly  all  of  the  schedule  is 
shown  on  Saturday  afternoons,  when 
fewer  people  are  watching  television. 

*On  top  of  the  rights,  of  course,  are  production  costs' 
What  with  line  charges  and  as  many  as  seven  cam- 
eras at  every  game,  ABC  budgeted  about  $100,000 
per  game  on  production  this  season 
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The  protest  we  have  in  mind  is 
against  prestigious  luxury  cars  that 
succeed  as  symbols,  but  disappoint 

as  cars. 

Cars  whose  underlying  engineer- 
ing seems  to  have  lagged  behind 
their  considerable  reputations. 

Luxury  car  buyers  dissatisfied 
with  this  state  of  affairs  will  find 
a  perfect  vehicle  for  dissent  in  the 
BMW  733i— the  $35,000  luxury 
car  engineered  to  iead  where  others 
have  lagged. 

INTRODUCING 
DIGITAL  MOTOR  ELECTRONICS. 

The  733i  is  the  first  automobile 

©  1981  BMW  of  North  America.  Inc.  The  BMW  trademark  and 


in  America  to  offer  Digital  Motor 
Electronics— a  system  that  illustrates 
the  difference  between  technology 
and  gadgetry. 

"DME"  measures,  reports  on 
and,  most  importantly,  governs  en- 
gine efficiency. 

It  assures  that  the  optimum  mix- 
ture of  fuel  and  air  is  ignited  at  the 
optimum  time  in  the  ignition  cycle. 
It  adjusts  idling  speed,  cuts  off  fuel 
flow  to  cylinders  when  they're  not 
needed,  and  even  helps  report  back, 
through  a  fuel  economy  indicator, 
your  actual  mpg  figures  as  you  drive. 

The  figures  will  make  interesting 

igo  are  registered  trademarks  of  Bayerische  Motoren  Werke.  A  G 


reading. The  733i  with  standard 
five-speed  transmission  now  delive 
a  pleasantly  surprising  [19]  EPA  es- 
timated mpg,  29  mpg  highway.  A' 
tomatic  is  also  available. 

(Fuel  efficiency  figures  are  for 
comparison  purposes  only.  Your  ac 
tual  mileage  may  vary,  depending 
speed,  weather  and  trip  length.  Yoi 
actual  highway  mileage  will  most 
likely  be  lower.) 

Inside,  an  onboard  computer  i 
provides  such  useful  functions  as  i 
anti-theft  protection  and  speed 
monitoring— and  even  helps  contrj 
the  weather.  A  special  climate  cor 


THE  WORLD'S 


PROTEST 

AGAINST 
MEDIOCRE 


adjusts  temperatures  to  a  preset 
el,  going  so  far  as  to  warn  you  of 
ential  icing  conditions. 

All  these  technological  advances 
jiompany  a  car  that's  fairly  steeped 
Ipenities. 

Its  molded  bucket  seats  are  up- 
btered  in  wide  rolls  of  fine  leather, 
peting  is  thick  and  plush.  And  the 
pntiveness  to  comfort  through- 
caused  Car  and  Driver  to  single 
the  733i  as  "the  height  of  refined 
gance." 

F.RFECTIQN  IS  UNATTAINABLE. 

SUPERIORITY  ISN'T 
Of  course,  the  true  measure  of 


any  machine  is  how  well  it  performs 
—an  axiom  that  confers  an  almost 
unfair  advantage  on  the  733i. 

Its  3.2-liter,  electronically  fuel- 
injected  engine  has  been  called 
"without  a  doubt,  the  most  sophisti- 
cated production  in-line  six  in 
the  world"(Road  &  Track  magazine), 
delivering  the  exhilarating  perform- 
ance that's  conspicuously  absent 
among  cars  in  its  class. 

Its  revolutionary  double- pivot 
front  suspension  is  so  advanced  it 
has  been  awarded  an  international 
patent. 

And  its  amazingly  agile  steering 


reflects  the  precision  inherited  from 
over  six  decades  of  building  high- 
performance  vehicles. 

The  sum,  according  to  Car  and 
Driver,  is  a  car  whose  "parts  and 
pieces.. .work  so  well  together  they 
must  have  been  melded  in  another 
world." 

If  your  present  luxury  sedan 
suggests  more  mundane  origins,  you 
might  contact  your  near- 
est BMW  dealer,  who 
will  be  happy  to  arrange 
a  test  drive  at  your 
convenience. 
THE  ULTIMATE  DRIVING  MACHINE. 

BMW.  MUNICH.  GERMANY 


NCAA  ( white)  and  ABC  (orange)  officials  at  the  Nebraska-Missouri  game  last  month,  poised  to  call  time  out  for  a  commercial 
Pudge  Heffelfinger  never  worried  about  ratings. 


The  fewer  people  watching,  the  less 
the  networks  can  charge  for  commer- 
cial time. 

Televising  college  games  on  week- 
nights  is  out  because  the  players  are 
presumed  to  be  students  with  home- 
work. Friday  nights  have  been  dis- 
couraged by  the  NCAA  because  that's 
a  big  night  for  high  school  games;  you 
don't  want  to  compete  with  their  own 
farm  teams.  Sunday,  of  course,  is  the 
day  the  Lord  hath  made  for  the  profes- 
sionals. Television  audiences  get  big- 
ger as  the  days  grow  shorter  and  cold- 
er, but  even  in  December  last  year 
only  33%  of  the  80  million  television 
households  in  the  U.S.  were  in  use  on 
a  Saturday  afternoon,  compared  with 
the  59%  of  the  sets  later  that  evening 
in  prime  time. 

To  judge  by  the  ratings,  moreover, 
the  college  game  seems  to  be  losing  its 
appeal.  NCAA  football  has  averaged  a 
10.1  rating  so  far  this  year,  a  bit  better 
than  the  year  before.  But  in  1976  it 
was  14.1.  Pro  football,  in  contrast, 
seems  to  be  holding  its  own,  with  the 
CBS  and  NBC  games  on  Sunday  aver- 
aging about  a  15  rating  and  the  ABC 
Monday  night  game  on  prime  time 
averaging  about  20. 

Why,  then,  are  the  networks  aching 
to  pour  so  much  more  money  into 


college  football  for  another  four  years? 
Their  reasons  can  be  found  in  the 
special  character  of  the  audience  it 
delivers  and  in  some  arithmetic  done 
with  very  sharp  pencils. 

Small  as  it  is  by  prime  time  stan- 
dards, the  college  football  audience  is 
choice — loaded  managerial  and  pro- 
fessional achievers  who  are  affluent 
and,  above  all,  males.  ABC's  revenues 
from  NCAA  football  last  year  came  to 
nearly  $40  million  and,  given  those 
audience  characteristics,  it's  no  sur- 
prise much  of  the  total  came  from 
advertisers  pushing  cars,  car-related 
products  and  beer.  The  biggest  spon- 
sor v/as  the  Chevrolet  division  of  GM 
($10  million),  followed  by  Texaco  ($3 
million)  and  Philip  Morris'  Miller 
Brewing  (more  than  $2  million). 

Unlike  a  boxing  title  fight,  say,  or 
the  Kentucky  Derby,  moreover, 
NCAA  football  is  a  regular  series-,  it 
keeps  its  audience  coming  back  week 
after  week.  That's  an  important  con- 
sideration to  a  beer  company  trying  to 
build  an  image,  or  a  tire  company 
trying  to  bomb  the  competition  with 
a  carefully  timed  promotion.  It's  also 
important,  then,  to  a  network  selling 
those  sponsors. 

The  arithmetic  and  sharp  pencils 
come  into  play  because  of  another 


television  series  that  delivers  male  au- 
diences far  better  than  college  football 
on  all  counts  except  one — raw  price. 
That  other  series,  of  course,  is  profes- 
sional football. 

ABC  gets  about  $125,000  for  30  sec- 
onds of  commercial  time — a  "unit" — 
on  its  Monday  night  pro  game.  A  30- 
second  spot  on  CBS'  or  NBC's  Sunday 
pro  games  has  been  running  around 
$  1 1 0,000.  A  unit  on  NCAA  football  on 
Saturday  afternoon,  in  contrast,  can 
be  yours  for  just  $60,000.  That's  be- 
cause of  that  big  difference  in  the  size 
of  the  total  audience.  On  a  cost-per- 
thousand  basis,  the  games  are  a  lot 
closer.  During  the  regular  season  the 
pro  game's  CPM  last  year  was  $5.72, 
the  NCAA's  $5.35. 

Like'  a  second-class  restaurant  lo- 
cated down  the  block  from  the  best 
joint  in  town,  or  like  a  so-so  movie 
showing  next  door  to  a  movie  with 
lines  running  around  the  block, 
NCAA  football  lives  largely  on  the  pro 
game's  overflow.  A  lot  of  arcane  work 
goes  into  the  buying  and  selling  of  TV 
time — the  "up-front,"  "scatter  time," 
last  minute  "avails"  and  other  time- 
buying  strategies  used  by  sponsors  to 
achieve  efficient  CPMs.  But  the  way 
it  works  in  football  programming  is 
clear  enough:  The  time  available  for 
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commercials  is  rigidly  fixed  and  the 
demand  by  advertisers  is  strong  for 
the  pro  game,  less  strong  for  the  col- 
lege game.  "If  a  guy  really  wants  to 
buy  the  NFL  on  Monday  night  but 
doesn't  want  to  spend  quite  as  much 
as  the  rate  card,  we  can  always  be 
flexible,"  says  John  Lazarus,  ABC's 
vice  president  for  sports  marketing 
and  sales.  "For  example,  tell  him  to 
add  some  units  to  the  NCAA  in  Sep- 
tember, which  are  at  a  lower  price." 
NCAA  football,  in  other  words,  is  a 
handy  bargaining  chip. 

Another  thing  that  helps  take  the 
curse  off  NCAA  football  as  a  loss  lead- 
er is  the  fact  that  network  affiliates 
like  the  games.  These  local  stations, 
too,  get  a  bit  of  time  to  sell.  "Suppose 
you're  a  local  with  your  own  group  of 
sports  advertisers  and  you  don't  have 
a  big  selling  card  like  the  NCAA," 
says  Jim  Spence,  executive  vice  presi- 
dent of  ABC  Sports.  "Maybe  those 
advertisers  will  go  across  the  street  to 
the  competition  more  often  to  buy 
time  and  your  sports  sales  that  quarter 
turn  into  a  basket  case." 

All  in  all,  then,  NCAA  football  has 
been  a  useful  and  affordable  loss  leader 
for  ABC.  But  that  could  change,  pro- 
foundly, next  season  for  several  com- 
pelling, intertwined  reasons. 

ABC  and  CBS  can  do  just  three 
things  to  get  back  the  huge  sum  they 
have  jointly  offered  the  NCAA,  and 
only  two  of  these  three  would  be  un- 
der reliable  control  if  the  NCAA  buys 
their  package.  First,  they  can  increase 
the  number  of  games  they  show.  Sec- 
ond, they  can  increase  the  number  of 
commercial  units  per  game.  Thus,  in 
the  season  now  ending,  ABC  alone 
will  have  done  23  NCAA  football 
broadcasts;  under  the  new  deal  ABC 
and  CBS  would  each  do  14  broadcasts, 
for  a  total  of  28.  And  whereas  ABC 
had  22  minutes  of  commercial  time  to 
sell  per  broadcast  this  year,  ABC  and 
CBS  under  the  new  deal  would  each 
be  selling  26  minutes.  It  may  not 
sound  like  much,  but  over  four  years 
these  changes  cumulatively  add  up  to 
888  additional  minutes  of  time.  At 
this  year's  price  of  $60,000  per  30- 
second  unit,  that  would  add  up  to  a 
potential  $106.6  million  in  increased 
advertising  revenues — enough  to  off- 
set 75%  of  the  $143.5  million  increase 
in  the  cost  of  the  rights. 

Other  things  being  equal,  that 
leaves  them  nearly  $36  million  in  the 
hole  for  starters,  and  that's  the  good 
news.  The  bad  news  has  to  do  with 
the  third  thing  the  networks  can  do  to 
get  their  money  out — namely,  in- 
crease the  price  they  charge  per  unit. 
As  they  try  to  do  that,  their  first  ob- 
stacle will  be  that  they  have  more 


GIVE  THE  GIFT  OF 
THE  IRISH  MIST 


Give  someone  a  bottle  of  Irish  Mist  and  you 
give  them  hills  that  roll  forever,  lakes  that  radiate 
light,  and  a  gentle  mist  that  settles  every  evening. 

Every  sip  of  Irish  Mist  is  all  that  and  more: 
A  legendary,  centuries  old  drink  sweetened  with 
just  a  wisp  of  heather  honey.  Irish  Mist  can  be 
enjoyed  anytime,  or  place,  or  way:  on  the  rocks; 
neat;  or  mixed  to  your  taste. 

It's  a  pleasing  drink.  It's  a  perfect  gift:  Irish 
Mist  in  the  handsome  gift  box.  Always  given  with 
pride  and  received  with  appreciation. 

IRISH  MIST 
THE  LEGENDARY  SPIRIT 

Imported  Irish  Mist®  Liqueur.  70  Proof.  ©1979  Heublein,  Inc.,  Hartford,  Conn.  U.S.A. 
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THE NEW 
NUMBER  ONE. 

Oh.  November  1.  1980,  CSX 
:  ;  Corpdtation  was  formed  through 
the  merger  of  the  Chessie  System. 
lm,  and  Seaboard  Coast  Line 


Industries,  Inc.  Today  CSX  is  the 
nation's  number  one  transporta- 
tion/natural resource  company 
'  The  north-south  linking  ot  the 
Chessie  System  Railroads  and  the 
Family  Lines  Rail  System  created 
a  giant  27,000-mile  freight  distribu- 
tion network  that  serves  22  states  in 


OR 


the  East,  Midwest  and  South.  ^ 

CSX  also  has  a  major  stake  i 
America's  natural  resources. 
Across  its  rich  territory  there  at  r:o| 
recoverable  reserves  of  over !  j,tjj 
billion  tons  of  coal.  CSX  holds 
eral  rights  on  fields  with  som 
billion  tons,  And  with  its  coal 


Railroads.  Natural  Resources  and  Land  Development.  Aviation  Services.Publishing  and  Resort  Properties 


HON 


export  facilities,  CSX  is  on0 
e  world's  main  supply  lines  of. 
toy  and  food  resources, 
n  other  areas,  CSX  oil,  gas,  min- 

timber  and  land  develop- 
nts  are  making  significant 
tributions  to  corporate  gains, 
ith  record  earnings  posted  for 


its  first  three  quarters,  CSX  is  def 
initelyin  the  right  place  at  the  right 
time.  Get  to  know  us. 

You'll  like  the  way  we  do  busi- 
ness at  CSX. 

For  more  information,  write: 
Corporate  Communications,  RO. 
Box  C-32222,  Richmond,  VA  23261. 


m 
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CSX  Corporation 


Chessie  System  Railroads 


The  Family  lines  Rail  System 


Chessie  System  Railroads  and  The  Family  Lines  Rail  System  are  units  of  CSX  Corporation. 


TVfy  own  IBMcomputer. 
Imagine  that" 


One  nice  thing  about  having  your  own  IBM  Personal 
Computer  is  that  it's  yours.  For  your  business,  your 
project,  your  department,  your  class,  your  family  and, 
indeed,  for  yourself. 

Of  course,  you  might  have  thought  owning  a 
computer  was  too  expensive.  But  now  you  can  relax. 

The  IBM  Personal  Computer  starts  at  less  than 
$1,600*  for  a  system  that,  with  the  addition  of  one 
simple  device,  hooks  up  to  your  home  TV  and  uses  your 
audio  cassette  recorder. 

You  might  also  have  thought  running  a  computer 
was  too  difficult.  But  you  can  relax  again. 

r 


IBM  PERSONAL  COMPUTER  SPECIFICATIONS 

*ADVANCED  FEATURES  FOR  PERSONAL  COMPUTERS 
Display  Screen 

I  [ign-resolution 

(720hx3S0v)* 
80  characters  x  25  lines 
1  Ipper  and  lower  case 
Green  phi  isphor 

screen 
Diagnostics 
Power-on  self  testing* 
Parity  checking* 
Languages 
BASIC,  Pascal 
Printer 
Bidirectional* 
HO  characters/second 
12  character  styles,  up  ti 
132  characters/line* 
9x9  character  matrix* 


User  Memory 

16K  -256K  bytes* 
Permanent  Memory 

(ROM)  40K  bytes* 
Microprocessor 

High  speed.  8088* 
Auxiliary  Memory 

2  optional  internal 
diskette  drives, 
W,160K  bytes 
per  diskette 
Keyboard 
83  keys,  6  ft.  cord 
attaches  to 
system  unit* 
10  function  keys 
10-key  numeric  nad 


Tactile  feedback 


Color/Graphics 

lO.xt  mode: 
16  colors* 
256  characters  and 

symbols  in  ROM* 
Graphics  mode: 
4-color  resolution: 

320h  x  200v* 
Black  &  w  hite  resolution 

640h  x  200v* 
Simultanei  >us  graphics  & 

text  capability 
Communications 
RS-232  C  interface 
Asynchronous  (start/stoi 

protocol 
Up  to  9600  bits 
per  sea  >nd 


The  IBM  Personal  Computer 


Getting  started  is  easier  than  you  might  think, 
because  IBM  has  structured  the  learning  process  for  you. 
Our  literature  is  in  your  language,  not  in  "computerese." 
Our  software  involves  you,  the  system  interacts  with  you  as 
if  it  was  made  to — and  it  was. 

That's  why  you  can  be  running  programs  in  just  one 
day.  Maybe  even  writing  your  own  programs  in  a  matter 
of  weeks. 

For  ease  of  use,  flexibility  and  performance,  no 
other  personal  computer  offers  as  many  advanced 
capabilities.  (See  the  box.) 

But  what  makes  the  IBM  Personal  Computer  a 
truly  useful  tool  are  software  programs  selected  by  IBM's 
Personal  Computer  Software  Publishing  Department. 
You  can  have  programs  in  business,  professional,  word 
processing,  computer  language,  personal  and 
entertainment  categories. 

You  can  see  the  system  and  the  software  in  action  at 
any  ComputerLand®  store  or  Sears  Business  Systems 
Center.  Or  try  it  out  at  one  of  our  IBM  Product  Centers. 
The  IBM  Data  Processing  Division  will  serve  those 
customers  who  want  to  purchase  in  quantity. 

Your  IBM  Personal  Computer.  Once  you  start 
working  with  it,  you'll  discover  more  than  the  answers 
and  solutions  you  seek:  you'll  discover  that  getting 
there  is  half  the  fun.  Imagine  that.==^= 


frThis  price  applies  to  IBM  Pi  ikIuu  Conte 
Prices  may  vary  at  other  stores 


For  tin-  IBM  Personal  Computer  Jcaler  nearest  you,  call  (800)  447-4700. 
Illinois,  (800)  322-4400.  In  Alaska  or  Hawaii,  (800)  447-0890 


time  to  sell,  18%  more,  per  game.  Add 
to  that  the  fact  that  whereas  ABC  had 
been  the  only  network  with  NCAA 
football  for  sale,  starting  next  year 
there  would  be  two.  "What  if  there 
isn't  enough  advertiser  money  out 
there?"  asks  Steve  Leff,  a  principal  at 
Backer  &  Spielvogel,  who  buys  time 
for  Miller  beer.  He  thinks  buyers  will 
be  able  to  play  ABC  against  CBS  to 
the  point  where  they  may  actually  be 
able  to  drive  prices  down.  "Sales 
would  be  slower,"  says  Leff,  "a  glut  of 
inventory  would  develop,  and  as  the 
networks  moved  to  sell  out  they 
would  end  up  driving  down  the  aggre- 
gate cost  of  NCAA  time." 

But  the  biggest  imponderable  of  all 
in  the  networks'  ability  to  raise  their 
prices  for  college  football  is  the  game's 
big  brother — the  NFL.  As  Commis- 
sioner Pete  Rozelle  has  orchestrated 
its  arrangements,  the  league's  con- 
tracts with  CBS  and  NBC  for  Sunday 
games  and  with  ABC  for  Monday 
night  games  all  expire  this  season 
with  the  Super  Bowl.  Says  Michael 
Trager,  a  disinterested  observer  at  the 
sports  production  firm  Robert  Landau 
Associates:  "If  college  football  can 
more  than  double  in  price,  you  know 
damn  well  pro  football  won't  settle  for 
less  of  an  increase."  Under  the  four- 
year  network  deal  now  ending,  which 
included  the  playoffs  as  well  as  the 
Super  Bowl,  the  NFL  teams  divvied 
$648  million.  Rozelle  says  rumors  of  a 
$1  billion  price  tag  for  another  such 
four-year  deal  are  "in  the  ball  park." 
Given  Trager's  logic,  it's  hard  to  dis- 
miss that  as  mere  negotiating  hype. 

The  implications  for  advertising 
budgets  aimed  at  football  audiences  are 
obvious.  "Along  comes  1982  with  an 
increase  in  NCAA  inventory,"  worries 
Paul  Isacsson,  in  charge  of  all  network 
sales  at  CBS.  "If  the  NFL  really  puts  it  to 
us,  the  market  may  not  be  able  to  stand 
up  to  that  new  NCAA  time." 

Because  of  these  vagaries,  NBC 
wasn't  even  interested  in  bidding  for 
half  a  package  of  afternoon  football.  A 
crucial  feature  of  the  plan  it  worked 
out  with  the  CFA  dissidents  is  that  up 
to  1 1  of  23  broadcasts  in  the  first 
season  could  be  at  night.  "Our  goal  is 
to  build  Saturday  night  football  along 
the  lines  of  ABC's  success  with  the 
NFL  on  Monday  night,"  says  Arthur 
Watson,  president  of  NBC  Sports. 

NBC  would  be  taking  a  gamble.  It 
means  committing  three  of  the  net- 
work's 22  weekly  hours  of  prime-time 
programming  to  an  experiment  right 
in  the  heart  of  the  all-important  fall 
season.  Whenever  ABC  occasionally 
has  put  the  NCAA  on  at  night,  it 
rarely  outperformed  afternoon  rat- 
ings. But  the  risk  may  be  worth  tak- 


ing if  only  because  NBC's  regular  Sat- 
urday night  fare  in  recent  years  has 
been  a  ratings  disaster. 

It's  a  fair  bet,  under  the  circum- 
stances, that  next  month's  NCAA 
meeting  in  St.  Louis  will  be  as  lively 
as  any  bowl  game  in  memory.  Says 
Don  Ohlmeyer,  executive  producer  of 
NBC  Sports  and,  it  follows,  an  under- 
standably biased  observer:  "What  the 
CFA  is  telling  the  NCAA  is,  'Not  only 
aren't  you  maximizing  our  dollars, 
you're  running  our  product  into  the 
ground.  If  you  don't  stem  this  ratings 
slide,  what's  our  product  going  to  be 
worth  five  years  from  now?'  " 

Product?  Ratings  slide?  College 
football  has  come  a  long  way  since 
Pudge  Heffelfinger  held  that  line  for 
Yale. 

Perhaps  the  strongest  card  that 
Walter  Byers,  the  NCAA's  executive 
director,  has  in  hand  is  what  might 
happen  if  he  doesn't  get  the  CFA  cau- 

■ 


cus  to  go  along  with  the  ABC/CBS 
deal.  If  Byers  cannot  guarantee  the  full 
NCAA  schedule  to  ABC  and  CBS, 
they  can  escape  their  contracts.  In 
such  an  event,  the  Big  Ten  and  Pacific 
Conference  teams,  which  are  not 
members  of  the  CFA  but  have  thus  far 
stayed  aloof  from  the  NBC  deal,  would 
surely  look  again.  Perhaps  ABC  would 
cut  a  deal  for  whatever  teams  Byers 
can  peddle.  CBS  has  flatly  announced 
it  isn't  interested  in  such  a  venture. 
As  for  NBC,  in  order  to  add  the  Big 
Ten  and  Pacific  Conference  teams  to 
the  61  CFA  schools  already  covered,  it 
probably  would  have  to  restructure  a 
costlier  package  of  its  own.  And  if 
that  proved  to  be  too  expensive,  NBC 
could  end  up  having  to  split  those 
rights  with  another  network.  In  short, 
the  struggle  for  television  rights  to 
college  football  would  be  even  messier 
than  it  already  is. 
Stay  tuned.  ■ 
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Phil  Knight  skips  the  message  but  uses  the 
medium  to  make  his  company  the  run- 
ning-shoe leader  in  the  U.S. 

Nike's  fast  track 


By  John  Merwin 


Sunday,  Oct.  25.  This  will  be 
one  fine  day  for  Philip  H. 
Knight,  the  43-year-old  co- 
founder  and  chairman  of  Nike,  Inc., 
the  athletic-shoe  company.  Knight 
positions  himself  in  front  of  the  tube. 
Morning:  Turn  on  ABC.  Alberto  Sala- 
zar  breaks  the  world  marathon  record 
in  New  York.  Early  afternoon:  Switch 
to  NBC.  Dallas  Cowboy  defensive  line 
rolls  back  Miami  in  a  28-27  come- 
from-behind  cliff-hanger.  Later:  Back 
to  ABC  for  the  World  Series.  Dodgers 
stun  Yankees  2-1  with  a  late-inning 
home  run  by  catcher  Steve  Yeagcr. 

Not  that  Knight,  a  former  Universi- 
ty of  Oregon  track  star,  gets  a  racing 
pulse  from  watching  Salazar,  the  Dal- 
las Cowboy  front  four  or  the  Dodgers. 
His  heart  leaps  for  television  exposure 
of  Nike  shoes,  worn  conspicuously  by 


Salazar,  the  entire  Dallas  defensive 
line  and  a  half-dozen  Dodgers,  includ- 
ing hero  Yeager. 

Knight's  publicity  strategy  has  paid 
off  in  spades.  Perhaps  100  million 
viewers  have  seen  parts  of  these  three 
TV  sports  events.  Millions  more  will 
see  pictures  in  the  following  day's 
newspaper  or  in  magazines  such  as 
Sports  Illustrated.  All  for  3%  of  Nike's 
sales,  which  the  company  dedicates 
to  promotions,  including  signing  pro- 
fessional athletes  to  wear  Nikes. 

"A  full- page  ad  in  Sports  Illustrated 
costs  about  $50,000,"  gloats  Knight, 
sporting  a  sleek  pair  of  silver  Nikes 
himself.  "But  how  about  the  cover  of 
Sports  Illustrated1.  You  can't  buy  the 
cover."  Maybe  you  can't,  but  Nike 
can.  "The  secret  to  the  business," 
explains  Knight,  "is  to  build  the  kind 
of  shoe  professional  athletes  will 
wear,  then  put  them  on  the  pros.  The 
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International  Precious  ■■ 
Metals  Corporation 


there  are  thousands  of  precious  metals  dealers... 

But  only  one  IPMC 

One  of  the  oldest,  largest,  most  prestigious  precious  metals  dealers  in  the  United  States 

•  Over  one  billion  dollars  in  sales 

•  Served  many  thousands  of  clients 

•  Fully  computerized  operations 

•  All  client  investments  are 
completely  hedged 

•  All  client  funds  are  held  in  a 
segregated  account 

Presents 

'LEVERAGE 

•The  ability  to  use  a  small  amount 
of  money  to  control  a  total 
investment  worth  much  more. 


4.  It's  A  Long  Term 
Investment  Leverage  accounts 
can  work  for  you  up  to  ten  years. 

5.  It  is  Powerful  .Each 

dollar  invested  can  control  up  to  three  or 
more  dollars  worth  of  precious  metals. 

6.  It  is  Flexible  .It  can  be 

tailored  to  your  investment  goals.  Your 
IPMC  Account  Executive  is  specially 
trained  to  show  you  the  flexibility  of 
leverage  accounts. 

#On  September  17,  1981,  if  you  had 
invested  $4,176.38.  you  could  have 
controlled  $14,210.30  of  gold.  These 
figures  include  all  sales  charges. 

Call  Toll  Free  (800)  327-5587  in  Florida  (800)  432-5579  Direct  (305)  491-3200 


International  Precious  Metals  Corporation 

6451  N.  Federal  Hwy. 
11th  Floor,  P.O.  Box  23000 
Ft.  Lauderdale,  FL  33307 

i  want  to  know  more.  Send  me  your  Free  investors  guide 

Home  Tel.  (  )  

Bus.  Tei    {  )  

Name  

ss  

City  State  Zip  

registered  as  a  commodity  trading  advisor  with  the  Commodity  Futures  Trading  Commission 


1.  It  Can  Be  Used 
As  A  Hedge  Against 
Catastrophic 
Inflation   An  ounce  of  gold  has 
approximately  the  same  purchasing 
power  now  as  it  did  in  1920. 

2.  It's  Versatile  .You  can 

purchase  gold  and  silver  bullion,  gold 
coins,  bags  of  silver  coins,  as  well  as 
copper. 

3.  It's  Liquid  ..Although 
not  obligated  to,  IPMC  has  always 
maintained  a  two  way  market. 


I 


IPMC 
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rest   of   the    market   will  follow." 

It's  ealled  trickle-down  fashion.  Pro 
athletes  are  seen  wearing  Nike  (pro- 
nounced nigh-kee  and  named  for  the 
Greek  goddess  of  victory).  Amateur 
athletes  follow,  wishing  to  emulate 
their  heroes.  The  base  broadens  to 
teenagers,  children  and  even  other- 
wise unathletic  suburbanites  who  are 
susceptible  to  health-fashion  chic. 

Nike  has  scores  of  athletes  on  con- 
tract, including  tennis  star  John 
McEnroe  and  baseball's  Nolan  Ryan, 
at  terms  ranging  from  a  few  pairs  of 
sneakers  and  modest  amounts  of  cash 
up  to  lofty  sums — Knight  won't  say 
how  much — and  a  percentage  of  shoe 
sales.  It  works.  Oh,  how  it  works. 

Bcaverton,  Ore. -based  Nike's  sales 
and  profit  parabola  looks  like  Mt.  Mc- 


Philip  Knight  gives  his  Nikes  a  workout 
His  secret:  "Put  'em  on  the  pros." 


Kinley,  while  return  on  equity  has 
ranged  from  45%  to  85%  a  year.  Five 
years  ago  revenues  were  $29  million. 
In  fiscal  1981,  ended  May  31,  they 
were  $458  million  and  analysts  are 
pegging  this  year  at  $650  million.  Per- 
share  net  in  the  same  periods  was  9 
cents,  $1.52,  and  this  year  an  estimat- 
ed $2.20.  Sales  jumped  72%  in  fiscal 
1982's  •  first  quarter,  while  profits 
nearly  doubled  to  80  cents  a  share. 

Nike,  an  American  firm  in  a  field 
that  could  have  been  foreign-dominat- 
ed, has  made  it  look  as  easy  as  high- 
jumping  on  the  moon  because  of 
Knight's  entrepreneurial  verve.  While 
others  in  Stanford's  1963  M.B.A.  pro- 
gram wrote  papers  about  electronics, 
Knight  whipped  out  one  on  track 
shoes.  He  figured  the  Japanese,  with 
low-cost  labor,  could  overwhelm  Eu- 
ropean-dominated running-shoe  man- 
ufacturing if  they  tried.  After  gradu- 
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THE  OTHER  NORTHERN  IRELAND: 

Pros  like  Bob  Hudson 
make  a  skilled,  reliable 
work  force  par  for 
Northern  Ireland  industry. 


Our  work  force  of  650.000  dedicated 
men  and  women  will  never  make  news- 
paper headlines,  but  their  productivity 
makes  rewarding  reading  in  annual 
reports. 

A  good  example  of  why  the  Hyster 
Company,  of  Portland,  Oregon,  invested 
$60  million  in  a  fork  lift  truck  plant  at 
Craigavon,  County  Armagh,  is  machine 
operator  Bob  Hudson.  Bob  puts  as  much 
enthusiasm  and  concentration  into  his 
job  as  he  does  into  a  round  at  the  Lurgan 
Golf  Club,  one  of  the  many  championship 
courses  that  dot  the  Ulster  countryside. 

As  Hyster  Chairman  William  Kilkenny 
says,  "Northern  Ireland  has  skilled  people 
with  a  real,  old-fashioned  enthusiasm 
for  hard  work." 

Besides  the  attractions  of  a  skilled 
work  force  with  an  enviable  labor  rela- 
tions record,  American  companies  con- 
tinue to  invest  heavily  in  Northern  Ireland 
for  our  well-developed  infrastructure,  ex- 
cellent communications  to  the  world,  and 
what  has  been  called  the  best  package 
of  government  incentives  in  the  EEC. 

If  you  have  any  doubts  about  how 
smoothly  business  continues  to  function 
today  in  Northern  Ireland,  ask  anyone 
who's  been  here  recently.  Better  yet,  come 
see  for  yourself.  For  further  information  or 
visit  details,  contact  Ian  Walters  or  George 
Forster  at  the  Northern  Ireland  Industrial 
Development  Office.  Call  (212)  593-2258. 
Or  write:  NIIDO,  British  Consulate-General, 
150  E.  58th  St.,  New  York,  NY  10155. 


Northern 
Ireland  works. 

A  visit  will  convince  you. 


ation,  Knight  himself  imported  a  few 
hundred  pairs  of  Japanese-made  Tiger 
running  shoes.  He  formed  a  partner- 
ship with  his  Oregon  track  coach, 
William  J.  Bowerman,  who  for  years 
had  been  tinkering  with  track-shoe 
design.  While  Knight  worked  by  day 
as  a  Coopers  &  Lybrand  accountant, 
at  night  and  on  weekends  he  peddled 
Japanese- made  track  shoes,  mostly  to 
school  athletic  teams. 

The  rest  is  history.  In  1972  Knight, 
by  then  working  full  time,  and  Bower- 
man  began  contracting  out  manufac- 
turing ot  their  designs  to  Far  East  fac- 
tories. The  growth,  buoyed  by  the 
U.S.  health  craze,  hasn't  stopped 
since.  Nike  went  public  last  year,  leav- 
ing Knight  with  46%  of  the  company, 
worth  $215  million.  Bowerman,  70, 
sold  off  most  of  his  stock  earlier,  and 
today  owns  2%  of  the  company — a 
mere  $9.5  million  worth. 

Demand  for  Nike  shoes  has  been  so 
high  that  60%  of  its  customers  ad- 


vance order  to  get  a  break  on  price  and 
payment  terms,  and  more  important, 
a  guarantee  of  delivery  six  months 
later.  That  saves  Nike,  with  85%  of 
its  shoes  coming  through  its  Far  East 
pipeline,  production  scheduling  head- 
aches and  holds  down  inventory 
costs.  Nike  has  also  held  investment 
in  plant  and  equipment  to  a  bare 
minimum  by  farming  out  manufac- 
turing. Knight  supports  his  better 
than  half-billion-dollar  sales  volume 
on  an  equity  base  of  $97  million. 

Nike  is  moving  quickly  into  chil- 
dren's shoes  and  into  apparel — any- 
thing from  prominently  labeled  jog- 
ging shorts  to  athletic  bags — where 
German  rival  Adidas  derives  an  esti- 
mated 40%  of  its  sales.  At  Nike,  ap- 
parel represents  only  8%  of  sales.  But 
Knight  is  shooting  for  30%  within 
five  years  while  also  invading  West 
European  shoe  markets,  which  he  fig- 
ures are  as  large  as  domestic  ones. 

How  long  can  this  Nike  craze  last? 


The  intensity  of  it  is  surprising. 
Forbes  asked  1  50  junior  high  students 
in  a  middle-class  Dallas  neighbor- 
hood, Lake  Highlands,  what  their  fa- 
vorite athletic  shoe  was.  Without  ex- 
ception they  listed  Nike  first,  often 
citing  its  status  as  an  expensive  "de- 
signer" shoe. 

Knight  is  no  amateur.  He  recog- 
nizes that  fashion's  fervor  will  cool  if 
you  don't  keep  a  fire  under  it.  As  soon 
as  one  of  Nike's  140  basic  models 
shows  signs  of  petering  out,  Knight 
replaces  it.  And  sometimes  his  friends 
in  the  media  lend  a  hand. 

"A  few  years  ago  we  had  one  shoe 
which  was  slipping,"  Knight  recalls 
"Then  one  night  Farrah  Fawcett  ap- 
peared on  Charlie's  Angels  wearing  this 
particular  shoe  in  closeups,  as  she 
skateboarded  during  an  escape  scene. 
Within  a  few  weeks,  sales  of  that  shoe 
doubled."  Funny  part  is,  she  wasn't 
even  on  contract.  She  must  have  seen 
|ohn  McEnroe  wearing  them  on  TV.B 


When  Barnum  said  there's  a  sucker  born 
every  minute,  he  envisioned  either  EDA's 
loan  department  or  the  taxpayer. 


The  easy  mark 


By  Beth  Brophy 


W'  HAT  KINO  OF  BANK  has  40% 
of  its  loans  in  trouble'  A  gov- 
ernment bank — the  Econom- 
ic Development  Administration  of 
the  Commerce  Department,  which 
has  been  tunneling  loans  and  credit 
guarantees  since  the  early  Sixties  to 
businesses  in  economically  depressed 
regions. 

The  EDA  currently  has  $1  billion  of 
loans  and  guarantees  on  its  books,  and 
a  recent  independent  audit  by  Alex- 
ander Grant  &  Co.  says  that  $446 
million  of  them  "reflect  distress  rang- 
ing from  serious  delinquency  to  a  liq- 
uidation in  progress." 

!  be  EDA,  it  seems,  is  just  a  sucker 
for  i  hard-luck  story.  It  gave  Chicago* 
ba  <  .!  Wisconsin  Steel  a  90%  guaran- 


tee on  a  $90  million  loan  in  August 
1979  and  the  company  went  under 
less  than  a  year  later.  It  supported  a 
Pennsylvania  shoe  producer  named 
Sham-o-kin  because  the  firm  said  it 
was  hurt  by  imports  (loss:  $3.5  mil- 
lion), and  it  built  a  hotel  called  Haram- 
bec  Mouse  in  a  Washington,  D.C. 
ghetto  that  lost  $10  million  before  it 
was  given  away  to  Howard  University 
as  a  hotel  management  school. 

"Realistically, "savsan  FDA  spokes- 
man coolly,  "these  loans  are  made  by 
the  government  because  nobody  else 
would  make  them.  That  was  the  |Car- 
ter|  Administration  policy,  and  it 
doesn't  mean  the  EDA  was  badly  run." 

Perish  the  thought.  But  the  Grant 
report  does  think  the  worst  is  yet  to 
come  in  ID  s  923-project  portfolio, 
which  contains  $446  million  in  loan 


guarantees  and  $509  million  in  direct 
loans.  "It  is  reasonable  to  project  that 
between  50  and  100  loans  not  now  in 
the  problem  category  will  enter  such  a 
category  in  1982,"  says  the  CPA  firm. 
"And  loans  becoming  seriously  trou- 
bled could  easily  range  from  40  to  60." 

On  the  loan  guarantee  side,  the 
Grant  report  says,  "Most  likely  a 
minimum  of  $30  million  in  guaran- 
tees will  be  honored  in  fiscal  year 
1982,"  which  means  the  government 
will  have  to  cough  up  $30  million  for 
$111  million  in  guarantees.  But,  says 
the  CPA,  "Should  the  $69  million  Sea- 
train  guarantee  be  honored  in  1982, 
the  total  guarantees  honored  could  ex- 
ceed $100  million." 

And  the  farce  goes  on.  The  Reagan 
Administration  is  trying  to  kill  the 
EDA  but  the  House  of  Representa- 
tives recently  appropriated  another 
$292  million  for  it.  Why?  Because  the 
EDA  has  now  labeled  85%  of  the 
country  as  economically  depressed, 
and  that  means  that  unless  a  politi- 
cian's friend  has  a  business  in  Beverly 
Hills  or  Greenwich,  Conn.,  he  or  she 
is  eligible  for  EDA's  easy  money. 

EDA  declines  to  say  much — callers 
are  referred  to  the  Freedom  of  Infor- 
mation Act  when  they  ask  how  many 
jobs  the  agency  has  helped  create  or 
save — except  to  offer  mild  contrition 
and  a  promise  to  sin  less  often:  "The 
principles  applied  in  giving  these 
loans  may  not  have  been  based  on 
sound  business  judgments/'  says  an 
EDA  spokesman.  "In  future,  compa- 
nies will  have  to  prove  that  there's 
some  chance  they  will  repay  the 
loans."  That  "some"  says  it  all.  ■ 
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The  Chrysler  Le  Baron  Series 

They  are  like  no  other  cars  in 
America,  Europe  or  Japan. 


Sedan  as  shown  $8,800.* 


vinyl  root  rack-and-pinion  power  steering,  power  front  disc  brakes/rear  drum  brakes,  cloth  bench  seat  with  folding  center  arm 


No  other  cars  combine  their  luxury 
high  mileage,  six-passenger  room 
and  unexpected  price. 


Coupe  as  shown  $8,706.** 


■electronic  combustion  computer,  electronic  digital  clock,  dual  chrome  mirrors  and  concealed  windshield  wipers.  Buy  or  lease  a  LeBaron  at  your  Chrysler-Plymouth  dealer. 


Lee  lacocca's  dream  to  combine  high  mileage*  and 
luxury  in  a  series  of  cars  is  now  a  reality.  The  1982 
Chrysler  LeBaron  Series. 

Sleek  and  highly  stylized,  the  new  LeBarons  deliver 
pure  driving  luxury.  Power  brakes,  power  steering  and 
an  electronic  fuel  control  system  are  standard. 

And  you  can  personalize  your  LeBarons  luxury.  For 
instance,  in  the  Medallion  Edition  of  the  Coupe  a  Mark 
Cross  leather  interior  is  available. 

And  because  of  Chrysler's  advanced  front-wheel- 
drive  technology  and  a  precision  assembly  process  that     as\  \"% 
uses  robots  and  computers,  the  LeBarons  are  cars  of    H-U  hwy  |Z,0 


remarkable  stability  and  quietness. 

To  further  assure  quality,  one  of  every  three 
LeBaron  Coupes  is  tested  daily  at  Chryslers  new  Quality 
Assurance  Center. 

The  ultimate  luxury  is  the  LeBaron  Convertible. 
Orders  are  now  being  taken  for  Spring  delivery. 

-  The  1982  Chrysler  LeBaron  Series. 
The  Sedan.  The  Coupe.  The  Convertible. 

All  at  unexpected  prices.  The  base 
sticker  price  of  the  Coupe  is  $8,143.** 
Base  sticker  price 


EPA 
EST. 
MPG 


of  Sedan  $8,237.** 


Use  EPA  est.  mpg  for  comparison.  Actual  mileage  may  vary  depending  on  speed,  trip  length  and  weather.  Hwy.  mpg  probably  lower. 
CA  ests.  lower.  **Sticker  price  excludes  taxes,  title  and  destination  charges. 


The  Nevy  Chrysler  Corporation 


ALLIED 
ON  THE  PREVENTION  OF 
CALAMITIES, 
CATASTROPHES, 
CATACLYSMS, 
AND  OTHER  ASSORTED 
DISASTERS. 


r 

I 


"In  a  powe^ 
failure,  ai 
traffic  control 
systems 
use  our  back- 
up batteri 
to  bring 
planes 
down" 


"Our  backup 
batteries 
keep  your 
phone  working  when 
the  lights  don't.' 


"To  avoid  chaos 
in  a  blackout, 
computers 
in  ban 
borrow 
power 
from 
batteries 


"The  N.Y.  Stock 
Exchange  invested 
]  in  our  batteries 
to  run  its  com- 
puters during 
power 
failures 


to 


It's  the  business  of  a  backup  battery  to%*  keep 
the  power  going  in  systems  that  shouldn't^d  ever 

step.  At  the  C&D  Batteries  division  of  Eltra  Corporation, 
we  mean  business  with  some  of  the  most  advanced 
backup  power  systems  in  the  world,  as  well  as  an 
electrifying  array  of  other  industrial  batteries. 
Eltra's  electrical  products  connect  with  other  major 


"Fire  alarm 
systems  will  work 
even  if  the  power  doesn't 
thanks  to  our  batteries 

"During  a  blackout 
on  Earth,  our 
batteries  keep 
satellite  mes- 


ages  from 
being 
lost  in 
/  space 


businesses  like  fibers  and  plastics,  oil  and  gas, 
and  chemicals,  to  power  Allied  Corporation. 

It's  no  accident  that  an  Allied  company  makes 
such  dependable  backup 
systems.  When  we  say 
we  prevent  disasters, 
we  mean  business.     We  mean  business. 


Mm* 


There  is  a  lot  that  needs  doing  in  Alaska, 
but  so  far  the  state  has  used  its  riches  for  a 
'night  on  the  town. " 


Thinking  of  the 
morning  after 


By  John  Merwin 


Worried  about  high  interest 
rates  and  their  effect  on  your 
business  or  on  buying  a 
home?  Look  to  Alaska,  where  this 
year  $4.4  billion  is  rolling  into  state 
government  coffers  and  being  rolled 
back  out  again  in  subsidized  loans  for 
housing  and  even  farms.  You  name  it, 
Alaska  is  spending  for  it.  A  river  of 
benefits  from  the  state  government  at 
funeau  is  making  cash  registers  ring 
in  Anchorage  and  Fairbanks  and 
points  beyond. 

The  state  government  is  now 
spending  about  $8,000  for  each  man, 
woman  and  child,  where  20  years  ago 
it  spent  $120.  The  personal  income 
tax  was  abolished  last  year,  so  Alas- 
kan taxpayers  don't  feel  the  pinch  of 


wild  spending.  Oil  is  paying  for  every- 
thing. Here,  surely,  is  the  proverbial 
land  of  milk  and  honey. 

But,  cautions  Governor  Jay  Ham- 
mond, too  much  milk  and  too  much 
honey  can  cause  indigestion.  "While 
our  economy  has  indeed  assumed  a 
new  glow,  it  is  not  the  rosy  glow  of 
healthy,  sustainable  pay-as-you-go  de- 
velopment, but  rather  the  flush  of  fe- 
verish government  spending,"  says 
Hammond,  a  onetime  trapper,  guide 
and  bush  pilot  who  has  been  governor 
for  seven  years.  Hammond  has  tried 
to  run  the  state  with  a  slow-growth, 
slow-development  philosophy,  but, 
despite  that,  recently  Alaska  has  en- 
tered a  runaway  phase  of  spendthrift 
prosperity.  Consider:  If  Alaskan  legis- 
lators were  to  continue  increasing  op- 
erating expenditures  at  the  recent 


View  of  Barrow,  Alaska,  along  the  Arctic  coast 

Oil  wealth  gushing,  but  no  municipal  sewage  or  water  systems. 


23%-a-year  rate,  the  state  would  fall 
into  a  deficit  by  1990. 

The  unease  amidst  affluence  is  basi- 
cally constructive.  While  politicians 
are  having  a  field  day  handing  out  the 
oil  largess,  some  are  beginning  to  ask 
whether  the  state's  resource  riches 
shouldn't  be  used  for  more  than  pork 
barrel  projects.  Hammond  is  stump- 
ing the  state  for  a  spending  limitation 
initiative.  On  the  other  hand,  he  en- 
dorses a  plan  to  distribute  annual  oil 
royalty  checks  to  Alaska's  400,000 
citizens:  Give  money  to  the  people 
and  let  them  decide  how  to  spend  it. 

Yet  business  leaders  and  several 
candidates  in  the  1982  gubernatorial 
race  argue  that  the  money  ought  in- 
stead to  be  invested  in  such  massive 
"infrastructure"  projects  as  hydro- 
electric power,  railroads  and  high- 
ways, which  Alaska  woefully  needs. 

There  is  no  imminent  crisis — the 
state  has  20  years  or  more  of  oil  royal- 
ties ahead.  But  conviction  is  growing 
that  if  the  money  is  not  invested 
wisely,  Alaska  one  day  may  resemble 
a  busted  gold  rush  town.  The  example 
of  Venezuela  has  not  been  lost  on 
thoughtful  Alaskans:  a  nation  en- 
riched by  oil  but  impoverished  in  ev- 
ery other  way. 

In  many  places,  Alaska  is  not  much 
more  than  an  undeveloped  country 
now.  As  prosperous  as  the  state  is, 
much  of  it  resembles  Kentucky  in  the 
time  of  Daniel  Boone.  Take  the  vil- 
lage of  Barrow,  for  example,  seat  of 
the  vast  North  Slope  Borough,  which 
comprises  88,000  square  miles  of 
bone-chilling  flatlands  fanning  out 
■from  the  rugged  Brooks  Range  before 
slipping  under  the  Arctic  Ocean.  Bar- 
row (pop.,  3,000)  has  no  municipal 
sewage  or  water  system,  nor  does  it 
have  paved  streets.  Heavy  construc- 
tion costs  at  least  3  times  what  it  does 
in  the  Lower  48.  Some  asphalt  for 
paving  Barrow's  airstrip  had  to  be 
flown  in.  Even  though  the  town  is 
situated  along  one  of  the  world's  great 
oil  provinces,  fuel  oil  costs  $3.50  a 
gallon. 

The  cost  of  living  in  most  of  Alas- 
ka's towns  and  villages  is  horrendous, 
mainly  because  of  high  energy  prices 
and  lack  of  highway  or  rail  connec- 
tions. Nome  (pop.,  2,300)  receives  its 
annual  supply  of  nonpenshables  dur- 
ing the  few  warm  weeks  when  the 
city's  seaport  is  free  of  ice.  Otherwise, 
goods  must  come  in  by  air — one  rea- 
son toothpaste  and  soft  drinks  cost 
50%  more  in  Nome  than  in  the  Lower 
48.  Fresh  fruit  such  as  grapefruit  costs 
more  than  double  what  it  sells  for  in 
California. 

Twice  the  size  of  Texas,  Alaska  has 
but  one  419-mile  main  line  railroad. 
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The  state  has  less  than  half  as  many 
miles  of  paved  roads  as  does  Rhode 
Island.  In  most  of  Alaska,  people  and 
goods  travel  by  air,  an  enormous  eco- 
nomic hardship.  An  air  round  trip 
from  Anchorage  to  Nome,  for  in- 
stance, costs  $328.  In  the  "bush,"  as 
Alaskans  call  areas  outside  Anchorage 
or  Fairbanks,  electricity — generated 
from  diesel  fuel — averages  about  50 
cents  per  kwh,  but  can  run  as  high  as 
$2,  compared  with  8  cents  per  kwh  in 
Los  Angeles. 

But  because  satellite  TV  reaches  the 
remotest  villages,  Eskimos  on  islands 
m  the  Bering  Sea  know  that  the  state 
is  very  rich.  Yet  for  many,  job  oppor- 
tunities are  poor,  because  the  econo- 
my has  little  year-round  stability. 

How  to  develop  a  year-round  econo- 
my? As  Venezuela  and  Iran  discov- 
ered, simply  throwing  money  at  citi- 
zens doesn't  bring  lasting  develop 
ment.  "If  you  give  everybody  in 
Alaska  $100  or  $500  [oil 
royalty  dividends],  all 
you've  given  them  is  a 
night  on  the  town,"  says 
former  Governor  Walter 
Hickel.  "We  should  accu 
mulate  that  capital  and 


build  infrastructures  that  would  give 
the  private  sector  a  chance  to  devel- 
op." Heaven  knows  the  private  sector 
needs  to.  Perhaps  half  the  state's  labor 
force  is  employed  by  government. 

Foremost  among  the  proposed  "in- 
frastructure" developments  is  a  $5  bil- 
lion plan  to  harness  the  state's  hydro- 
electric potential — it  is  estimated  that 
every  nine  years  the  energy  equiv- 
alent of  a  Prudhoe  Bay  washes  out  to 
sea.  A  kind  of  super  Tennessee  Valley 
Authority  is  envisioned.  If  Alaska  de- 
velops even  a  fraction  of  its  hydro 
resources,  many  of  its  citizens  will 
enjoy  cheap  electric  rates — a  very  low 
3  cents  per  kwh — for  the  first  time. 
Equally  important,  Alaska  will  be  able 
to  "export"  inexpensive  electricity  as 
a  component  of  finished  industrial 
products  such  as  aluminum.  Kaiser 


Aluminum  already  is  roaming  around 
the  state,  investigating  the  possibility 
of  smelting  in  Alaska. 

Next  spring  the  Alaska  Power  Au- 
thority will  present  a  plan  to  the  state 
legislature  outlining  a  series  of  proj- 
ects ranging  from  a  simple  diversion 
channel  and  electric  generator  for  a 
village  of  200,  up  to  a  $4  billion  twin- 
dam  project  on  the  powerful  Susitna 
River.  One  of  the  proposed  dams  is 
850  feet  high,  which  would  be  the 
highest  in  North  America. 

The  money  is  there:  Alaska's  state 
revenues  are  awesome — 12  times 
those  of  Wyoming,  which  has  a  popu- 
lation 20%  larger  than  Alaska's.  But 
little  has  been  committed  to  the  need- 
ed billion-dollar  infrastructure  proj- 
ects.  Environmentalists  are  only 
slightly  to  blame;  the  sensitive  ones 
now  concede  that  the  Alaska  oil  pipe- 
line didn't  despoil  the  virgin  land- 
scape. The  biggest  problem  is  that 
Alaska  for  years  has  been  a  federal 
government  fiefdom. 

Until  recently  only  1  million 
of  Alaska's  375  million  acres 
were  in  private  hands,  with 
the  federal  government  own- 
ing the  rest.  Washington  is 
slowly  turning  over  title  to  144 
million  acres  to  the  state  and 
to  native-owned  corporations. 
"How  in  the  hell  can  you  have 
a  private  sector  when  you  have 
almost  no  private  property?" 
asks  Wally  Hickel.  "How 
much  of  Kansas  would  be  de- 
veloped today  if  less  than  one- 
third  of  1%  of  the  land  were  in 
private  hands?" 

Local  politics  are  a  problem, 
too.  State  leaders  are  ready  to 
get  serious  about  building  a 
broader  economy — but  can't 
agree  on  how  to  go  about  it. 

Take  the  case  of  the  state's 
"savings  account,"  the  perma- 
nent fund.   By  law,  a 


Though  the  state  of  Alaska  is  awash  in  oil  royalties,  in 
many  ways  it  is  very  poor.  Alaska  has  only  one  main  line 
railroad,  419  miles  long,  which  draws  together  precious 
few  of  the  state's  586,000  square  miles.  Even  Rhode  Island 
has  more  than  twice  as  many  miles  of  paved  roads  as 
Alaska.  Venturing  beyond  the  small  loop  of  roads  and  rail 
Uustrated  above  requires  air  travel;  a  round  trip  between 
\nehorage  and  Nome  costs  $328.  In  "bush"  villages  like 


Nome  or  Barrow,  supplies  must  be  flown  in 
most  of  the  year,  an  enormous  economic 
hardship. 

But  oil-rich  Alaska  has  a  chance  to  reduce  these 
hardships.  Plans  are  on  the  drawing  board  for  $5  billion  in 
hydroelectric  projects,  and  leaders  talk  about  turning  oil 
money  into  more  highways,  railroads,  ports  and  expanding 
the  state's  budding  farmlands,  southeast  of  Fairbanks. 
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Introducing  the  Falcon  200. 
The  first  human  engineered 

business  jet. 


You've  probably  heard  that  we  at 
Falcon  are  preoccupied  with  perfection. 
We  are.  That's  why,  after  years  of  devel- 
oping the  best  made,  best  perform- 
ing business  jets  you  can  buy,  we  still 
felt  there  was  one  thing  left.  To  give 
them  the  best  interior  design  for  the 
human  form. 

To  do  that,  we  enlisted  the  human 
engineering  firm  of  Henry  Dreyfuss 
Associates.  The  combination  of  Falcon 
Jet  technical  engineering  and  Dreyfuss 
human  engineering  has  resulted  in 
the  most  advanced  flying  business 
machines  available  today.  Truly,  a  new 
generation  of  business  jet,  as  indi- 
cated on  our  chart. 


THE  FOUR  GENERATIONS  OF  BUSINESS  JETS 

Generation 

When 

Characteristic 

1 

1950s 

Turbojet  engines  introduced 

2 

1960S 

More  efficient  fanjet  engines 
introduced  (Falcon  20) 

3 

1970s 

New  wing  technology  with 
improved  airfoils  (Falcon  50) 

4 

1980s 

Human  engineering  introduced 
(Falcon  100) 

Finally.  An  interior 
that  works  like  you  do. 

Take  the  seats.  Economically 
designed  to  support,  to  fight  fatigue 
in  all  positions.  No  matter  where  you're 
seated,  or  how  your  seat  is  turned, 
you'll  find  the  lighting,  air  vents,  cup- 
holders  and  ashtrays  all  logically 
and  comfortably  positioned. 

Now  the  tables.  How  often  have  you 
seen  tables  in  airplanes  that  are  too 
wobbly  to  eat  from,  too  rough  to  write 


on,  too  small  to  put  your  briefcase  on, 
too  high  or  too  low,  or  that  bump 
against  your  knee  when  stowed? 

The  Falcon  100  is  human  engi- 
neered to  solve  such  problems.  Using 
a  scientific  process  based  on  studies 
of  human  motion,  every  piece  of  equip- 


ment was  designed  to  increase  effi- 
ciency And  that  included  the  cabinetry, 
the  galley,  the  ample  outside  baggage 
compartment  and  especially  the  lava- 
tory. The  Falcon  100  lavatory  is  so  sim- 
ple, you  don't  need  to  be  taught  how 
to  use  it.  For  example,  its  door  slides 
open  or  closed  with  a  single  motion. 
Human  engineered 
for  pilots,  too. 

The  Falcon  100  will  be  the  first 
civil  jet  certified  with  the  new  Collins 
EFIS-85  Electronic  Flight  Instrument 
System,  the  latest  state  of  the  art  in 
avionics.  Using  three  computers  and 
five  CRT  displays,  EFIS  provides  unpar- 
alleled instrumentation  redundancy 


ADI  with 
speed  predictor 


HSI  with  weather  radar 
and  nav  overlay 

s 


plus  speed  prediction  and  other  func- 
tions never  before  available.  That's 
safety  engineering,  too. 

And,  because  it's  a  Falcon,  the  100 
is  designed  with  airliner-style  hydrau- 
lically  boosted  flight  controls  and,  in 
general,  a  degree  of  technical  sophis- 
tication and  backup  capability  other 
planes  don't  always  have. 

For  a  preview  of  this  exciting  new 
aircraft,  including  a  look  inside  its 
electronic  cockpit  and  Dreyfuss- 
engineered  passenger  cabin,  send 
in  the  coupon  or  call  Roy  Bergstrom 
at  201-288-8479. 

Tb1U23 

FalconJet 

Teterboro.  NJ 07608 

□  Pfease  send  me  information  on  the  Falcon  100. 

□  Please  have  salesman  call. 


Name  

Company. 
Address— 
City  


.Title. 


.State. 


.Zip. 


Phone  Number  1_ 
|  Now  flying  a  


rJ 


We  build  them  better  than  we  have  to. 

We  have  to. 


quarter  of  the  state's  oil  royalties 
must  flow  into  the  fund,  which  the 
legislature  supplements  with  huge  ap- 
propriations, also  from  oil  revenues — 
$2.7  billion  over  the  last  two  years. 

Jay  Hammond,  who  cannot  succeed 
himself  in  January  1983,  wants  to  dis- 
tribute half  the  permanent  fund's  an- 
nual earnings  in  the  form  of  dividend 
checks — at  least  $50  for  each  year 
adult  residents  have  lived  in  Alaska. 
The  sliding-scale  residency  require- 
ments are  currently  being  tested  in 
the  U.S.  Supreme  Court — and  it  is  ex- 
pected to  rule  within  a  few  months.  If 
the  Court  approves  Hammond's  plan, 
checks  for  1980  will  average  about 
$600,  although  in  a  decade  the  average 
dividend  might  be  4  times  that. 

But  Hammond  is  now  a  lame  duck 
and  the  probable  Democratic  and  Re- 
publican candidates  both  favor  a  more 
statist  approach;  they  want  the  bu- 
reaucracy to  hold  on  to  the  surplus. 
For  example,  Lieutenant  Governor 
Terry  Miller,  the  leading  declared  Re- 
publican candidate,  says:  "We  ought 
to  use  that  oil  money  as  a  magnet  to 
attract  more  money.  With  hydro  pow- 
er, better  railroads,  highways  and 
communications,  we  can  overcome 
the  disadvantages  of  being  where  we 
are  on  the  map.  Besides,  infrastruc- 
ture investments  are  positive  incen- 
tives for  people  to  build  upon.  Cash 
handouts  are  negative  incentives." 

Businessman  William  Sheffield,  a 
hotel-chain  owner  who  came  to  Alas- 
ka 28  years  ago  as  a  Sears  television 
sales  and  service  representative,  is  the 
probable  Democratic  nominee.  He 
echoes  Miller  in  supporting  the  ex- 
penditure of  "vast  sums"  for  develop- 
ing hydro  power,  deep  water  ports, 
highways  and  railroads.  "If  we  don't 
spend  it  wisely,"  says  Sheffield,  "we'll 
wake  up  in  the  year  2000  with  very 


Alaska's  Susitna  River 

Untapped  hydro  power  galore. 


little  to  show  for  our  oil  wealth." 


Why  does  it  matter  so  much  who 
sits  in  the  governor's  office?  Because, 
explains  Hickel,  with  so  little  private 
land  and  private  enterprise  in  the 
state,  and  with  the  federal  govern- 
ment acting  like  an  absentee  landlord, 
the  governor  is  a  powerful  figure. 
With  its  104  million  acres,  the  state 
can  be  a  big  developer.  "Promoting 
private  enterprise  is  up  to  the  gover- 
nor," emphasizes  Hickel,  governor 
from  1966  to  1969  and  later  U.S.  Sec- 
retary of  the  Interior.  "The  governor 
is  foreman  of  the  ranch." 

Clearly,  there  are  no  easy  answers: 
Money  handed  to  taxpayers  tends  to 
get  spent,  feeding  inflation  and  creat- 
ing no  value  for  the  future.  But  money 
retained  and  invested  by  a  government 
tends  to  be  used  inefficiently,  with 
allocation  determined  politically. 

It's  certainly  going  to  be  an  interest- 


123/s%  mortgages 


ing  test  of  whether  Alaska's  politi- 
cians can  make  investments  that  will 
pay  dividends  after  the  wells  run  dry. 
The  state,  with  billions  in  oil  royalties, 
can  underwrite  dramatic  changes. 
Plus,  spending  by  oil  companies  is  just 
beginning.  Arco's  geologists  think 
there's  much  more  oil — and  oil  royal- 
ties— to  be  developed  in  Alaska,  and 
the  company  has  slated  $6  billion  for 
exploration  and  development  there  in 
the  next  five  years. 

Third  in  this  economic  troika  are 
native  corporations  that  eventually 
will  gain  title  to  over  40  million  acres. 
Already  they  have  received  nearly  a 
billion  in  cash  compensation  for  sur- 
rendering tribal  lands  at  statehood. 
Says  Alaska  Pacific  Bank  President 
Robert  R.  Richards,  "In  most  cases 
the  native  corporations  are  hell-bent 
to  develop  what  they  have." 

Native  corporations  are  investing  in 
banking,  construction,  shipping  and 
other  businesses,  as  well  as  joint  ven- 
tures for  mineral  exploration.  The  na- 
tive corporations  enjoy  property  tax 
holidays  on  undeveloped  land  for  about 
20  years,  but  thereafter  face  full  tax- 
ation. President  Tim  Wallis  of  Doyon 
Ltd.,  a  native  corporation  that  owns 
most  of  central  Alaska,  says,  "We're 
one  of  the  largest  private  property 
owners  in  the  world.  We  could  [eventu- 
ally] be  taxed  out  of  existence  if  we 
don't  make  the  land  pay  for  itself." 

Wayne  Thomas,  an  agricultural 
economist  at  the  University  of  Alas- 
ka, sums  up  Alaska's  future:  "The 
question  is:  How  can  we  invest  our 
money  so  that  when  the  big  rock  can- 
dy mountain  is  all  eaten  up,  we'll  have 
something  left?"  Alas!  There  are  few 
useful  precedents,  and  the  powerful 
temptation  remains  to  waste  money 
for  political  advantage  and  for  imme- 
diate consumption.  ■ 


One  of  the  joys  the  state's  oil  riches  has  brought  to 
Alaskans  is  home  ownership,  just  like  that  enjoyed 
by  their  fellow  Americans  in  the  Lower  48  or  "the 
outside"  (which  is  how  all  Alaskans  refer  to  the  contig- 
uous U.S.). 

For  a  variety  of  historical  reasons — for  one  thing,  the 
Veterans  and  Federal  Housing  administrations  for  years 
would  nOt  qualify  houses  in  the  state — Alaska  has  been 
short  on  new  housing  and  long  on  renters.  But  now  it 
has  a  mortgage  loan  subsidy  program  that  would  make 
would-be  Lower  48  homeowners  envious.  The  mort- 
gage subsidy  is  administered  by  the  Alaska  Housing 
Finance  Corp.,  which  so  far  has  made  $1.5  billion  in 
mortgages  to  22,000  happy  homeowners.  This  year  it 
has  an  additional  $900  million  to  lend  on  mortgages, 
with  hnancing  up  to  95%.  Alaskans  can  borrow 


$90,000,  almost  enough  to  buy  the  average-priced 
home  in  Anchorage,  at  12%%. 

The  AHFC  will  lend  up  to  $147,750— the  first 
$90,000  at  12%%,  or  11%%  for  a  five-year  resident 
veteran.  The  interest  rate-  for  mortgage  money  above 
the  $90,000  ceiling  is  19.4%,  resulting  in  a  "blended 
rate"  of  15V8%  for  someone  who  takes  out  the  full 
$147,750. 

Loan  applicants  are  qualified  by  local  financial  insti- 
tutions that  in  turn  sell  the  mortgages  to  the  AHFC. 
The  corporation's  loan  funds  come  from  its  AA-rated, 
taxable  paper,  which  currently  yields  about  18%.  Alas- 
ka's private  lending  institutions — prospering  on  the 
fees  for  originating  and  servicing  all  these  new  mort- 
gages— are  the  envy  of  their  colleagues,  the  beleaguered 
savings  and  loan  associations  in  the  Lower  48. — J.M. 
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Advertisement 


A  gift  for 
every  season! 

Canon's  AE-1 
PROGRAM  35mm 
SLR  camera  makes  fine 
photography  simple. 
Just  focus  and  shoot. 
The  AE-1  PROGRAM 
automatically  sets 
the  right  exposure. 
Add  a  Speedlite  188A 
for  perfect  flash  pictures 
automatically 


/  * 


Canon r^us-n 


Hennessy  V.S.O.P.  and  Gift  Snifters 

Give  the  world's  most  civilized  holiday  spirit. 
The  bottle  gift-wrapped,  or  packaged  with  two  snifte 
Call  800-528-6148  ext.  6654  for  delivery  anywhere  in  t 
country.  Major  credit  cards.  Void  where  prohibited. 

Hennessy  Cognac,  80  proof,  imported  by  Schieffelin  and  Co.,  New  York,  NY. 


i<1  Hennessy 

VSQP 


PROGRAM 


anon  USA,  Inc.,  One  Canon  Plaza,  Lake  Success,  New  York  1104 


Laphroaig 
10  Year  Old  Islay 
Single  Malt  Scotch 

From  the  Isle  of 
Islay,  Laphroaig  is 
the  ten  year  old 
single  malt  scotch 
whiskey  with  an 
exceptional  rich  and 
smoky  flavor  best 
savoured  neat  or 
with  a  little  cool 
water. 

90  Proof  Imported  by  Julius  Wile 
Sons  &  Co  ,  Lake  Success,  N.Y. 


Advertisement 


Bombay. 
The  Gentle  Gin. 
Imported 
from 
England. 

Tis  a  toss-up  whether 
it's  better  to  give  or 
receive  Bombay  gin. 
v    So  why  take 
.  \    any  chances? 
Give  the  gift  of 
the  gentle  gin — 
Bombay. 


Carillon  Importers,  Ltd.,  N.Y. 
86  proof.  100%  grain  neutral  spirits. 


Today's  Parker. 
If  you  receive  it,  feel  compiimented. 
If  you  give  it,  feel  secure. 

We  guarantee  it. 
For  a  lifetime.  Worldwide. 


4>  PARKER 


I    Shown  here  are  the  12K  gold-filled  Parker  Arrow  ball  pen  and  pencil, 
to  available  in  matte  black,  chrome,  and  stainless     individually  or  in  gift  sets 
Full  Lifetime  Warranty  ©  pkr  1981 


Pioneer  LaserDisc. 
Home  Entertainment  for  people  who  have 
little  time  for  home  entertainment 

Pioneer  has  created  a  technology  that  finally  understands  a 
businessman's  way  of  life.  Because  it  lets  you  select  what  you  want 
to  see  when  you  want  to  see  it.  Movies,  snows,  concerts,  even 
operas.  With  a  superb  picture  quality 

plus,  when  hooked-up  to  your  Liza  in  Concert 

stereo,  true  high  fidelity  sound.  It's 
called  Pioneer  LaserDisc.  And  it  will 
change  the  way  you  look  at  things. 
Especially  when  you  hook  it  up  to  a 
Pioneer  50"  Projection  TV.  Call  800- 
621-5199  for  the  dealer  nearest  you. 
(In  Illinois  800-972-5855). 

©  1981  Pioneer  Video,  Inc. 
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Hasselblad. 

When  you  shoot  for  perfection. 

Because  of  its  uncompromising  quality,  Hasselblad  is 
the  choice  of  serious  photographers  the  world  over. 

Nasa  took  it  to  the  moon  and  chose  it  as  official 
camera  on  the  Shuttle. 

Buy  it  at  better  camera  stores  or  write  for  color 
literature,  to:  Victor  Hasselblad  Inc., 
10  Madison  Road,  Fairfield,  N.J.  07006. 
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Cherished 

The  Royal  Pinch 

World  famous  Pinch  Scotch  in  a  pewter  decanter 
befitting  it. 

To  get  or  give  the  Royal  Pinch,  just  call 
800-528-6148.  About  $150. 

86  proof  Blended  Scotch  Whiskey-Renfield  Importers,  Ltd.,  N.Y.,  N  Y. 


jiff  can* 


-MM 


Head  Edge 

The  Head  Graphite  Edge  tennis 

racquet  and  the  new  alumi- 
num "String-Lock" 
Edge.  Mid-sized  tear- 
drop shaped  racquet 
head  for  better  shot 
control  and  more 
power.  At  your 
authorized  AMF 
Head  dealer. 


mm 


Allegheny  International  looks  like  a  high  roller  in  the  acquisition 
game.  But  its  chairman  is  gambling  less  than  you  may  think. 


Bob  Buckley's 
shrewd  game 


By  Maurice  Barnfather 

W'  AS  IT  JUST  CORPORATE  EGO 
that  led  Pittsburgh's  Alleghe- 
ny International  to  bid  $550 
million — half  again  more  than  IC  In- 
dustries' rival  bid — to  buy  Chicago's 
Sunbeam  Corp.,  the  nation's  largest 
maker  of  small  appliances?  If  you 
think  that,  you  don't  know  much 
about  Robert  J.  Buckley,  the  hefty, 
deceptively  mild,  57-year-old  chair- 
man of  the  steel  company  turned 
conglomerate. 

Say  this  for  Bob  Buckley:  There's 
nothing  softheaded  about  him.  Why, 
then,  is  he  leveraging  Allegheny  to  the 
hilt  to  more  than  double  its  revenues? 
Why  is  he  willing  to  pile  $300  million 
in  short-term  debt  on  top  of  an  al- 
ready heavy  $381  million  in  obliga- 
tions? When  he's  through,  Alleghe- 
ny's debt-to-equity  ratio  will  be  2  to  1. 
Nor  can  he  rely  on  a  profits  surge  at 


Sunbeam  to  bail  him  out — not  yet.  Its 
earnings  fell  nearly  36%,  to  $45.8  mil- 
lion last  year,  and  while  first-quarter 
profits  rebounded — up  30% — that  was 
only  because  the  prior  quarter  was  so 
bad  it  had  to  improve. 

But  those  who  have  followed  Buck- 
ley's career  recognize  the  method  in 
his  apparent  madness.  Buy  the  whole, 
sell  off  some  of  the  parts  is  his  basic 
technique.  "Within  six  months  we'll 
see  a  hell  of  a  fall  in  that  purchase 
price,"  says  he,  peering  over  his  met- 
al-rimmed glasses.  "We'll  get  back  at 
least  half."  Some  of  the  proceeds,  he 
says,  will  be  raised  from  divesting 
some  existing  Allegheny  businesses. 
But  the  bulk  will  come  from  sales  of 
Sunbeam  businesses  that  Buckley  had 
arranged  before  flying  to  Chicago  to 
clinch  the  deal. 

Perhaps  Buckley  is  so  confident 
that  this  will  all  work  because  he  has 
done  the  same  thing  skillfully  before. 


Allegheny  International's  Robert  Buckley  and  Sunbeam's  Robert  <  iicinti 
"If  you  cant  make  5%  or  6%  ...  to  hell  with  it." 


Back  in  1977,  the  year  he  became 
chairman,  he  won  a  costly  bidding 
contest  with  Tom  Evans'  Crane  Co. 
for  $494  million  (1977  sales)  Cheme- 
tron.  Within  16  months  he  got  back 
$73.9  million  of  the  $211  million  net 
purchase  price  by  dismembering 
Chemetron  and  selling  off  pieces.  He 
kept  welding  fitting  products,  used  in 
the  oil  industry;  welding  rods;  a  car- 
bon dioxide  business,-  fire  systems; 
process  equipment;  and  medical  prod- 
ucts. "We  still  have  all  the  Chemetron 
sales  and  we've  tripled  their  profits," 
says  Buckley  proudly.  Needless  to  say, 
he  also  got  rid  of  a  lot  of  corporate- 
headquarters  deadwood.  "It  made  me 
sick.  Christ,  they  did  nothing,  shuf- 
fled papers  around.  They're  all  gone." 

Buckley's  methods  are  based  on  a 
very  simple  principle:  Assets  that  do 
not  produce  satisfactory  profits  have  a 
value  to  someone;  by  selling  them  off 
you  raise  cash  without  hurting  profits. 
It's  kind  of  like  buying  a  house  on  a 
two-acre  plot  and  selling  off  a  half 
acre.  You  end  up  with  the  house  and 
most  of  the  grounds,  but  you  have 
sharply  cut  your  real  purchase  price. 

"If  you  can't  make  5%  or  6%  profit 
on  sales  after  taxes,  you  have  to  say  to 
hell  with  it,"  Buckley  says  of  his  crite- 
ria for  keeping  versus  selling.  Sun- 
beam's 3.1%  net  margins,  he  insists, 
will  quickly  rise  to  Allegheny's  pres- 
ent 7.2%.  In  fact,  he  says,  "Sunbeam 
will  throw  off  cash  next  year."  He 
acknowledges,  though,  that  Sunbeam 
had  been  laying  the  groundwork  for 
that  for  some  time. 

What  will  Sunbeam  have  left  when 
Buckley  is  through  with  it?  Its  raison 
d'etre,  really:  one  of  the  best  names  in 
kitchen  appliances  with  a  nationwide 
distribution  network.  Buckley  knows 
the  business:  He  started  his  career  in 
General  Electric'ssmallappliancebusi- 
ness.  Hardly  by  coincidence,  a  nation- 
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TO  KEEP 
A  CLIENT  LIKE 
THE  ROUSE  COMPANY 
FOR  40  YEARS, 
YOITD  BETTER  BE 
READY  TO  WORK  PROM 


The  Rouse  Company  built 
Faneuil  Hall  Marketplace  in 
Boston,  Harborplace  in 
Baltimore,  and  the  new  city 
of  Columbia,  Maryland  the 
same  way  we  build  client  rela- 
tionships. One  brick  at  a  time. 

When  Jim  Rouse  started 
the  business  in  194^ ne  onV 
had  $20,000  and  needed  an 
investor  who  believed  in  him. 

We  started  out  by  backing 
him  with  $1,000,000  and 
a  little  real  estate,  mortgage 


and  investment  expertise. 
Today,  The  Rouse  Company 
still  comes  to  us  for  money 
To  the  tune  of  $34°  million. 

Its  really  no  surprise  to  us. 
Because  we  believe  that  the 
longer  you  keep  a  client,  the 
stronger  and  more  profitable 
the  relationship  is  for  every- 
one. So  we  always  consider 


what's  best  over  time,  not 
what's  best  just  for  today 

That's  why  an  investment 
decision  in  1941  built  an  im- 
portant relationship  that  still 
stands  in  1981. 

Even  more  importantly 
The  Rouse  Company  is  just 
one  of  over  25,000  clients 
we've  kept  happy  for  over 
25  years. 

As  far  as  we  can  see,  that's 
a  pretty  strong  foundation  for 
building  another  25,000. 


CONNECTICUT  GENERAL 
WE  KEEP  SOME  PRETTY  TOUGH  CUSTOMERS  HAPPY. 

Croup  Insurance  and  Pension  -  Individual  Insurance*  Property  Casualty  (CG/Actna)#  Investments 

Connecticut  General  Corporation,  Hartford,  Connecticut  O6152 


When  You're  Number 

On* 

One' 

It's  Worth  Repeating 

Around  the  world,  more  people  use  Radio  Shack's 
TRS-80 1  than  any  other  microcomputer. 

le.  You'll  find  more  ready-to-run  software  for  the  TRS-80 
than  any  other  microcomputer. 

TRS-80  is  the  best  supported  microcomputer  in  the 
world.  Radio  Shack  offers  leasing,  training,  a  toll-free  hot- 
line and  nationwide  service.  / 

One.  Radio  Shack  offers  a  wider  selection.  From  a  sale- 
priced  pocket  computer  at  only  $169.95,  to  a  $999  personal 
desktop  model,  to  $10,000+  small  business  systems. 

We're  over  8100  locations  worldwide.  Discover  why 
we're  your  #1  choice  in  microcomputers.  Write  to  Depart- 
ment 82-A-105,  1300  One  Tandy  Center,  Fort  Worth,- Texas 
76102  for  a  free  TRS-80  catalog. 

■     :  ! ' 

The  biggest  name  in  little  computers  CD 

A  DIVISION  OF  JANDY  CORPORATION  •  Retail  prices  may  vary  at  individual  stores  and  dealers. 


wide  distribution  network  is  exactly 
what  Allegheny's  own  $611  million 
(1980  sales)  Wilkinson  Sword  needs. 
Allegheny  owned  44.4%  of  the  British- 
based  maker  of  razor  blades,  matches, 
pens  and  garden  tools  for  three  years. 
Last  year,  Buckley  bought  the  rest  for 
$73  million,  and  is  now  pushing  Wil- 
kinson's U.S.  business  hard  (it  still  does 
the  majority  of  sales  overseas).  In  re- 
turn, Sunbeam's  international  con- 
sumer products  business — 43%  of 
sales  and  35%  of  profits — will  use  Wil- 
kinson's distribution  network  outside 
the  U.S.  Presently  Sunbeam's  interna- 
tional products  are  sold  from  a  dingy 
headquarters  in  Chicago. 

Any  hidden  gems  in  Sunbeam  ?  Buck- 
ley roars  with  laughter  and  points  to 
Sunbeam's  industrial  products  busi- 
ness, supplying  equipment  for  metals 
fabrication;  solid  state  electronic  com- 
ponents; and  air,  water  and  chemical 
treatments.  These  businesses  generat- 
ed 12%  of  sales  but  23%  of  profits  last 


Buckley  is  nobody's  idea  of 
a  white  knight.  ("White 
knight,"  quips  an  analyst. 
"You  mean  white  cobra.") 
But  look  at  his  record:  earn- 
ings and  return  on  equity 
(20%)  more  than  doubled  in 
four  years. 

year.  Not  all  will  survive.  But  Buckley 
gets  excited:  "There  are  industrial 
product  operations  that  have  been 
more  or  less  moribund.  They'll  be  in 
marvelous  condition  in  the  next  few 
years." 

Buckley  is  also  still  divesting  parts 
of  Allegheny's  original  businesses — 
such  as  steel,  which  four  years  ago 
generated  51%  of  profits,  and  still 
contributed  17%  when  Buckley  sold  it 
to  private  investors  for  $195  million 
last  year.  He  has  kept  businesses  that 
are  mainly  specialized,  ranging  from 
consumer  goods  to  jet  aircraft  prod- 
ucts and  computer  equipment. 

Buckley  is  nobody's  idea  of  a  white 
knight.  ("White  knight,"  quips  an  an- 
alyst. "You  mean  white  cobra.")  But 
look  at  his  record:  Earnings  and  return 
on  equity  (20%)  more  than  doubled  in 
four  years.  "We're  going  to  have  a 
dramatic  improvement  in  earnings 
this  year  without  Sunbeam,"  he  says. 
"In  a  couple  of  years  we'll  have  sales 
of  $4  billion  to  $5  billion."  Does  this 
sound  cocky  and  reckless  in  these  un- 
certain times  for  a  company  with 
$363  million  in  equity  capital?  Laughs 
Buckley:  "Oh,  today  it's  an  enormous 
buy.  Our  earnings  will  go  up,  and 
they'll  keep  going  up."  ■ 
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Meeting  Japans  Challenge 


Fourth  in  a  Series 


SOME  Of  THE 


Japan  USA 


T.  Which  country  has  the  world's  most  productive 
workforce? 


\  Which  country  spends  the  most  for  research 
and  development? 


3.  Which  country  exported  more  goods  last  year 
than  any  other  country  in  the  world? 


We  would n  t  be  surprised  if  you  answered  "Japan "  to  all  three 
questions.  After  all,  Japan's  gains  in  these  areas  have  been  impressive, 
as  has  its  press. 

But  in  fact,  despite  recent  trends,  according  to  the  Department  of 
Labor's  Bureau  of  Labor  Statistics,  real  gross  domestic  product  per 
employed  person— the  national  measure  of  productivity— shows  Japan 
behind  the  United  States  by  31.6%. 

As  for  research  and  development,  based  on  the  latest  National 
Science  Foundation  figures  available,  the  United  States  spent  three 
times  more  than  Japan. 

And  in  exports,  the  most  recent  International  Trade  Statistics 
Yearbook  shows  that  even  in  manufactured  goods  alone  U.S.  exports 
had  a  dollar  value  about  39%  greater  than  exports  from  Japan. 

So  Japan  may  be  gaining,  but  it  hasn 't  beaten  America.  In  many 
areas  it  hasn 't  even  caught  up.  Which  is  not  to  say  the  challenge  from 
Japan  is  a  hollow  one.  We  know  it  is  real. 

We  know  individual  companies  in  Japan,  with  which  many  of  us 
compete,  achieve  excellent  productivity  levels. 

We  know  U.S.  spending,  of  itself,  will  not  generate  innovation.  It 
takes  commitment  to  leadership. 

We  know  U.S.  trade  balances  with  Japan  in  certain  businesses 
have  shifted  to  Japan's  advantage. 

But  we  are  a  strong  country  with  outstanding  resources  and  a 
formidable  overall  lead.  As  we  take  notice  of  things  we  need  to  do,  and 
get  on  with  them,  we  can  build  on  that  strength  and  maintain  our  ability 
to  compete  successfully  anywhere  in  the  world. 

America  is  a  winner.  A  winner  has  confidence.  In  fact,  one  can't 
win  without  confidence.  Yet,  the  way  things  have  been  written  and  spoken 
of  lately  you'd  think  we'd  lost  our  winning  ways.  Not  true.  We  have 
great  strengths.  Let's  build  on  them.  We  have  great  ability  to  recommit- 
to  overcome  challenge. 

As  for  Motorola,  we  believe  we  are  already  doing  much  better 
than  the  average  American  company  you  would  compare  us  to,  and  most 
Japanese  companies  as  well.  We  have  plans  and  programs  in  place 
that  are  working  to  improve  constantly  our  quality  and  productivity,  and 
to  keep  sharp  the  cutting  edge  of  our  technology. 

We  are  confident  we  can  win  against  competitive  challenges. 
We  are  committing  ourselves  publicly  to  do  so. 

We  know  other  companies  feel  the  same. 

It  is  only  a  matter  of  putting  ourselves  to  the  test.  And  having 
the  right  answers. 


Quality  and  productivity  through  employee  participation  in  management. 


MOTOROLA  A  World  Leader  in  Electronics. 


G1981  Motorola  Inc  Motorola  and  (M)  are  registered  trademarks  of  Motorola,  Inc 


If  business  were  as  simple  as  a  population 
curiae,  Wall  Streets  fascination  with  nurs- 
ing home  companies  might  be  justified. 


Gray  gold 


By  Jeff  Blyskal 


T 


confrontation.  Beverly  Chairman 
Robert  Van  Tuyle  sees  boom  times 
ahead  for  occupaney  rates,  translating 
into  "significant  revenue  and  earn- 
ings growth." 

Right  now,  70%  of  all  nursing  beds 
are  in  for-profit  homes,  and  their 


ALES       OF  PATIENT-BEATINGS, 

druggings    and    deaths  still 
abound,  but  on  Wall  Street  at 
least  the  nursing  home  business  is 
shedding  its  Dickensian  image.  Over 
the  past  three  years,  stock  per- 
formance of  the  big  propri- 
etary chains  has  been  any- 
thing but  geriatric.  Price  earn- 
ings ratios  of  14  to  18  are 
common,  and  price  gains  are 
impressive:     Beverly  Enter- 
prises, the  $450  million  indus- 
try leader,  up  around  700% 
since  1978;  National  Health 
Enterprises  up  an  even  greater 
900%.  Even  the  once-bank- 
rupt  Four   Seasons  Nursing 
Centers  is  now  prospering  un- 
der Anta  Corp. 

Almost  everybody  sees  ex- 
plosive nursing  home  growth 
in  the  offing.  Because  of  a 
Thirties  baby  boomlet,  the 
postwar  baby  boom  and  in- 
creasing longevity,  an  enor- 
mous bubble  of  future  elderly 
will  start  pushing  up  the  over- 
65  population — by  20%  during 
the  Eighties.  If  5%  of  the  elder- 
ly continue  to  go  into  nursing 
homes,  as  is  the  case  today, 
what  is  now  a  $22  billion  in- 
dustry will  balloon  to  $76  bil- 
lion by  1990.  There  is  already  a 
shortage  of  nursing  beds. 

That's  why  the  big  nursing 
home  chains  are  prospecting 
Mr  acquisitions — much  as  the 
lot -profit  hospital  companies 
did  during  the  Seventies.  So  far 
this  year  California-based  Bev- 
erly Enterprises  has  added  over 
10,000  beds,  increasing  its  size  A  Beverly  E?ite>prises  nursing  borne  in  Virginia 
by  25%.  rhe  fight  for  Cenco  Nice...  but  can  everyone  afford  it? 
Inc.  was  a  major  Wall  Street   


No  creaky  joints 

The  nursing  home  industry  is  consoli- 
dating fast.  Today  the  ten  largest  chains, 
listed  here,  account  for  10%  of  the  total 
number  of  beds  in  the  country. 

Company  (where  traded)  Numb 

er  ot  beds 

Beverly  Enterprises  (Amex) 

ARA  Services  (NYSE) 

National  Medical  Enterprises  (NYSE) 

National  Health  Enterprises  (Amex) 

Cenco  Inc  (NYSE) 

38,488 
31,325 
14,534 
9,951 
6,469 

AMI  (not  traded) 

Unicare  Services  (o-t-c) 

Mediplex  (not  traded) 

Care  Corp  [o-t-c] 

Continental  Care  Centers  (o-t-c) 

6,300 
5,745 
5,738 
5,243 
5,046 

Source:  Modern  Healthcare,  data  as  of  12/31/80 

number  is  growing  about  1%  annual- 
ly. On  average,  a  day  in  a  proprietary 
home  costs  $32,  $4  less  than  in  an 
equivalent  nonprofit  facility,  thanks 
to  economies  of  scale. 

Still,  the  transfer  from  cold  demo- 
graphic statistics  to  the  nursing  home 
industry's  income  statement  will  not 
be  automatic.  For-profit  homes  did 
not  come  into  their  own  until  about 
1965,  when  the  state  and  federally 
funded  Medicaid  program  became  a 
major  revenue  source.  Today  Medi- 
caid funds  almost  50%  of  all  nursing 
home  services.  Thus,  over  the  past  15 
years,  most  of  the  big  chains  have 
grown  fast.  The  ten  largest  account 
for  10%  of  all  nursing  beds. 

Now  for  the  bad  news:  The  new 
federal  budget  approved  in  August 
contains  3%,  4%  and  4.5%  Medicaid 
funding  cutbacks  over  the  next  three 
years.  This  will  likely  touch  off  addi- 
tional state  cutbacks. 

"Governments  can't  fund  what  they 
have  now,"  says  Deloitte  Haskins  & 
Sells  partner  James  Dwight  Ir.,  author 
of  a  recent  National  Council  of  Health 
Centers  report  on  the  future  of 
long-term  health  care.  He 
doesn't  think  government  will 
be  able  to  maintain  its  current 
proportion  of  nursing  home 
funding.  That  could  force  a  big 
downward  recalculation  of  fu- 
ture demand  estimates.  "The 
assumption  that  everything 
will  stay  the  same,  except  the 
population  will  grow,  is  prob- 
ably not  a  good  one,  "adds  Den- 
nis Fischer,  Medicaid's  finan- 
cial administrator. 

The  importance  of  these 
changes  isn't  lost  on  nursing 
home  executives.  They  just 
disagree  about  the  effect.  Law- 
rence Hill,  who  runs  ARA  Ser- 
vices' nursing  care  division, 
says  the  reimbursement 
squeeze  is  already  on.  He's 
projecting  several  lean  years 
for  nursing  homes  as  the  in- 
dustry adjusts  to  reduced  Med- 
icaid fundings.  Hill  says 
there's  no  connection,  but 
ARA  is  abstaining  from  the 
'current  takeover  mania. 

Van  Tuyle  agrees  that  public 
funding  of  long-term  care 
won't  continue  at  the  present 
rate.  But  he  doesn't  think  that 
will  hurt  business.  "Families 
today  make  sure  Grandma  and 
Grandpa  have  distributed  all 
their  assets,"  he  explains. 
"Then  they  put  them  in  a 
nursing  home  and  Medicaid 
picks  up  the  tab.  With  fewer 
Medicaid  approvals,  they'll  be- 
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The  "Gold  Standard" 
For  Snacks 
(.  .  .and  Gifts  !) 


Gold  has  been  used  as  a  monetary  standard  throughout  history.  In  various  forms,  it  has  been 
(and  still  is)  valued  as  a  precious  gift  of  esteem  and  love. 

Almonds,  too,  have  been  enjoyed  and  considered  precious  gifts  as  far  back  as  biblical  times. 
(Genesis  XLIII  11.)  They  still  are! 

The  T.  M.  Duche  Nut  Co.  is  one  of  the  oldest  and  largest  processors  of  California  Almonds. 
Each  year,  a  small  hand-selected  portion  of  the  crop  is  set  aside  and  packaged  for  sale  through 
our  "Gourmet  Nut  Center."  To  protect  their  delicate  flavor  and  crisp  crunchiness,  they  are 
vacuum-sealed  in  attractive  8  ounce  (1/2  lb.)  tins  with  resealable  plastic  covers. 

Gourmet  Nut  Center 
California  Almonds 

.  .  .  the  "Gold  Standard"  of  snacks.  For  your  own  pleasure  or  gifts  in  wonderfully  good  taste, 
fill  out  the  coupon  below,  attach  it  to  your  list  of  favorite  names  and  addresses  and  send  it  with 
your  check  or  money  order.  Your  satisfaction  is  unconditionally  guaranteed! 


"ff        .    4\  4-pack  contains  ROASTED  SALTED,  BARBEQUE,  SMOKE,  BLANCHED  SALTED 

Housekeeping  • 

PltOKiStS  6-pack  contains  ROASTED  SALTED,  BARBEQUE,  SOUR  CREAM  &  ONION, 

_ro»«flWD«$^  SMOKE,  CHEESE,  GARLIC  &  ONION 


Prices  include  shipping  anywhere  in  U.S.A. 
and  A  P  O  &  F  P  O  addresses 


Gourmet 
Nut  Center. 

1430  Railroad  Avenue 
Orland,  CA  95963 
(916)  865-5511 
A  division  of 
T.  M.  Duche  Nut  Co.,  Inc. 


(Special  quantity  prices  available.) 

GOURMET  NUT  CENTER 
1430  Railroad  Ave.  (Dept.  FB) 
Orland,  CA  95963 

Please  send  □  to  me  □  to  attached  list 

 Four  tin  gift  packs  @ 

Siir-lin   gift   packs  @ 


□  Please  send  brochure  on  other  si2es 
Nome   


Address 


City.  State  &  Zip 


Chocks  of  money  ordors  0NIY 

(Otter  expires  9/30/82) 


U.S.  $150,00 
Osterreichische  Kontrollban' 


ion  Bank  Limited 

European  Banking  Company  Limited 
S.  G.  Warburg  &  Co.  Ltd. 

CreditanstaJt-B' 


The  Edge: 


The  Royal  Bank  of  Canada 
has  a  global  network 
of  over  200  operating  units 
in  45  countries  and  3400 
correspondent  banks.  With 
assets  of  over  U.S.  $70 
Million,  The  Royal  Bank  is 
already  an  established  force, 
worldwide. 

Orion  Royal  Bank 
Orion  Royal  Bank 
augments  this  strength  with 
i3rion's  merchant  banking 
jxpertise.  In  international 
capital  markets, 
in  eurocurrency  syndicated 
loans,  Orion  is 
ecognized  for  responsive, 
nnovative  financial  service. 


What  can  Orion 
Royal  Bank  do  for  you? 

Orion  dealmakers  can 
offer  a  new,  more  dynamic 
approach  to  your  investment 
banking  needs. 

For  example,  in  1977 
Orion  undertook  the  first 
international  "tapstock"  or 
multiple  tranche  issue 
in  the  Eurobond  market;  in 
1980  Orion  introduced  the 
first  equity  convertible 
Eurobond  issue  for  a 
Canadian  borrower;  in  1981 
Orion  created  the  first 
SDR  denominated  issue 


since  the  "basket"  was 
redefined.  From  capital 
markets,  eurocredits  and 
loan  syndications,  to  leasing 
and  project  financing; 
from  mergers  and  acquisitions 
to  financial  advisory 
services,  Orion  Royal  Bank 
represents  a  major  force  in 
merchant  banking. 

Talk  to  us,  and  challenge 
our  resources.  It's 
a  challenge  we  welcome. 

For  your  global 
requirements,  contact  Orion 
Royal  Bank  in  New  York 
or  any  of  our  offices  in  major 
financial  centres  around 
the  world. 


THE  ROYAL  BANK  OF  CANADA 

North  America's  Fourth  Biggest  Bank. 


Area  Headquarters:  Royal  Bank  of  Canada,  New  York.  (212)  407-8900 
Orion  Royal  Bank,  New  York.  (212)425-6704 


come  private  patients.  That's  more 
profitable  for  us." 

Why  more  profitable-  Private  pa- 
tients can  afford  higher  levels  of  care 
because  the  money  is  coming  out  of 
their  own — rather  than  government- 
regulated — pockets. 

Indeed,  the  prospect  of  government 
cutbacks  helped  make  Cenco  so  attrac- 
tive  that  the  successful  middle-size 
chain  sparked  a  bidding  war  between 
Manor  Care  and  National  Medical  En- 
terprises. Manor  won  at  a  premium  of 
about  twice  book  value.  Says  Cenco's 
chairman,  S.D.  Brinsfield,  "We're  not 
as  dependent  on  Medicaid  as  other 
chains,  because  we're  strong  in  the 
private-pay  market." 


Whether  that  market  will  stay 
strong  is  the  real  question.  If  the 
choice  is  between  sending  Grandma 
and  Grandpa  to  the  nursing  home  or 
getting  the  furnace  fixed,  the  old-folks 
may  well  lose  out.  "Remember,  before 
Medicaid  there  was  no  demand  for 
nursing  beds  because  people  couldn't 
afford  to  pay  for  them,"  says  Dwight. 

The  challenge  for  the  industry  is  to 
provide  service  with  more  value  or 
less  cost.  There  are  two  promising 
approaches.  Continuing  care  (see  box) 
couples  community  living  with  con- 
ventional nursing  facilities,  while  in- 
home  care  is  a  way  of  marketing  to 
customers  with  less  serious  medical 
needs.   Already,   Beverly  is  experi- 


menting with  home  services.  That's  a 
break-even  business  today,  but  with 
considerable  potential.  "There's  no 
capital  investment,"  says  Van  Tuyle. 
"All  you  need  is  trained  people." 

The  graying  of  America,  of 
course,  won't  necessarily  bring  a  pot 
of  gold  to  nursing  home  operators. 
Hard  economic  realities  could  bring 
back  the  extended  family.  But  don't 
count  on  it:  With  housing  increas- 
ingly expensive  and  with  both 
spouses  often  working,  many  people 
will  have  no  choice  but  to  board  out 
their  oldsters.  That  is  a  guaranteed 
opportunity  for  someone.  How  the 
nursing  home  industry  can  exploit  it 
is  the  real  question.  ■ 


Sun  City— with  an  add-on 


Worried  about  the  day  someone  in  your  family  may  be 
ready  for  a  nursing  home?  If  institutional  care  sends 
shivers  down  your  spine,  consider  continuing  care — a 
concept  that  may  be  a  wave  of  the  future.  Residents 
live  independently  as  long  as  they  can  and  then  re- 
ceive gradually  increasing  levels  of  health  care.  It's  a 
bit  like  Sun  City  with  a  nursing  home  add-on. 

At  the  Kendal  at  Longwood  community,  25  miles 
south  of  Philadelphia,  residents  pay  entry  fees  that  run 
from  $24,000  to  $70,000.  That  buys  space  in  1  of  225 
cottage-style  housing  units — ranging  from  small  stu- 
dios to  spacious  two-bedroom,  two-bath  suites.  Mini- 
mum monthly  fees  of  $700  per  person — which  can 
rise  with  inflation — cover  meals,  utilities  and  substan- 
tial health  care. 

From  the  nursing  home  industry's  perspective, 
however,  there's  one  big  catch.  Kendal  at  Longwood, 
like  most  of  the  continuing  care  communities  around 
the  country,  is  a  nonprofit  organization — one  of  seven 
facilities  run  by  Philadelphia  Quaker  groups.  Most 
other  denominations  have  similar  programs. 

Continuing  care,  of  course,  has  been  around  since 
the  Fifties,  but  the  communities  got  a  bad  name 
several  years  ago,  when  Pacific  Homes,  a  group  of 


facilities  run  by  the  Methodist  Church  of  California, 
went  bankrupt.  The  church  charged  a  one-time  entry 
fee,  based  on  then-current  actuarial  tables.  The  envi- 
ronment, however,  was  so  pleasant  that  residents 
lived  far  longer  than  expected — playing  havoc  with 
the  projected  cost/income  balance.  That  led  to  a  tangle 
of  litigation,  which  has  been  settled  out  of  court.  The 
Pacific  Homes  experience,  however,  scared  many  pri- 
vate companies  away  from  continuing  care.  But  the 
popularity  of  the  concept  and  a  massive  market  poten- 
tial may  lure  them  back. 

Beverly  Enterprises'  Robert  Van  Tuyle,  for  example, 
likes  continuing  care  because  it  removes  some  of  the 
trauma  a  person  experiences  when  entering  a  nursing 
home.  "Residents  deal  with  the  same  nursing  staff 
and  environment  throughout,"  he  explains. 

Beverly's  long-term  plans  include  building  new  con- 
tinuing care  communities  as  well  as  acquiring  existing 
retirement  developments  and  adding  nursing  hospi- 
tals to  them.  Costs  to  the  residents,  Van  Tuyle  pre- 
dicts, will  be  comparable  to  present  outlays  at  non- 
profit facilities,  but  economies  of  scale  could  allow 
margins  somewhat  better  than  the  6%  now  common 
at  nursing-only  locations. — J.B. 


The  nonprofit  Kendal  at  Longwood  continuing  care  community  in  eastern  Pennsylvania 

An  independent,  longer  life  for  residents— and  higher  potential  margins  for  national  chains. 
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Tor  smaller  mansions, 
a  smaller  limousine. 


1982 -Regal  Sedan 

Even  if  you're  not  enormously 
wealthy,  you  can  still  drive  the 
car  you  so  richly  deserve.  The 
1982  Buick  Regal  Sedan. 
Our  Little  Limousine. 

The  little  four-door  that 
chauffeurs  its  occupants  around 
in  the  kind  of  first-class  opu- 
lence few  small  cars  can  match. 
With  special  attention  to  detaii 
in  its  rich,  sumptuous  interior.  An 
interior  that  feels  as  good  as  it 
looks.  And  it's  powered  by  a  fuel 


efficient  V-6  engine.  That  goes  a 
long  way  toward  giving  you 
good  gas  mileage. 

So  if  you  believe,  as  we  do, 
that  you  don't  have  to  be  rich  to 
be  richly  rewarded,  see  the  1 982 
Buick  Regal  Sedan.  Our  Little 
Limousine.  Waiting  for  you  at 
your  Buick  dealer's  today. 


30 


EST. 
HWY. 


21 


EPA 

EST  MPG 


Use  estimated  MPG  for  com- 
parison. Your  mileage  may  differ 
depending  on  speed,  distance, 


weather.  Actual  highway  mileage 
lower.  Estimates  lower  in  Califor- 
nia. Some  Buicks  are  equipped 
with  engines  produced  by  other 
GM  Divisions,  subsidiaries,  or 
affiliated  companies  worldwide. 
See  your  Buick  dealer  for  details. 


Wouldn't  you  really  rather  have  a  'Buick.7 


Heston  and  Rolex.  Equally  extraordinary. 


If  some  circumstance  of 
fate  had  steered  Charlton 
Heston  from  his  chosen 
career,  the  adjective  heroic 
would  still  dominate  any 
description  of  the  man.  The 
six-foot-three  frame  barely 
contains  the  deep,  resonant 
voice;  the  searing  eyes  exude 
command.  He  has  brought  to 
life  presidents,  saints, 
geniuses,  leaders  .  .  .  men 
driven  by  an  inner  vision, 
in  pursuit  of  soaring  goals. 

He  has  earned  a  special 
reputation  portraying 
extraordinary  men,  cloaked 
in  legend,  with  a  deceptive 
ease  that  hides  his  dedication  to  his  art. 

And  dedicated  he  is.  The  movie  roles 
have  piled  up  two  a  year  since  his  film  debut 
in  1950,  an  output  prodigious  by  any  stan- 
dards. The  characters  spring  easily  to 
mind:  Moses,  El  Cid,  Jefferson,  Jackson, 
Michelangelo,  great  men  all.  Mr.  Heston's 
interpretations  have  defined  the  archetypes. 

Less  well  known  is  Mr.  Heston's 
commitment  to  the  stage,  with  his  recurrent 
explorations  of  Shakespeare,  O'Neill,  Shaw 


and  Arthur  Miller. 

And  still  he  has  found 
the  time  to  serve  six  terms 
as  president  of  the  Screen 
Actors  Guild,  seven  years 
on  the  National  Council  for 
the  Arts,  Chairman  of  the 
American  Film  Institute, 
and  currently  as  Co-Chair- 
man  of  the  President's  Task 
Force  on  the  Arts  and 
Humanities. 

By  any  measure, 
Mr.  Heston  is  an  extraor- 
dinary man.  And  he  wears 
an  extraordinary  watch. 

Rolex.  The  ultimate  in 
handcrafted  perfection.  The 
famous  Oyster  case  is 
carved  step  by  careful  step  from  a  solid  block 
of  gold  or  stainless  steel.  Rolex  sets  the  stan- 
dard for  durability  the  world  around.  And  its 
style  stands  unequalled. 

Mr.  Heston  has  found  fulfillment  in  his 
search  for  perfection.  It's  a  process  we  under- 
stand entirely. 

fr 

ROLEX 


fit 


Write  for  broch  ure.  Rolex  Watch,  U.S.A..,  Inc.,  Dept.  422 ,  Rolex  Bui/ding.  6GB  Fifth  Avenue .  Mew  York,  MY  10022. 
World  headquarters  in  Geneva.  Other  offices  in  Canada  and  major  countries  around  the  world. 


If  Sunbelt  drug  chains  find  prospects  with- 
ering, Rite  Aid  Chairman  Alex  Grass  knows 
the  pastures  are  greener  in  the  Northeast. 

Rite  place, 
Rite  price 


By  Pamela  Sherrid 

Railroad  Avenue  in  Sliire- 
manstown,  Penna.  is  hardly  a 
glamour  address.  But  it  has 
spelled  immodest  success  for  Rite  Aid 
Corp.,  the  fast-growing  star  of  the 
chain  drugstore  business.  Shunning 
sunnier  climes,  Rite  Aid  is  the  domi- 
nant chain  along  the  populous  mid- 
Atlantic  seaboard.  "A  lot  of  competi- 
tors rushed  to  the  Sunbelt  and  left  us 
all  to  ourselves,"  says  Chairman  Alex 
Grass  with  a  sly  smile. 

That  loneliness  is  very  rewarding. 
In  the  Sunbelt,  chains  such  as  Eckerd, 
Revco  and  Walgreen 's  are  beginning 
to  bump  heads  with  each  other  in- 
stead of  with  easier-to-knock-off 
mom-and-pop  drugstores.  But  in  the 
Northeast,  chains  account  for  only 
35%  of  drugstore  volume  so  far,  com- 
pared with  over  50%  nationwide.  Ex- 
ploiting that  opportunity  has  given 
Rite  Aid  20%  annual  growth  since 
1977  and  a  return  on  equity  of  19% — 
the  highest  in  the  industry.  In  its  fis- 
cal year  ending  February,  the  com- 
pany earned  $36  million  on  $944  mil- 
lion in  sales,  making  it  the  nation's 
fourth-largest  drug  chain. 

There's  more  to  those  results  than 
geography,  of  course.  Rite  Aid  has  a 
simple  marketing  concept  that  is  an- 
other key  to  its  success:  the  so-called 
bantam  store.  Nearly  all  of  Grass'  939 
outlets  are  smallish  (6,400  square  feet, 
vs.  twice  that  for  most  chains).  What's 
more,  they  sell  only  traditional  drug- 
store offerings — all  at  discount  prices. 
Because  Rite  Aid  customers  go  some- 
where else  for  their  fishing  poles  and 
Kodaks,  the  chain  is  more  recession- 
immune  than  competitors  that  peddle 
general  merchandise. 

Beyond  that,  Rite  Aid  holds  selling 
and  administrative  expenses  down, 
thanks  to  spartan  stores,  efficient 


warehouses  and  minimal  promotion. 
Grass  keeps  tight  control  over  pur- 
chasing and  pricing — making  Rite 
Aid's  cookie-cutter  approach  to  open- 
ing new  outlets  easier  to  manage. 
"With  centralization,  there's  a  better 
chance  of  having  done  at  the  retail 
level  what  you  want  to  have  done,"  he 
explains.  This  helps  give  Rite  Aid  a 
gross  margin  of  22% — low  for  the  in- 
dustry— and  yet  a  net  margin  of  3.8%, 
or  35%  above  the  industry  average. 

Still,  Rite  Aid's  success  wasn't 
without  stumbles.  In  the  early  Seven- 
ties the  firm's  stock  crashed  from  $56 


to  $2.50.  After  a  period  of  fast  growth, 
management  pushed  up  prices  to  pay 
off  debt  and  began  to  lose  market 
share.  Earnings  suffered,  and  inves- 
tors bailed  out  with  a  vengeance. 
Grass  got  the  bottom  line  moving  up 
again  in  1975,  and  today  a  rehabilitat- 
ed Rite  Aid  commands  an  1 1  multiple 
on  Wall  Street — top  tier  for  the  retail 
drug  industry. 

Can  Grass  keep  up  the  growth  act? 
Some  skeptics  think  that  supermar- 
kets and  general  discounters  such  as 
K  mart  will  end  the  glory  days  for  drug 
chains,  but  Grass'  goal  is  to  increase 
store  count  by  10%  annually.  Rite  Aid 
has  a  6.5%  market  share  in  its  operat- 
ing territory,  and  Grass  aims  to  move 
that  closer  to  the  20%  share  it  has  in 
such  metropolitan  areas  as  Philadel- 
phia and  Rochester,  N.Y. 

A  strike  at  one  of  Rite  Aid's  three 
warehouses  has  depressed  earnings  by 
a  few  pennies  a  share,  but  it  also  has 
convinced  Grass  that  he  can  squeeze 
even  more  volume  out  of  existing 
space.  Now,  even  though  Rite  Aid  is 
building  stores  in  the  midst  of  a  real 
estate  slump,  it  may  postpone  plans 
for  a  new  warehouse. 

There  is  also  other  potential  for 
profit  improvement.  Prescriptions  at 
established  pharmacies,  for  example, 
give  Rite  Aid  its  highest  margins,  but 
one-fourth  of  the  company's  pharma- 
cies are  under  three  years  old.  In  addi- 


Rite  \id  Chairman  Alex  Grass 
No  fishing  poles  or  Kodaks. 
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Why  it  makes  sense  to 
spend  $250,000  on  a  machine 
to  make  a  25$  part. 


The  only  way  to  justify  spending  a 
quarter  of  a  million  dollars  on  a 
assembly  machine  is  to 
what  it  can  save  you  in 


Bodine 
look  at 
return. 

For  starters,  a  Bodine  machine 
can  save  you  up  to  95%  of  all  your 
small  parts  assembly  costs,  includ- 
ing the  cost  of  direct  labor. 

A  Bodine  machine  can  also  save 
you  indirect  costs.  Like  the  cost  of 
hiring,  training  and  supervising 
new  people.  Stocking  costs.  And 
inventory  costs. 

In  addition,  a  Bodine  machine 
can  give  you  the  flexibility  to  make 
and/or  change  small  parts  in  a  big 
hurry.  So  you  can  react  to  market 


shifts  almost  as  fast  as  they  occur. 

A  Bodine  machine  can  even  give 
you  100%  inspection  and  verifica- 
tion of  all  parts  and  their  position. 
And  when  you  think  about  the  high 
cost  of  callbacks— not  to  mention 
the  legal  nightmare  of  liability- that 
may  represent  the  greatest  sav- 
ings potential  of  all. 

For  a  few  more  sound  reasons 
why  a  Bodine  machine  makes 
sense,  call  our  Vice  President, 
Frank  Riley  at  (203)  334-3107.  Or 
write  to  him  at  The  Bodine  Cor- 
poration, 317  Mountain  Grove  St., 
Bridgeport 
CT  06605. 


Mm 


tion,  Rite  Aid  owns  42.5%  of  Super- 
drug  Ltd.,  a  booming  British  chain. 
Grass  paid  $1.7  million  tor  his  stake- 
ten  years  ago,  and  it  brought  him  $3 
million  aftertax  last  year  alone.  Super- 
drug  plans  to  go  public  this  spring,  and 
Rite  Aid  will  sell  25%  of  its  holdings 
for  a  substantial  capital  gain.  Grass  is 
also  thinking  of  spinning  off  Sera-Tee, 
Rite  Aid's  small  but  profitable  blood 
plasma  business. 

All  this  success  has  made  Grass,  54, 
a  rich  man.  His  6.4%  stake  in  Rite 
Aid  is  worth  about  $26  million.  Iron- 
ically, his  road  to  the  top  of  the  busi- 
ness that  shuns  the  Sunbelt  began 
amid  the  Florida  palms.  Grass  was  a 
young  lawyer  there  30  years  ago  when 
retired  wholesale  grocer  Louis  Lehr- 
man  arranged  a  date  tor  his  visiting 
granddaughter.  After  the  wedding, 
Grass  went  to  work  in  the  family  firm 


A  strike  at  a  Rite  Aid  ware- 
house has  depressed  earn- 
ings a  few  pennies  a  share 
but  has  also  convinced 
Grass  he  can  squeeze  even 
more  volume  out  of  existing 
space.  Now  Rite  Aid  may 
postpone  a  new  warehouse. 


in  Pennsylvania.  Soon  he  realized 
business  would  be  crimped  by  the  ad- 
vent of  supermarkets.  So  Grass 
moved  his  in-law's  company  into 
wholesale  health  and  beauty  aids  and 
then  into  retail  drugstores. 

One  summertime  helper  was  teen- 
ager Lewis  Lehrman,  Grass'  brother- 
in-law,  1 1  years  his  junior.  Today 
Lehrman  is  a  high-powered  advocate 
of  the  gold  standard  (Forbes,  June  8) 
and  a  potential  Republican  candidate 
for  governor  of  New  York.  After  grad- 
uate school  he  spent  12  years  building 
Rite  Aid  with  Grass.  They  continued 
to  be  close  after  Alex'  marriage  to 
Lew's  sister  ended  in  divorce  in  1972. 
(Grass  has  since  remarried.)  Rite  Aid's 
good  fortune  gives  Lehrman  freedom 
to  pursue  other  interests.  He  owns 
stock  worth  $30  million. 

Lehrman's  preference  forpublic  poli- 
cy indirectly  poses  Wall  Street's  only 
quibble  with  Rite  Aid.  Most  analysts 
think  Grass'  strategy  can  produce  at 
least  15%  growth  over  the  next  few 
years,  but  they  worry  about  manage- 
ment depth.  Grass  doesn't.  Three  of  his 
children  work  for  the  company,  and  he 
sees  a  "strong  possibility"  that  Martin, 
27,  a  Cornell  M.B.A.  in  charge  of  real 
estate,  will  someday  take  over.  If  that 
happens — and  if  he  performs  as  well  as 
Dad  and  Uncle  Lew— Rite  Aid's  future 
seems  secure.  ■ 
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Why  else  would  you  choose 
an  investment  banker? 


Making  a  company's  capital  more 
productive  is  the  acid  test  of  manage- 
ment's performance.  It  may  even  deter- 
mine the  success  or  survival  of  the 
enterprise 

That's  especially  true  today  with  the 
high  cost  and  volatility  of  capital. 

No  one  is  more  dedicated  to  increas- 
ing capital  productivity  than  Donaldson 
Lufkin  &  Jenrette.  Our  ability  to  help 
improve  a  company's  ratio  of  net  output 
to  capital  employed  has  tripled  our  client 
base  in  three  years.  And  made  us  one  of 
the  fastest  growing  investment  banking 
firms. 

An  enviable  record.  Our  Develop- 
ment Banking  assignments,  including 
strategic  divestitures,  mergers  and  acquisi- 
tions, range  from  emerging  enterprises  to 
billion  dollar  corporations. 

Last  year,  the  value  of  our  transac- 
tions for  the  independent  energy  compa- 
nies topped  $2.5  billion.  Many  were 


among  the  most  innovative  and  sophisti- 
cated—and productive— in  the  field 

We  are  also  one  of  the  largest  sup- 
pliers of  private  equity  capital  for  growth 
companies.  Over  the  past  lO  years  returns 
for  our  venture  capital  pools  have  aver- 
aged more  than  20%  compounded.  An 
exceptional  record  of  investment  success. 

The  house  that  research  built.  We've 
grown  at  DL J  by  helping  our  clients  grow 
By  anticipating  key  factors  affecting  the 
future  of  companies,  and  helping  manage- 
ments concentrate  their  capital  in  areas 
that  yield  the  greatest  return  By  becoming 
a  leader  in  investment  research— we're 
known  as  "the  house  that  research  built" 

Whatever  your  capital  needs  and 
company  goals,  talk  to  the  capital  produc- 
tivity people  at  DLJ.  Or  write  for  our  book- 
let, "Investment  Banking"  to  John  Chalsty, 
Managing  Director,  Donaldson,  Lufkin  & 
Jenrette.  140  Broadway.  New  York,  NY 
10005.  (212)943-0300 


Donaldson,  Lufkin  &  lenrette 


The  inspiration  for  this  series  was  the  question,  "What  are  the  most  critical  issues  facing  the  industries  in  which  LTV  is  active?' 

LTV.  Looking  Ahead 

Can  the  US.  become  energy  self-sufficient? 
"The  goal  is  in  sight'' says  one  expert. 
"Only  a  dream"  argues  the  other 


If! 


THE  GOAL 
IS  IN  SIGHT 

Charles  J.  DiBona 


President, 

American  Petroleum 
Institute 


The  U.S.  has  made  considerable  progress  toward 
self -sufficiency — enough,  certainly,  to  place 
the  goal  in  sight. 

"Energy  self-sufficiency"  means  different  things  to  dif- 
ferent people.  I  believe  that  if  Americans  can  reduce  imports 
of  oil  during  the  decade  of  the  1980's  by  as  much  as  50  per- 
cent, we  will  have  achieved  real  progress  toward  self- 
sufficiency. 

Such  a  goal  is  within  reach  because  the  nation  enjoys  a 
rich  abundance  of  energy  resources.  If  Americans  make 
choices  that  will  add  to  domestic  energy,  oil  imports  could 
be  reduced  from  the  level  of  8  million  barrels  a  day  at  the  end 
of  the  1970's  to  about  4  million  barrels  by  1990. 

Indeed,  the  United  States  has  made  considerable  progress 
toward  self-sufficiency — enough,  certainly,  to  place  the  goal 
in  sight.  In  the  past  year  and  a  half,  oil  consumption  dropped 
by  13  percent  and  gasoline  use  fell  by  10  percent.  U.S.  oil 
production  increased  slightly  in  1980.  Natural  gas  produc- 
tion increased  in  1979  and  has  remained  relatively  stable. 
Coal  production  increased  by  7  percent  last  year. 

Oil  and  natural  gas  drilling  is  currently  at  an  all-time 
high:  almost  61,000  wells  were  drilled  in  1980,  breaking  a  24- 
year  record,  and  drilling  in  1981  is  running  ahead  of  last 
year's  pace. 

The  combination  of  oil  conservation  and  increased  U.S. 
energy  production  efforts  has  resulted  in  a  substantial  drop 
in  oil  imports,  to  an  average  of  about  6  million  barrels  a  day 
so  far  this  year. 

Oil  imports  can  be  reduced  by  another  2  million  barrels  a 
day  over  the  rest  of  this  decade  by  doing  more  of  the 
same — continued  conservation  and  additional  domestic 
energy.  Roughly,  we  should  be  able  to  stabilize  oil  and 
natural  gas  production  at  near  today's  levels;  double  coal 
use;  triple  nuclear  power  output  by  completing  plants  that 
have  permits  or  are  on  order;  and  continue  to  develop  syn- 
fuels. 

Policy  decisions  needed 

These  output  goals  are  within  reach  if  government  will  take 
certain  steps.  They  include  achieving  a  more  reasonable 
balance  between  environmental  and  energy  production 
goals;  making  more  use  of  energy  resources  on  public  lands; 
adopting  policies  that  lead  to  consistent  growth  in  nuclear 
power;  and  letting  all  energy  sources  compete  equally  with 


each  other — on  their  merits — in  the  marketplace. 

If  Americans  choose  to  continue  our  present  course,  the 
benefits  would  be  considerable.  With  imports  reduced,  the 
U.S.  economy  would  be  on  a  surer  footing.  The  U.S.  dollar 
would  be  sounder  than  otherwise,  the  balance  of  payments 
improved,  inflation  would  be  lower  and  wages  would  be 
higher.  We  would  still  be  importing  some  oil — perhaps  10 
percent  of  our  total  energy  needs — but  at  that  level  of  im- 
ports we  could  reasonably  claim  "self-sufficiency." 


ZERO  IMPORTS 
ONLY  A  DREAM 


Robert  Stobaugh 

Professor  of  Business 
Administration,  Harvard 
Business  School 


Geology  limits  the  prospects  for  oil  and  gas.  Political 
barriers  dim  the  outlook  for  coal  and  nuclear. 
Reducing  energy  imports  to  zero  is  only  a  dream. 

Reducing  dependence  on  imported  oil  is  desirable.  It  would 
improve  political  relations  with  allies,  enhance  national 
security,  help  prevent  strain  on  the  international  oil  market, 
moderate  future  oil  prices  and  avoid  costly  recessions.  But  a 
goal  of  reducing  energy  imports  to  zero  is  only  a  dream. 

The  petroleum  resources  of  the  United  States  are  highly 
concentrated  in  a  relatively  small  number  of  giant  fields.  In- 
deed, 90  percent  of  the  U.S.  oil  has  been  found  in  only  9  per- 
cent of  the  total  fields.  These  fields  were  discovered  after 
exploration  had  extended  throughout  the  country— suffi- 
ciently to  find  most  giant  prospects.  The  United  States  has 
been  thoroughly  drilled.  It  contains  four  times  as  many  wells 
as  all  the  rest  of  the  noncommunist  world  put  together. 

Outlook:  continuing  decline  in  oil  reserves  and  production. 

The  outlook  for  natural  gas  is  better.  Increasing  output 
will  come  from  exotic  sources,  such  as  deep  wells  and  shale 
foundations.  But,  total  output  is  likely  to  continue  its  long- 
term  downward  trend. 

Political  barriers,  not  geology,  dim  the  outlook  for  coal 
and  nuclear.  These  two  sources  of  energy  inflict  penalties  or 
side  effects  paid  for  not  directly  by  the  energy  customers, 
but  by  the  general  public:  air  pollution,  fear  of  a  nuclear  ac- 
cident, et  cetera.  Controversies  about  "side  effects"  must 
be  solved  politically.  Political  solution  inevitably  means  a 
slower  solution. 

The  future  of  synthetic  fuels  also  faces  barriers— in- 
cluding uncertain  environmental  effects,  commercially  un- 
proven  technologies,  multibillion-dollar  investments  and 
long  lead  times. 

It  is  clear  that  the  nation  must  have  a  substantial  increase 
in  energy  efficiency.  This  will  require  heavy  energy-saving 


"GO  FOR  IT" 
SHOULD  BE  GOAL 

Speaking  for  LTV, 
Paul  Thayer 

Chairman  of  the  Board 
and  Chief  Executive  Officer 


investments.  These  are  discouraged  by  present  regulations 
that  keep  energy  prices  below  world  levels,  and  thus  give 
consumers  an  annual  subsidy  of  150  billion  dollars. 

Since  the  first  oil  shock  of  1973-74,  the  increase  in  energy 
efficiency — as  measured  by  unit  of  GNP  per  BTU — has 
been  just  above  1.5  percent  annually.  With  the  current 
outlook  for  energy  supply,  this  annual  rate  of  improvement 
would  have  to  be  doubled  to  3  percent — just  to  allow  the 
economy  to  grow  3  percent  annually  through  1990. 

To  maintain  an  economic  growth  rate  of  3  percent  annual- 
ly and  reduce  energy  imports  to  zero  by  1990  would  require 
an  annual  rate  of  improvement  in  energy  efficiency  of  5  per- 
cent. Before  even  hoping  to  achieve  this  lofty  goal,  we 
should  strive  for  the  3  percent  level.  Or  we'll  be  facing  slow 
economic  growth  and  inflation  without  any  reduction  in 
imports. 


PUBLIC  BELIEVES 
ANSWER  IS  "YES" 


Reported  by 
Kenneth  Schwartz 

Vice  President,  Opinion 
xs  Research  Corporation 


The  American  public  believes  self-sufficiency  is  a 
worthwhile  goal.  And  six  out  of  ten  believe  it  is 
attainable. 

Once  again,  LTV  asked  us  to  feel  the  pulse  of  the  American 
public  on  an  issue  it  believes  critical  to  the  corporation  and 
the  country. 

On  LTV's  behalf,  we  contacted  1,008  people  in  March  of 
this  year  in  a  nationwide  telephone  survey.  This  survey  close- 
ly paralleled  a  poll  we  conducted  in  March  1979.  The 
initial  question  asked  this  year  was,  "How  much,  if  at  all,  do 
you  think  the  United  States  can  reduce  its  dependence  on 
foreign  oil?  A  great  deal?  A  fair  amount?  A  little?  Or  not  at 
all?" 

More  than  eight  in  ten  believe  we  can  reduce  our  de- 
pendence either  a  fair  amount  (3 1  percent)  or  a  great  deal  (54 
percent).  Very  few  people  (9  percent)  think  we  can  do  only 
"a  little."  Only  2  percent  responded  "not  at  all."  Four  per- 
cent had  no  opinion. 

Most  significant,  six  Americans  in  ten  think  that  the 
United  States  can  become  completely  energy  self-sufficient. 
This  view  is  held  by  a  majority  of  people  at  all  levels  of  soci- 
ety, whatever  their  education. 

Whatever  their  view  on  energy  self-sufficiency,  almost  all 
Americans  think  it  is  a  goal  worth  trying  to  attain.  Indeed, 
93  percent  respond  that  it  is  a  goal  worth  working  toward. 
To  attain  energy  self-sufficiency,  the  public  continues  to 
back  the  development  of  many  different  types  of  old  and 
new  energy  sources.  Example:  the  vast  majority  continue  to 
favor  more  offshore  drilling  and  the  development  of  U.S. 
coal  reserves. 


More  Drilling  for  Oil  and 
Natural  Gas  Offshore  in  U.S.  Waters 

ATTITUDE 

March  1979 

March  1981 

Strongly  favor 
Mildly  favor 

23% 

53%  82% 
29% 

Mildly  oppose 
Strongly  oppose 

5%  10% 
5% 

10070  16% 
6% 

No  opinion 

3% 

2% 

Based  on  1979  and  1981  polls,  here  are  other  findings:  (1) 
Nearly  six  in  ten  continue  to  favor  some  relaxation  of  en- 
vironmental controls  in  order  to  utilize  U.S.  coal  and  high- 
sulfur  oil  resources  more  fully.  (2)  The  majority  of  people 
continue  to  favor  development  of  nuclear  power,  although 
the  support  is  less  than  it  was  before  Three  Mile  Island.  (3) 
Practically  everybody  backs  the  development  of  solar 
energy. 


I  believe  the  U.S.  goal  should  be  energy  self* 
sufficiency.  We  should  not  be  lulled  into 
complacency  by  the  current  oil  "glut." 

We  cannot  become  energy  self-sufficient  unless  we  make  a 
commitment  to  do  so.  We  must  make  the  commitment — yet 
still  be  responsive  to  environmental  concerns.  And  we  must 
conserve.  That  is  our  challenge. 

Clearly,  we  must  become  less  dependent  on  foreign  oil. 
We  must  be  careful  not  to  be  lulled  into  a  sense  of  false 
security  by  the  temporary  oil  glut.  We  must  step  up  the  pace 
of  domestic  exploration  and  pursue  technology  to  increase 
the  yield  of  both  old  and  new  reserves. 

But  a  truly  responsible  self-sufficiency  effort  means  ex- 
ploring all  energy  options:  fossil  fuels  (oil,  gas,  coal),  syn- 
thetics (oil  shale  and  coal  gasification),  nuclear  (fusion  and 
fission),  solar,  water,  wind,  geothermal . . . 

The  final  answer  will  be  a  balance  between  different 
energy  sources,  and  importantly,  the  continuation  of  the 
more  thoughtful,  disciplined  use  of  energy. 

Actions  speak  louder  than... 

The  LTV  Corporation  is  committed  to  a  strong  energy  in- 
dustry. Our  Energy  Group,  represented  by  Continental 
Emsco,  is  a  leader  in  the  production  and  distribution  of 
equipment  and  supplies  for  the  drilling,  production,  refin- 
ing and  transportation  of  oil  and  gas  products.  It  is  also  the 
largest  general  merchandise  supplier  to  the  industry  and  the 
nation's  leading  supplier  of  tubular  products. 

Continental  Emsco's  principal  strength  is  its  evolution  in- 
to one  of  the  industry's  few  fully  integrated  oilfield  equip- 
ment and  supply  companies. 

To  maintain  this  position  it  has  embarked  on  the  largest 
capital  expansion  program  in  its  history  and  has  made 
several  key  acquisitions  to  broaden  product  lines  and  in- 
crease capacity. 

The  success  of  our  Energy  Group  is  measured  by  results. 
Sales — now  nearing  a  two-billion-dollar  annual  rate — near- 
ly doubled  between  midyear  1980  and  midyear  1981. 
Operating  income  rose  95  percent  in  the  same  period.  De- 
mand was  strong  across  CE's  entire  product  line. 

The  number  of  active  drilling  rigs  has  reached  new  highs. 
Seismic  activity,  which  precedes  drilling,  is  setting  a  "searing 
pace"  in  the  U.S.  These  developments  show  no  signs  of 
slackening,  despite  headlines  about  excessive  oil  supplies 
and  price  reductions.  We  are  dedicated  to  continuing  a 
strong  role  in  this  vital  growth. 

To  receive  the  LTV  Issues  Series  through  the  mail 
write  LTV  Issues,  P.O.  Box  225003-5D,  Dallas,  TX 
75265. 

The  LTV  Corporation  today:  Jones  &  Laughlin 
Steel,  Continental  Emsco  Company,  Vought  Corpora- 
tion, Kentron  International,  Lykes  Bros.  Steamship 
Co.,  Inc. 


LTV 


The  LTV  Corporation 
Dallas,  TX  75265 


Making  the  President's  "red  telephone" 
nuke-proof  gets  little  argument  in  Wash- 
ington and  means  big  contracts. 

Hello,  Central, 

give  me 
bomb  control 


By  Allan  Dodds  Frank 


Amid  all  the  publicized  wran- 
gling over  mammoth  projects 
b  like  the  B-l  bomber  and  the 
MX  missile,  little  notice  has  been  paid 
to  a  vitally  important  program  almost 
certain  to  pass  largely  uncut  through 
the  congressional  budget  process. 

The  $18  billion  program  is  the  re- 
newal and  upgrading  of  the  nation's 
strategic  defense  communications 
network  over  the  next  five  years.  The 
project  is  dubbed  "C-Cubed,"  or  C3, 
which  stands  for  command,  control 
and  communications. 

The  implications  in  dollars  for  the 
military  contracting  operations  of 
some  of  the  U.S.'  biggest  companies 
are  sizable.  The  implications  for  U.S. 
strategic  planning  seem  enormous. 

In  the  simplest  terms,  the  C3  sys- 
tem is  supposed  to  make  sure  that  the 
President  can  order  a  nuclear  strike  at 
any  time,  regardless  of  whether  the 
Soviets  have  dropped  one  bomb  or  a 
thousand. 

Former  Deputy  Secretary  of  De- 
fense David  Packard,  who  began  up- 
grading C3  in  the  mid-1970s,  explains: 
"C3  is  to  make  certain  that  the  Sovi- 
ets know  that  the  red  phone  [on  the 
President's  desk]  works  when  it  is 
needed.  It  is  an  important  aspect  of 
the  philosophy  of  deterrence,  and  that 
has  to  be  the  ultimate  objective  of  our 
entire  strategic  nuclear  endeavor." 

Packard  means  the  Soviets  have  to 
know  that  the  President  can  get 
through  to  order  an  atomic  counterat- 
tack even  after  a  first  strike  by  Soviet 
nuclear  missiles.  This  means  that 
with  C3,  U.S.  military  planners  are  no 
longer  assuming  that  a  first  nuclear 
exchange  would  wipe  out  all  commu- 
nications networks.  They  are  now 
talking  about  retaining  a  "war-fight- 
ing capacity"  for  days  or  months  after 


the  initial  nuclear  exchange. 

"To  make  massive  retaliation 
credible,  you  have  to  have  a  C3  system 
that  would  ride  through  the  first  at- 
tack," says  Packard.  "The  fundamen- 
tal question  is  very  simple:  It  doesn't 
do  any  good  to  have  all  the  forces  you 
need  available  if  you  can't  tell  them 
what  to  do  in  a  timely  manner." 

To  give  the  U.S.'  existing  C3  net- 
work— consisting  of  hundreds  of 
thousands  of  miles  of  telephone  lines, 


Boeing's  AWACS,  part  of  C3 

"How  much  data  do  you  needT" 

satellites  and  submarines,  planes,  ra- 
dar and  microwave  equipment — the 
capability  to  withstand  the  radiation 
and  the  massive  electromagnetic 
surges  that  a  nuclear  blast  would  pro- 
duce demands  a  considerable  upgrad- 
ing of  the  whole  system,  beginning 
with  a  requested  increase  of  $2  billion 
in  the  overall  C3  budget  for  1982. 

Yet  there  is  almost  no  argument  in 
Washington  that  it  must  be  done.  Re- 
newed and  expanded  C3  is  a  project 
that  the  Congressional  Budget  Office 
has  urged  the  Defense  Department  to 
spend  money  on.  Even  before  Presi- 
dent Reagan  announced  last  month 
that  C3  needs  more  than  $18  billion 
for  maintenance  and  new  equipment, 
congressional  committees  were  call- 
ing it  one  of  the  country's  most  ne- 
glected defense  needs.  The  term  C3  is 
relatively  new,  having  been  first  used 
publicly  in  Defense  Department  con- 
gressional testimony  in  1977. 


C3  is  of  such  significance  to  the 
Pentagon  that  Defense  Secretary  Cas- 
par Weinberger  testified  against  any 
proposed  antitrust  breakup  of  Ameri- 
can Telephone  &  Telegraph  Co.  on 
the  grounds  that  it  would  jeopardize 
national  security. 

As  AT&T  Chairman  Charles  L. 
Brown  told  Forbes,  "It  is  clear  to  me 
that  C3  is  one  of  the  reasons  the  mili- 
tary is  so  concerned  about  the  plan  to 
break  up  AT&T.  It  stands  to  reason 
that  if  you  break  off  from  the  network 
all  the  local  telephone  systems,  then  it 
could  lead  to  a  degradation  of  ser- 
vice." Brown  adds  that  the  company 
helped  make  itself  indispensable  to 
the  military.  "At  our  own  expense,  we 
have  hardened  the  defense  communi- 
cations network." 

The  Pentagon  considers  Boeing's 
Airborne  Warning  and  Control  Sys- 
tem (AWACS)  one  of  the  most  vital 
components  of  C3.  The  C3  proposal 
contains  six  new  AWACS  for 
NORAD,  the  North  American  Aero- 
space Defense  Command.  Those  six 
planes,  expected  to  cost  more  than  $1 
billion,  will  provide  an  additional  one- 
to-two-years'  work  for  the  Boeing  707 
and  Westinghouse  radar  assembly 
lines.  Before  the  Senate  approved  the 
sale  of  five  AWACS  to  Saudi  Arabia, 
Boeing  had  threatened  to  close  the 
line  as  early  as  next  month. 

Because  C3  is  a  maintenance  and 
upgrading  project,  it  largely  involves 
existing  hardware  that  traditional  de- 
fense suppliers  will  be  able  to  sell  off 
the  shelf.  The  network's  improve- 
ment can  begin  as  early  as  1983.  H. 
Mark  Grove,  a  Defense  Department 
computer  systems  buyer,  says  many 
current  military  computers  are  a  gen- 
eration or  more  behind  today's  com- 
mercial models.  As  the  Pentagon  re- 
places its  old  computers,  most  of  the 
business  is  expected  to  go  to  large 
suppliers,  such  as  IBM,  who  have 
newer  generation  models  readily 
available. 

The  two  biggest  immediate  gainers 
from  C3  appear  to  be  Boeing,  which  in 
addition  to  AWACS  also  manufac- 
tures the  E-4  Airborne  Command 
Post  from  a  modified  747  and  markets 
airborne  communications  software, 
and  Rockwell,  whose  Navstar  satellite 
proposal  is  being  expanded  by  the 
President. 

If  the  Navy  succeeds  in  convincing 
people  that  it  needs  to  replace  its  ex- 
isting modified  Lockheed  C-130 
transports  used  to  relay  submarine  ra- 
dio messages,  Boeing's  line  of  military 
707s  may  be  an  even  bigger  winner. 

Boeing  Chairman  T.A.  Wilson 
thinks  that  increased  defense  orders 
may  soon  make  its  $1.4  billion  mili- 
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RCA  puts 
business  phones 
in  a  whole  new  light. 


MM  ffc  MM  Telephone 
■  m  %MM  I  Systems 

A  Communications  Tradition 
on  the  Move. 


RCA's  worldwide  resources  and  on-the- 
spot  telephone  service  can  slash  your 
company's  phone  bill.  Read  on  and  find 
out  why  we've  converted  over  600,000 
phones  to  RCA  reliability. 

We'll  replace  your  present  phone 
system.  No 
down  pay- 
ment. No 
separate 
installation 
charge.  You'll  have 
an  RCA  system, 
custom-tailored  to 
your  needs,  that 
will  probably  cost 
you  a  lot  less  than 
you're  paying 
now.  RCA  rates  are 
nflation-proof ! 

No  rate  hikes  for  the 
ife  of  your  lease.  And, 
at  the  expiration  of  your 
lease,  you  can  own  the 
entire  system  for  just 
$1.00!* 

Count  on  RCA,  a  most  respected 
name  in  communications,  to  give  you 
the  most  advanced  equipment  available. 

Count  on  trained  RCA  telephone 
systems  specialists  —  right  in  your 
neighborhood  —  to  give  you  fast 
delivery.  And  on-the-spot  24-hour 
service.  We'll  be  there  when  you  need 
us,  now  and  years  from  now. 

RCA.  The  inflation-proof  alternative. 
Call  (609)  665-5273  or  mail  the  coupon 
today.  And  start  seeing  business 
phones  in  a  whole  new  light. 

i).  ••  *$150  in  California. 


RCA  Service  Company 

A  Division  of  RCA 

Telephone  Systems  Marketing 

Bldg.  203-3,  Route  »38.  Cherry  Hill,  N.J  08358 

Tell  me  more  about  RCA's  inflation-proof  Telephone  Systems 


Name_ 
Title  — 


K-266A 


Company. 
Address  _ 
City  - 

Zip.  


_State 


_Phone_ 


tary  business  more  profitable  than  its 
$7.7  billion  (sales)  civilian  business, 
which  is  incurring  development  ex- 
penses for  new  airliners  while  sales 
slow  for  727s  and  747s. 

The  required  coupling  of  all  weap- 
ons systems  into  the  expanded  C3 
network  means  that  nearly  all  the  de- 
fense contractors  will  get  some  of  the 
action. 

The  makers  of  communications 
satellites — Hughes  Aircraft,  Raythe- 
on, TRW,  McDonnell  Douglas  and 
Rockwell  International — will  be 
prime  beneficiaries.  The  designers  of 
computer  software — small  companies 
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Rockwell's  Ncwstar  satellites 
$18  billion  far  upgrading  C\ 

that  form  a  cottage  industry  in  the 
suburbs  of  Washington,  D.C. — will 
stand  to  reap  more  than  $1  billion 
from  C3  in  the  next  ten  years.  Their 
job:  how  to  make  all  the  information 
generated  by  the  expansion  of  C3  us- 
able by  the  President. 

"In  a  warning  world,  it's  a  question 
of  how  much  data  do  you  need,"  says 
one  congressional  expert.  "One  Presi- 
dent might  want  to  know  only  'the 
bastards  have  launched  an  attack'  and 
another  President  might  want  to 
know  what  missile  sites  are  under 
attack." 

As  the  central  nervous  system  of 
the  entire  military  complex — from 
submerged  Polarises  to  B-l  bombers 
at  fail-safe  point — C3  seems  politically 
untouchable. 

The  Congressional  Budget  Office 
recently  studied  alternative  ap- 
proaches for  modernization  of  C3  and 
concluded  that  up  to  $10  billion  will 
be  needed  just  to  maintain  the  sys- 
tem. Even  the  cheap  options,  such  as 
ignoring  the  need  to  "enhance"  the 
nuclear  attack  survivability  of  the  sys- 
tem while  strengthening  only  its  re- 
sponsiveness to  a  first  strike,  will  add 
from  $3  billion  to  $6  billion  in  new 
defense  capital  investments,  the  CBO 
estimates.  Several  additional  C3  pro- 
grams, not  studied  by  the  CBO  but 
suggested  by  President  Reagan,  could 
add  up  to  $6  billion  more. 

"Everyone  realizes  it  is  a  poor  place 
to  save  money,"  says  a  congressional 
budget  expert.  "It  makes  sense  to  spend 
the  money.  Our  numbers  and  the  Presi- 
dent's are  practically  the  same."  ■ 
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ALASKA 

Anchorage 

Bank  of  the  North 
University  Center 
(907)  276-0444 

Fairbanks 

Bank  of  the  North 
College  Office 
(907)  479-2281 

Juneau 

Bank  of  the  North 
One  Sealaska  Plaza 
(907)  586-2565 

Nome 

Bank  of  the  North 
Miners  &.  Merchants 

Office 
(907)  443-2223 

CALIFORNIA 

Del  Mar 

Bank  of  Commerce 
Flower  Hill  Office 
2830  Via  De  La  Valle 
(714)  755-1160 

San  Diego 

Bank  of  Commerce 
7980  Claremont  Mesa 

Blvd. 
(714)  292-9004 
San  Diego  Bank 

of  Commerce 
8168  Miraman  Rd. 
(714)  578-3950 

San  Diego  Tnist  ck 

Savings  Bank 
540  Broadway 
(714)  238-6295 

COLORADO 

Boulder 

Bank  of  Boulder 
30-33  Iris  Ave. 
(303)  443-9090 


Flagler 

First  National  Bank 
329  Main  Ave. 
(303)  765-4687 

Walden 

Notth  Park  State  Bank 
461  Main  St. 
(303)  723-8221 

KANSAS 

Canton 

The  Farmers  State  Bank 

&.  Trust  Co. 
100  N.  Main 
(316)  628-4441 

Greensburg 

Greenshurg  State  Bank 
(316)  723-2131 

Holton 

Denison  State  Bank 
(913)  364-3131 

Jennings 

Jennings  Bank 
Main  &  Kansas 
(913)  678-2216 

Kansas  City 

Guaranty  State  Bank 

and  Trust 
1000  Minnesota  Ave. 
(913)  371-1200 

Home  State  Bank 
Minnesota  at  Fifth  St. 
(913)  321-3333 

The  Wyandotte  Bank 
78th  &.  State  Ave. 
(913)  299-9700 

Minneapolis 

United  Bank 
320  W.  2nd 
(913)  392-2136 

South  Hutchinson 

Bank  of  Kansas 
Financial  Square 
(316)  663-501 


Troy 

The  Troy  State  Bank 
121  S.  Main  St. 
(913)  985-3511 

Winona 

Farmers  State  Bank 
(913)  846-7476 

MONTANA 
Billings 

First  Citizens  Bank 
1st  Avenue  North  &. 

Broadway 
(406)  252-5631 

Columbia  Falls 

Bank  of  Columbia  Falls 
540  Nucleus  Ave. 
(406)  862-2122 
Thompson  Falls 
First  State  Bank  of 

Montana 
(406)  827-3565 
White  Sulphur 

Springs 
First  National  Bank 
205  W.  Main  St. 
(406)  547-3331 

NEBRASKA 

Ainsworth 

Commercial  National 
Bank 

200  N.  Main  St. 
(402)  387-2381 

Beemer 

First  National  Bank 

201  S.  Main  St. 
(402)  528-3223 

Carroll 

Fanners  State  Bank 
(402)  585-4441 

Hastings 

Hastings  State  Bank 
Burlington  Ave.  at  Fifth 
(402)  463-0505 


Hoskins 

Commercial  State  Bank 
(402)  565-4228 

Howells 

Howe  lis  Bank 
231  Center  St. 
(402)  986-1331 

NEW  MEXICO 

Alamogordo 

Western  Bank 
500  Ninth  St. 
(505)  434-1700 

NORTH  DAKOTA 

Coopers  town 

Farmers  &.  Merchants 

Bank 
Burell  Ave. 
(701)  797-2753 

Hamilton 

Bank  of  Hamilton 
#1  Wall  St. 
(701)  265-8228 

Towner 

State  Bank  of  Towner 
(701)  537-5441 

OREGON 

Hermiston 

Inland  Empire  Bank 
101  Main  St. 
(503)  567-2291 

SOUTH  DAKOTA 
Yankton 

American  State  Bank 
225  Cedar  St. 
(605)  665-9613 

WASHINGTON 

Bremerton 

National  Bank  of 

Bremerton 
(206)  479-5100 


Elma 

Citizens  Bank 
313  W.  Waldrip  St. 
(206)  482-3333 

Friday  Harbor 

San  Juan  County  Bank 
95  Second  St.  South 
(206)  378-2111 

Tacoma 

First  Security  Bank 
6015  100th  St.,  S.W. 
(206)  581-2801 

Puget  Sound  National 

Bank 
1119  Pacific  Ave. 
(206)  593-3900 

WISCONSIN 
Darien 

1st  Bank  Southeast 
(414)  724-3454 
Drummond 

State  Bank  of 
Drummond 
Superior  Street 
(715)  739-6222 


Kiel 

Citizens  State  Bank 
(414)  894-2215 

Manitowoc 

Manitowoc  County 
Bank 

1617  Washington  St. 
(414)  682-8881 

Milwaukee 

Lincoln  State  Bank 
2266  South  13th  St. 
(414)  671-6510 

Waunakee 

Bank  of  Waunakee 
500  W.  Main  St. 
(608)  849-4128 


Gold  coin  sales*.  ^ 
another  service  of  your 
full-service  bank. 


Millions  of  people  own  gold  coins.  As  a 
hedge  against  inflation — and  a  cushion  of  se- 
curity for  the  unpredictable  future.  That's  why 
many  full-service  banks  across  the  country  are 
now  making  Krugerrands  and  other  gold  bullion 
coins  available  to  their  customers. 

Maybe  it's  time  you  considered  investing  in 
gold.  If  so,  you'll  want  to  have  all  the  facts  before 
you  act.  A  free  guide  to  gold  and  gold  coins  is 
available  at  any  of  the  banks  listed  here.  It's 
interesting,  enlightening,  and  very  easy  to 
understand.  Pick  one  up  today. 


FOR  FREE 

GOLD  COIN  GUIDE: 

Bring  this  coupon  to  any 
of  the  banks  listed  on  this 
page  and  ask  for  the  Gold 
Coin  Specialist. 


Name. 


Address. 
City  


.  State. 


Zip. 


.Phone. 


VISIT  A  LISTED  BANK  TODAY  to  get  information  on 
how  to  buy  gold  coins  and  get  latest  price  quotations. 


Taxing  Matters 


Edited  By  Richard  Greene 


Want  a  tax-free  loan  from  Uncle  Sam?  fust 
take  a  leaf  from  the  retailers'  books. 


A  switch 
in  time 


T|  his  Christmas  the  people  at 
Hallmark  are  going  to  find  an 
extra  little  goody  in  their  stock- 
ing— a  tax  deferral  of  up  to  75%  of  the 
company's  income  from  Christmas 
cards  and  other  holiday  products.  As  a 
private  company,  Hallmark  won't  di- 
vulge what  that  means  in  hard  num- 
bers, but  it's  a  safe  bet  that  it  will  be  a 
substantial  amount  of  extra  cash  in 
their  pockets. 

In  so  doing,  Hallmark  is  simply 
joining  the  increasing  number  of  com- 
panies like  Merck  and  Hershey  that 
are  using  the  installment  sales  meth- 
od to  defer  their  taxes.  For  years  now, 
big  retailers  such  as  Sears  and  Mont- 
gomery Ward  have  been  able  to  man-1 
age  earnings  by  using  installment 
sales  to  delay  revenue  and  earnings 
recognition  for  tax  purposes. 

Other  companies  have  always  been 
allowed  to  use  this  method  also,  but 
until  the  Installment  Sales  Revision 
Act  of  1980  went  through,  companies 
were  penalized  by  a  form  of  double 
taxation  for  switching  from  the  accru- 
al method.  Now,  with  that  penalty 
gone,  the  gates  are  open. 

For  Hallmark  it  works  like  this: 
Christmas  orders  are  usually  placed  in 
March  or  April,  and  in  past  years  they 
had  to  be  fully  paid  by  December. 
This  year,  however,  Hallmark's  cus- 
tomers have  a  choice.  They  can  pay  as 
usual,  or  pay  only  5%  of  the  invoice 
amount  in  December  and  the  balance 
in  lanuary.  This,  of  course,  has  the 
effect  of  deferring  the  maximum  pos- 
sible amount  of  Hallmark  earnings 
until  next  year  when  the  Reagan  tax 
package  will  probably  make  the  com- 
pany's tax  rate  somewhat  lower. 

Delayed  payment  helps  dealers' 
cash  flow  by  giving  them  another 


month's  use  of  the  money.  So,  over 
90%  of  Hallmark's  dealers  are  expect- 
ed to  pay  in  two  installments.  "It  has 
to  be  good  for  the  retailer,"  says  Bill 
Johnson,  director  of  special  projects  at 
Hallmark,  "or  it's  not  good  for  us." 
While  switching  to  the  installment 


sales  method  makes  earnings  lower,  it 
does  so  only  on  IRS  forms — compa- 
nies can  continue  to  show  their  earn- 
ings as  usual  for  financial  reporting  to 
shareholders. 


There's  an  additional  kicker.  You 
can  continue  to  expense  all  the  sales 
and  administrative  costs  allocated  to 
those  installment  sales  in  December 
on  your  tax  books,  even  though  you 
are  recognizing  only  a  small  portion  as 
revenue.  Obviously,  that  helps  reduce 
your  tax  bill  as  well. 

Of  course,  switching  from  the  ac- 
crual to  the  installment  sales  method 
only  creates  a  one-time  tax  saving, 
but  as  Mary  Mead,  a  regional  tax  di- 
rector for  Seidman  &  Seidman,  points 
out,  "As  long  as  your  installment  sales 
level  remains  constant  or  grows,  then 
you  will  have  a  permanent  deferral  of 
income  tax — an  interest-free  loan." 

There  may  even  be  room  for  a  little 
manipulation.  The  Installment  Sales 


Act  also  eliminated  the  requirement 
that  companies  receive  two  payments 
in  order  to  book  an  installment  sale. 
Does  this  mean  that  an  ordinary  cor- 
porate taxpayer  who  sells  on  normal 
30-day  terms  can  elect  the  install- 
ment method  for  all  his  accounts  re- 
ceivable? The  way  the  Senate  Finance 
Committee  report  on  the  Act  was 
written,  the  answer  could  be  yes. 

But,  warns  Mead,  the  IRS  has  made 
it  clear  that  the  one-payment  install- 
ment sale  was  intended  for  so-called 
casual  sales  like  real  estate  transac- 
tions-— not  for  everyone.  Trying  to  get 
away  with  the  installment  sales 
method  on  normal  30-day,  one-pay- 
ment contracts  would  be,  says  Mead, 
"like  driving  a  Mack  truck  through  a 
loophole." — Ellyn  Spragins 


First  they  moved 
Washington's  birthday . . . 

Only  the  Internal  Revenue  Service 
would  find  it  necessary  to  come 
out  with  a  ruling  to  determine  when 
you  turn  65.  Its  conclusion:  "An  indi- 
vidual attains  the  age  of  65  on  the  first 
moment  of  the  day  preceding  his  65th 
birthday."  IRS  may  have  its  reasons, 
but  it  would  seem  that  one  grows  old 
fast  enough  already. 


Marriage  a  la  mode 

Any  company  that  pays  taxes  is 
.bound  to  be  attracted  by  one  that 
has  a  bundle  of  tax-loss  carryforwards. 
With  that  kind  of  dowry,  the  marriage 
is  made  in  heaven — for  the  first  few 
years  at  least.  Rarely,  however,  has 
there  been  a  more  elegant  variation 
on  this  ancient  theme  than  that  re- 
cently proposed  by  $10.3  billion  (sales) 
Kroger  Co. 

Last  month  Kroger  unveiled  a  deal 
in  which  its  tax  bills  on  profits  from 
four  food  manufacturing  facilities  will 
be  paid  by  Baldwin-United  Corp.,  the 
$940  million  financial  services  firm 
with  its  roots  in  Baldwin  pianos.  As  a 
sober  retailer,  with  1,250  supermar- 
kets in  the  Midwest  and  South, 
Kroger  has  few  opportunities  for  tax 
fireworks.  But  together  they  are  mak- 
ing beautiful  music. 

Baldwin  is  currently  running  heavy 
tax  losses  because  of  its  hot  new  sin- 
gle-premium deferred  annuities.  In 
the  upside-down  world  of  tax  account- 
ing, the  more  successful  Baldwin's 
sales  efforts  are  on  this  item,  the  big- 
ger its  tax  losses.  That's  because  Bald- 
win pays  a  5%  front-end  commission 
to  agents  that  is  written  off  in  full  in 
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America  drills  for  oil 


Crane  is  there. 


Oil  Country  Tubular  Goods  Market  Forecast 

Number  of  active  drilling  rigs  in  the  United  States 
highest  ever,  expected  to  increase  over  40%  by  1985. 
□  As  many  as  500,000  new  wells  may  be  drilled 
over  next  five  years.  □  Demand  for  oil  country 
products  expected  to  more  than  double  by  1990. 


□  Total  should  be  more  than  9.7  million  tons  of 

drill  pipe,  casing  and  tubing  vs.  4.5  million  tons  used 
in  1980  as  oil  price  decontrol  and  rising  natural  gas 
wellhead  prices  stimulate  increased  drilling  activities. 

□  Deeper  wells  and  sour  crudes  will  also  require 
more  specially  treated  casing  and  tubing. 


CRANE 


Crane  Co.,  300  Park  Avenue.  New  York,  NY  10022. 


CF&l's  new  tube  mill 
will  increase  capacity 
to  almost  400,000 
tons  of  seamless 
tubing  and  casing. 

:  CF&I  Steel  Corporation,  a  subsidiary 
of  Crane  Co.,  will  be  prepared  to  meet 
ii  this  increased  demand  for  oil  country 
I  tubular  goods.  Recently  completed 
s  expansion  includes  new  carbide 
I  threaders  which  greatly  improve 
productivity  and  quality  of  high- 
strength  oil  well  casing  and  tubing. 

CF&I  has  also  started  construction 
of  a  second  continuous  caster  and 
'  seamless  tube  mill.  This  cross-rolled 
'  piercing  and  elongating  type  seam- 
>  less  mill  will  be  the  first  of  its  kind  in 
the  U.S.  Costing  over  $140  million, 
this  advanced- technology  facility  will 
virtually  double  CF&l's  annual  pro- 
,  duction  of  oil  country  tubular  prod- 
ucts. When  completed  in  1983  it  will 
!  have  the  capacity  to  produce  11,162 
miles  of  seamless  tubing  every  year. 

For  more  information  on  a  com- 
pany that's  growing  from  strength, 
write  for  our  annual  report. 


Crane- a  leader  in  steel, fluid  and 
pollution  control  equipment,  ce- 
ment, building  products,  aero- 
space and  aircraft  systems. 


CRANE 

® 


Crane  Co.,  300  Park  Avenue 
New  York,  NY  10022. 


Iaxing  Matters 

the  first  year.  Commission  payments 
so  far  this  year  have  totaled  S42  mil- 
lion. Since  much  of  Baldwin's  $62.5 
million  profits  are  tax-sheltered,  it 
can't  make  use  of  that.  That's  where 
Kroger  comes  in. 

Kroger  is  in  the  midst  of  a  ten-year, 
$1.3  billion  development  program, 
with  almost  25%  of  that  being  spent 
this  year  alone.  Funding  that  has  not 
been  easy.  "At  these  rates  we  wanted 
nondebt  financing,  but  we  did  not 
want  to  make  a  stock  issue  at  the 
current  market  price,"  says  William 
Sinkula,  Kroger's  vice  president  for 
finance. 

With  those  problems  in  mind,  one 
of  Kroger's  directors,  Morley  Thomp- 
son, had  a  brainstorm.  He  is  also 
president  of  Baldwin-United  and 
could  see  a  neat  fit  between  the  two 
companies'  needs.  Suddenly,  a  beauti- 
ful solution  began  to  emerge.  Kroger 
would  donate  $50  million  worth  of 
assets  to  a  new  subsidiary,  Kroco. 
Then,  Kroco  would  issue  $50  million 
of  9%  cumulative  preferred  stock  to 
Baldwin  at  par.  Cheap.  Kroco  would 
use  that  $50  million  to  buy  Kroger 
convertible  preferred,  and  Kroger 
would  take  that  money  and  use  it  to 
build  more  facilities. 

For  its  part,  Baldwin  gets  the  right 
to  convert  its  preferred  into  Kroger 
common  stock  at  $33.15  a  share  from 
January  1985  on.  That's  a  hefty  premi- 
um over  Kroger's  current  share  price 
of  $22,  but  Baldwin  is  convinced  that 
Kroger's  investment  program  will  be 
successful  and  that  success  will  be  re- 
flected in  earnings  and  share  price. 

But  there's  much  more  in  this  for 
Baldwin  than  just  a  speculative  invest- 
ment. Although  Kroger  owns  all  the 
common  stock  in  Kroco,  and  therefore 
gets  all  the  profits,  it  has  given  Bald- 
win's preferred  stock  80%  of  the  voting 
rights.  This  curious  arrangement  is 
designed  to  take  advantage  of  tax  rules 
that  say  a  company  with  80%  or  more 
of  the  voting  rights  in  a  second  com- 
pany has  to  pay  tax  on  the  second 
company's  behalf.  To  guard  against 
Baldwin's  misusing  its  80%  voting 
rights,  Kroger's  lawyers  set  up  yet  an- 
other partnership,  wholly  owned  by 
Kroco  and  Kroger,  that  keeps  operating 
control  of  the  assets  in  Kroger  hands.  So 
Kroger  gets  the  Kroco  profits,  which 
come  from  its  manufacturing  facilities 
anyway,  and  Baldwin  gets  the  tax  bill, 
which  it  can  avoid. 

What's  in  it  tor  Baldwin?  Kroco  has 
promised  to  pay  Baldwin  an  amount 
equal  to  the  full  tax  charges  it  would 
otherwise  have  paid  to  the  IRS.  So 


Baldwin  makes  a  neat  profit  on  tax 
losses  it  would  otherwise  not  have 
used,  and  Kroger  gets  some  cheap 
financing. 

Neat. — Eamonn  Fingleton 


Round  two 

Within  the  next  few  weeks  Con- 
gress will  probably  start  hearings 
on  a  second  tax  bill.  This  time  it  will 
likely  be  a  combination  of  small  rev- 
enue-raising measures. 

Senator  Robert  Dole  (R-Kan.), 
chairman  of  the  Senate  Finance  Com- 
mittee, has  listed  a  number  of  likely 
subjects  for  the  hearings,  many  of 
which  will  probably  show  up  on  the 
bill.  Right  now  the  subjects  are  very 
general  in  nature,  but  the  special  in- 
terest groups  affected  are  already  gird- 
ing their  loins  for  the  battle.  The  lead- 
ing candidates: 

e  The  completed  contract  method 
of  accounting,  which  allows  compa- 
nies to  forego  recognition  of  revenues 
and  hence  taxes  until  a  job  is  fin- 
ished— say  in  the  building  of  a  ship  or 
an  airplane — will  probably  be  amend- 
ed. In  fact,  there  will  be  an  attempt  to 
do  away  with  the  completed  contract 
method  altogether,  for  tax  purposes, 
leaving  all  companies  on  the  percent- 
age of  completion  method. 

•  Residential  and  business  energy 
tax  credits  will  either  be  cut  back  or 
cut  out  altogether. 

•  The  highly  controversial  subject 
of  industrial  development  bonds  will 
doubtless  be  discussed.  Originally  de- 
signed to  help  communities  foster 
certain  types  of  business  with  tax-free 
bonds,  the  IDBs  have  frequently  been 
abused.  McDonald's  and  K  marts  have 
often  been  built  with  IDB  financing, 
and  the  Treasury  doesn't  like  tax  dol- 
lars going  to  subsidize  such  activities. 

•  Prodded  by  the  IRS,  Congress  will 
probably  institute  some  administra- 
tive rules  to  help  tax  collection  and 
enforcement. 

•  The  tax  threshold  for  unemploy- 
ment compensation  may  be  lowered 
to  make  more  of  those  dollars  taxable. 

•  Although  the  first  big  tax  bill  took 
steps  to  reduce  the  total  corporate  tax 
payments,  this  bill  will  head  in  the 
other  direction.  Congress  will  search 
for  easily  eliminated  deductions  from 
corporate  tax  payments. 

This  is  quite  a  change.  Months  ago, 
when  Dole  first  talked  about  the  idea 
of  a  second  tax  bill,  he  was  clearly  in 
favor  of  a  so-called  revenue  neutral 
bill,  which  would  simply  shift  around 
tax  dollars.  Now  there's  no  doubt  that 
the  Administration  needs  a  tax  bill 
that  will  move  dollars  in  one  direc- 
tion— to  Uncle  Sam's  pockets. 
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How  International  Paper  keeps 
more  jcracklLn  the  cracker 


With  a  new  paper  can  that  saves  food  processors  crisp  dollars 


International  Paper's  research 
people  saw  it  coming— higher  and 
higher  costs  for  the  cans  and 
packages  food  processors  have  to 
put  their  products  in  to  keep 
them  fresh  all  the  way  to  con- 
sumers' pantries. 

So  four  years  ago  we  set  to 
work. 

The  result?  Canshield.™  It's  a 
new  paper  container  that  shields 
the  food  inside  as  effectively 
as  the  boxes  you  usually  find 
crackers  and  snacks  in  — but 
for  much  less. 

Extra  protective  layers 

IP's  Canshield  container  is 
basically  paperboard  from  top  to 
bottom.  But  IP  packaging  engi- 
neers can  add  layers  of  other 
protective  materials,  depending 
on  how  much  it  takes  to  protect 
what's  inside. 

Our  tops  are  easier  for  people 
to  pop  open.  And  they  seal  in 
freshness  well. 

You're  familiar  with  the  spiral- 
wound  orange  juice  container.  It 
has  to  be  labelled  diagonally  and, 
like  wallpaper,  over  and  over— 
unless  the  packager  wants  to  go 
to  the  expense  of  adding  a  full- 
size  label  later. 

Canshield  is  a  single  piece. 
The  package  is  the  label.  You 


Inside  story:  We  can  make  a  special 
packaging  recipe  to  protect  each  food 
inside  Canshield  by  combining  layers 
oj  paper,  plastic  and  foil. 

don't  have  to  slap  one  on  in  a 
costly  extra  step.  And  because  we 
consider  the  whole  picture,  we 
helped  design  the  machine  that 
makes  Canshield  and  we  supply 
it.  IP  engineers  even  designed  a 
special  corrugated  carton  to  pro- 
tect those  Canshield  containers 
on  the  way  to  market. 

Canshield's  construction  can 
save  a  food  processor  up  to  20% 


over  bag-in-box  cracker  boxes, 
for  example,  and  up  to  33%  over 
spiral-wound  cans. 

Other  big  savings 


It  can  also  save  him  up  to  90% 
on  floor  space.  Canshield  cans 
are  formed  from  flat  blanks 
where  the  product  is  filled  right 
in  the  processor's  plant.  That 
saves  him  on  the  cost  of  shipping 
empty  containers,  too. 

As  you  can  imagine,  makers  of 
cocoa,  dry  soups,  snacks,  and 
other  foods  are  looking  to  benefit 
from  the  initiative  our  research 
people  took. 


Do  you  have  a  packaging 
problem?  Call  on  IP. 


At  IP  we  think  of  ourselves  as 
problem  solvers.  Many  times, 
like  this  time,  we  anticipate  cus- 
tomer needs.  Other  times,  they 
call  on  us  to  solve  their  problems. 

IP  has  ways  to  crack  the  tough- 
est problem.  Call  on  us— toll  free: 

(800)  223-1268 

In  New  York  State:  (212)  599-3194. 
Or  write  to:  International  Paper 
Company,  77  West  45th  Street, 
New  York,  NY  10036. 


® 


INTERNATIONAL 

PAPER 

COMPANY 


Shelf  life  tests  show  that  crackers— and  other 
ods-stay  as  fresh  packed  in  IP's  new  paper  Canshield 
ntainer  as  they  do  in  boxes— and  at  less  cost. 


FOR  FLIGHTS  OF  FANCY.. A  BATH  WORTH  THE  TRIP 


Introducing  the  Infinity  oo 
Bath  Whirlpool Tv  Your  mother 
always  told  you  sharing  was 
a  virtue,  now  Kohler  makes  it 
practical,  relaxing  and  good 

Infinity  00  ($  me  same 
length  as  a  conventional 


bath  but  its  extra  width 
broadens  bathing  pleasures 
infinitely  It's  a  luxurious.  20 
inch  deep,  body-contoured 
whirlpool  A  control  panel 
eliminates  spouts;  making 
sharing  comfortable  as  well 
as  beautiful 


Your  dreams  of  Infinity  00 
can  be  realized  in  Expresso 
or  a  variety  of  Kohler  deco- 
rator colors  So.  whether  you're 
interested  in  luxurious  bathing, 
invigorating  massage  or  just 
togetherness.  Infinity  00 
offers  more  for  one    or  for 


two  than  just  tea 

For  a  full-color  catalog  of 
Kohler  products  for  kitchen, 
bath  and  powder  room, 
check  the  Yellow  Pages  for  a 
Kohler  showroom  near  you 
or  send  SI  00  to  Kohler  Co.. 
Dept  ALN.  Kohler.  Wl  53044 


THE  BOLD  LOOK 

KOHLER 


Copyngnt  1981  Romp  Co 


The  Up-And-Comers 


Xidex  sounds  very  high  tech.  But  its  success 
owes  more  to  tight  cost  control  and  manu- 
facturing proficiency  than  to  innovation. 


Crumbs  from 
a  movable  feast 


By  William  Harris 


Little  Sunnyvale,  Calif. -based 
-  Xidex  (sales,  $73  million)  has 
I  become  the  world's  largest 
maker  of  duplicate  microfilm,  with  an 
estimated  60%  of  the  $100  million 
market  against  competition  from  the 
likes  of  Kodak,  3M  and 
GAR  In  the  process  Xidex 
has  also  managed  to  aver- 
age better  than  a  34%  re- 
turn on  equity  from  1976  to 
1980,  reduce  debt  from 
60%  of  capitalization  to 
just  10%  during  the  same 
period  and  produce  a  44% 
average  earnings  growth 
rate.  Since  then,  sales  and 
earnings  have  been  growing 
about  25%,  a  pace  Presi- 
dent Lester  L.  Colbert  ex- 
pects to  maintain  through 
fiscal  1982,  ending  fune  30. 

Colbert  makes  no  bones 
about  the  secret  of  Xidex' 
success: 

"I'd  like  to  claim  our  mi- 
crofilm is  enormously  supe- 
rior to  other  films,  but  it's 
not,"  he  says  in  a  raspy 
voice.  "We  are,  however, 
the  low-cost  producer." 

Colbert  seems  to  take  an 
almost  perverse  pleasure  in 
the  fact  that  Xidex  operates 
at  the  lowest  rung  techni- 
cally of  the  burgeoning  in- 
formation storage  and  re- 
trieval industry.  The  name 
of  his  company,  dreamed 
up  by  an  advertising  agen- 
cy, conjures  the  image  of 
high  technology,  as  does  its 
Silicon  Valley  address.  But 


as  Colbert  is  the  first  to  point  out, 
what  Xidex  makes  is  about  as  high 
tech  as  typewriter  ribbon.  Further- 
more, the  microfilm  Xidex  turns  out 
today  is  not  substantially  different 
from  the  stuff  it  started  manufactur- 
ing in  1969. 
In  essence,  Xidex  buys  large  rolls  of 


Xic 
"I 


lex  Pre 
knew 


'sidenl  Lester  Colbert  holding  his  duplicate  microfilm 
a  good  scientist  when  I  saw  one." 


polyester  film  base  from  outfits  like 
Du  Pont,  coats  that  film  with  light- 
sensitive  chemical  emulsions,  then 
cuts  and  packages  the  finished  prod- 
uct. It's  not  a  complicated  process. 
The  trick  is  yield:  getting  as  much 
film  across  the  coating  lines  as  fast  as 
possible,  while  maintaining  coating 
consistency.  Here  Xidex  has  some 
proprietary  technology.  "Rest  as- 
sured," says  Colbert,  "you  can't  just 
pull  out  a  cookbook  and  start  coating 
films." 

Aside  from  that,  the  secret  to  Col- 
bert's success  is  watching  costs  as 
closely  as  a  starving  hawk.  For  exam- 
ple, he  ships  his  finished  product  in 
the  same  cardboard  boxes  that  Du 
Pont  used  to  ship  Xidex  the  film 
stock.  Duplicate  microfilm,  after  all, 
is  a  commodity  product  competing 
mainly  on  a  price  basis.  Each  year 
some  40%  of  Xidex'  revenues  are 
booked  from  competitive  bidding. 

The  market  is  obvious:  Bank  of 
America,  one  of  Xidex'  long-standing 
customers,  generates  blizzards  of  pa- 
perwork daily,  much  of  which  has  to 
be  stored,  copied  and  distributed  to  its 
1,100  branches.  All  those 
canceled  checks  may  give 
Bof  A  a  pain  in  the  neck,  but 
they  make  Lester  Colbert's 
heart  skip  a  beat.  Or  look  at 
the  scrolls  of  the  New  York 
Times  microfilm  found  in 
4,500  libraries  around  the 
world.  They  are  also  printed 
on  Xidex  duplicate  film. 

Couldn't  a  company  like 
Eastman  Kodak  easily 
squash  one-product  Xidex, 
either  through  innovation 
or  by  undercutting  Col- 
bert's prices?  Sure.  But,  as 
Colbert  correctly  guessed, 
the  market  for  duplicate 
microfilm  is  too  small  and 
slow-growing  for  such  gi- 
ants to  fret  about.  Besides, 
any  attempt  now  to  wipe 
Xidex  off  the  face  of  the 
map  would  probably  bring 
the  Federal  Trade  Commis- 
sion charging  in,  screaming 
antitrust. 

Colbert  knows  all  about 
the  FTC.  In  March  1979  he 
bought  a  small  microfilm 
outfit  in  New  Orleans  for  $4 
million,  only  to  shutter  the 
operation  three  months  lat- 
er. Colbert  maintains  he 
doesn't  need  the  plant  ca- 
pacity right  now  and  will 
reopen  it   later.   But  the 
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It's  easy  to  see  that  the  Scots  invented  golf. 
No  other  game  demands  such  a 
conscientious  approach,  both  to  the  rules  of  play 

and  the  basic  skills. 

And,  according  to  Wilson  Sporting 
^>ds,  that's  absolutely  in  character. 

"The  workmanship  in  our  Scottish  plant  is 
s  high  a  quality  as  I've  seen  anywhere,"says  Bill 
m  wdon,  managing  director  of  their  operation  in 

"Its  hard  to  believe  but,  on  certain  details, 
imposed  standards  of  the  men  have  been 
vn  to  exceed  ours.'' 


It's  a  skilled  and  stable  workforce.  And 
it's  given  Wilson's  18  trouble-free  years. 
Better  than  par? 

More  than  200  US  companies  in  Scotiand. 
including  multi-nationals  like  IBM  and  Levi- 
Strauss,  report  excellent  industrial  relations. 

And  American  families  get  on  just  as  well 
on  the  domestic  front 

They  enjoy  a  common  language,  good 
housing  and  better-than-average  schools. 

Remember  Scotland  offers  everything 
vou  need  to  set  up  a  profitable  base  in  Europe, 
including  attractive  grants,  loans,  allowances  and 


ax  schemes. 

And  its  all  available  from  a  single  source- 
he  government-backed  Locate  in  Scotland 
bureau. 

Just  send  the  coupon. 

You'll  never  come  closer  to  a  hole  in  one. 

Locate  in  Scotland. 


For  further  information,  clip  this  coupon  and  mail  to  SDA,  9  West 
57th  Street,  New  York,  NY10019  or  11th  Floor,  465  California  Street, 
San  Francisco,  CA  94104.  FB  2 

NAME  :  


COMPANY . 
ADDRESS  _ 


'SCOTTISH 
UKU.UH'MKNT 
IG1  Nl  l 


Tel 


J 


Icottish  Development  Agency,  9  West  57th  Street,  New  York,  NY  10019.  Telephone  212  867  1066. 11th  Floor,  465  California  Street, 
.an  Francisco,  CA  94104.  Telephone  415  393  7703/4. 120  Bothwell  Street,  Glasgow,  G2  7JP.  Telephone  041-248  2700.  Telex  777600. 

his  material  n  published  by  the  Scottish  Development  Agency,  9 We*  57th  Street,  New  York,  NY  WON, which  is  reKisiered  under  the  Foreign  Agents  Registration  Act,  a*  an  Agem  y  of  the  Scottish  Development  Agency,  Glasgow. 

otland  Thtl  material  iv  filed  with  the  IXparimeni  of  Justice  where  the  required  registration  statement  it  available  for  puhlic  inspection  Registration  doe*  n<il  indj.  ate  approval  o(  thiv  material  b\  the  United  Slates  C  iovernment 
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shutdown  looked  mighty  suspicious 
to  the  FTC,  who  filed  suit  against 
Xidex  earlier  this  year.  "The  FTC  is 
simply  making  work  for  its  young  at- 
torneys," snaps  Colbert  angrily.  "It 
makes  me  want  to  vomit."  Colbert 
says  the  suit,  costing  Xidex  thousands 
of  dollars  in  legal  fees,  won't  be  re- 
solved for  years. 

While  Colbert's  managerial  savvy 
made  Xidex  king  of  the  microfilm 
molehill,  he  isn't  the  man  who  in- 
vented the  coating  technology  or 
spotted  the  market.  Those  credits  be- 
long to  five  former  Memorex  employ- 
ees, who  founded  Xidex  back  in  1969. 
The  five,  led  by  Memorex'  head  of 
research  and  development,  first  tried 
to  convince  the  Memorex  manage- 
ment of  the  worth  of  their  new  coat- 
ing technique.  Failing,  they  went  out 
on  their  own,  scraping  together  $2.1 
million  in  venture  capital,  mostly 
from  Sutter  Hill,  a  leading  venture 
capital  firm. 

The  people  with  the  good  ideas, 
however,  aren't  always  the  good  busi- 
nessmen. Two  and  a  half  years  after 
starting  Xidex,  the  Memorex  crew 
had  yet  to  show  a  profit,  despite  an 
infusion  of  an  additional  $3  million 
from  General  Dynamics'  DatagraphiX 
division,  which  makes  microfilm  du- 
plicators. The  board  grew  impatient 
and  at  that  point  started  looking  for 
new  management. 

Meanwhile,  3,000  miles  away  in 
New  York,  Lester  Colbert,  then  38, 
was  sitting  in  his  Reichhold  Chemi- 
cals office,  thinking  it  was  time  to 
throw  in  the  Reichhold  towel.  An  ele- 
gantly tailored  man  with  a  degree  in 
history  from  Princeton  and  a  Harvard 
M.B.A.,  Colbert,  the  son  of  Chrysler's 
former  president,  had  put  in  12  years 
with  Reichhold  and  was  senior  vice 
president  of  administration  and  a 
board  member.  But  Colbert  realized 
he  wouldn't  have  a  shot  at  running 
the  company  as  he  had  hoped. 
Founder  H.H.  Reichhold  was  not 
about  to  hand  over  the  management 
reins  then,  and  still  hasn't  done  so 
today  at  the  age  of  80. 

Colbert  telephoned  a  friend  who 
was  a  partner  at  venture  capitalists 
Hambrecht  &  Quist.  Did  he  know  of 
any  chief  executive  openings  on  the 
West  Coast?  That  friend  directed  him 
to  Sutter  Hill.  There,  Colbert  ran  into 
an  old  college  chum,  Paul  Wythes, 
who,  in  turn,  steered  him  into  the 
offices  of  Xidex. 

"I  knew  a  good  scientist  when  I  saw 
one,"  Colbert  says,  recalling  his  intro- 
duction to  the  founders  of  Xidex,  "and 


1  thought  the  product  was  good,  but 
the  financing  was  in  terrible  shape." 
Colbert  decided  to  gamble  on  his  own 
cash  management  skills  and  took  the 
plunge. 

While  Colbert  was  busy  fending  off 
creditors,  Brendan  Cassin,  one  of  the 
original  Memorex  defectors,  was  al- 
ready marketing  Xidex'  product 
through  the  equipment  manufacturers 
whose  machines  used  duplicate  mi- 
crofilm. That  way,  piggybacking  off 
outfits  like  DatagraphiX,  there  was  no 
need  to  set  up  an  extensive  sales  force. 
It  worked  like  a  charm.  Even  today, 
Xidex  maintains  a  minimal,  six-man 
sales  force. 

With  its  marketing  problem  solved 
and  aided  by  Colbert's  financial 
knowhow,  Xidex  finally  started  show- 
ing a  profit  in  the  summer  of  1973. 
That  persuaded  Hambrecht  &  Quist 
and  Sutter  Hill  to  put  in  some  more 


Twelve  firms  now  make 
floppy  disks,  including  IBM 
and  Hitachi.  But  Colbert  is 
unimpressed.  He  has  no  in- 
tention of  making  a  techno- 
logically superior  product, 
just  a  cheaper  one.  And 
here  he  has  an  advantage. 
Stamping  out  floppies  is 
similar  to  what  Xidex  al- 
ready does  efficiently. 


money.  These  two  backers  still  own 
7%  and  16%,  respectively,  of  the  3.8 
million  shares  outstanding.  The 
stock,  which  they  carry  on  their 
books  at  59  cents  a  share,  now  sells 
for  $25  a  share. 

When  we  say  that  this  success  owes 
much  to  penny-pinching,  it  is  only 
fair  to  add  that  there  is  one  area  where 
Colbert  does  not  believe  in  being 
tightfisted:  employee  compensation. 
Many  of  Xidex'  600  employees  work 
on  a  bonus  scheme,  earning  extra 
compensation  according  to  individual 
productivity.  Colbert,  also  part  of  the 
plan,  doesn't  do  badly  for  himsclt  ci- 
ther. Last  year  he  earned  a  healthy 
$204,000. 

Colbert  has  big  plans  for  Xidex.  Last 
December  he  floated  a  cheap  8V4%, 
$20  million  convertible  subordinated 
bond  offering,  very  nearly  doubling 
the  company's  capitalization. 

That  money  is  earmarked  for  new 
businesses  that  Colbert  believes  will 
insure  Xidex'  future  growth.  Late  last 
year  Colbert  paid  $10.5  million  for 
Wisconsin-based  Micron  Corp.  Mi- 
cron makes  microfilm  readers.  Like 
duplicate  microfilm,  Colbert  sees 
readers  as  consumables.  "They're  not 


the  type  of  equipment  you'd  call  in  a 
serviceman  for  if  something  goes 
wrong,"  Colbert  explains.  "It's  easier 
to  buy  a  new  one,  as  they  cost  only  a 
couple  of  hundred  dollars  apiece."  Be- 
sides, he  adds  with  a  wry  smile,  mi- 
crofilm readers  wear  out  in  two  or 
three  years  anyway. 

Colbert  claims  Micron  now  ranks 
number  two  in  the  $115  microfilm 
reader  market,  trailing  Bell  &  Howell's 
Micro  Design  division.  He  expects  to 
push  Micron  into  first  place  the  same 
way  he  did  Xidex  in  the  microfilm 
business:  by  becoming  the  low-cost 
producer.  "It's  a  matter  of  assembly," 
he  says  of  the  readers.  "The  only  real 
technology  in  the  thing  is  the  lens,  and 
those  all  come  from  Japan." 

Earlier  this  year  Colbert  announced 
Xidex  would  move  into  magnetic  me- 
dia, which  is  used  to  store  computer 
information.  By  fiscal  1983,  Xidex 
will  spend  $12  million  and  start  man- 
ufacturing floppy  disks.  The  market 
for  these  phonograph  record-shaped 
removable  memories,  used  in  word 
processors  and  personal  computers,  is 
already  $350  million  and  growing 
50%  annually.  Some  analysts,  in  fact, 
predict  the  floppy  disk  market  will 
reach  the  $4  billion  level  by  the  end  of 
this  decade. 

Once  again  Colbert  is  pitting 
puny  Xidex  against  the  giants. 
Twelve  firms  now  make  floppies, 
including  IBM  and  Hitachi.  But  Col- 
bert is  unimpressed.  He  has  no  in- 
tention of  making  a  technologically 
superior  product.  Just  a  cheaper  one. 
And  here  he  has  an  advantage.  After 
all,  stamping  out  floppies,  Colbert 
says,  is  similar  to  what  Xidex  al- 
ready does  efficiently.  It's  simply  a 
matter  of  coating  polyester  film 
base  with  an  iron  oxide. 

It's  a  risky  undertaking,  venturing 
out  of  Xidex'  lucrative  niche  and 
leveraging  the  company  to  the  hilt. 
But  Colbert  maintains  it's  not  as 
risky  as  it  seems. 

"We  don't  expect  we'll  have  to 
pay  off  that  $20  million,"  he  states. 
"We  think  it  will  be  converted  into 
common  stock  at  $29  a  share  long 
before  the  1995  due  date." 

But  Colbert  and  his  two  largest 
stockholders  have  the  sense  to  real- 
ize that  they  really  have  no  choice 
but  to  expand.  With  a  customer 
market  moving  as  rapidly  as  infor- 
mation systems,  no  place  can  be 
safe  for  long.  Besides,  as  Lester  Col- 
bert would  put  it,  Xidex  isn't  trying 
to  do  anything  glamorous.  It  only 
wants  to  do  what  Andrew  Carnegie 
wanted  to  do:  make  a  well-known 
product  cheaper  than  anyone 
else.  ■ 
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Between  the  prospect  and  the  fulfillment  lies  . . .  much  agony. 
But  Donald  M.  Brewer  isn't  about  to  give  up  his  dream  of 
turning  sugar  cane  waste  into  gold. 

It  only 
looks  easy 


By  Paul  B.  Brown 


Donald  M  Brewer  with  a  model  of  a  bagasse  plant 
"Our  share  could  be  $100  million  annually." 


T\  O  UNDERSTAND  FULLY  what 
Don  Brewer  has  been  going 
through  for  the  last  three  years, 
it  helps  to  recall  Tlie  Perils  of  Pauline 
serials  they  used  to  show  at  the  movie 
house.  At  the  end  of  each  episode, 
Pauline  would  find  herself  tied  to  a 
railroad  track  or  strapped  to  a  convey- 
or belt  inching  toward  a  whirring  saw. 
The  following  Saturday  she  would  es- 
cape, only  to  find  some  evildoer,  with 
a  long  black  cape  and  mustache  to 
match,  waiting  to  place  her  in  jeopar- 
dy again. 

That's  pretty  much  how  it  has  been 
for  Brewer.  No  sooner  does  he  solve 
one  problem  in  his  quest  to  commer- 
cialize a  new  process  of  turning  sugar 
cane  waste  into  alcohol,  than  another 
pops  up.  Attempts  to  tap  the  poten- 
tially vast  market  opened  up  by  Bra- 
zil's motor  alcohol  fuel  program — and 
make  a  lot  of  money  in  the  process — 
continue  to  be  as  frustrating  as  trying 
to  solve  Rubik's  Cube. 

The  story  begins  with  Brewer,  an 
agricultural  consultant,  receiving  a 
letter  from  Morris  Wayman,  a  Univer- 
sity of  Toronto  chemistry  professor. 
Wayman  knew  of  Brewer's  success  in 
setting  up  huge  food  cooperatives  in 
the  Third  World.  Wayman  had  devel- 
oped a  process  of  extracting  ferment- 
able sugars  from  agricultural  waste. 
Was  Brewer  interested? 

Interested!  Brewer,  who  had  done 
extensive  work  in  South  America, 
knew  of  Brazil's  goal  of  having  45%  of 
its  cars  run  on  alcohol  fuel  by  1985,  up 
from  the  current  10%.  He  sensed  a 
golden  opportunity.  "The  market  is  so 
huge,  I  don't  like  to  talk  about  it," 
Brewer  says  in  a  soft  drawl.  When 
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ONE  OF  THE  LARGEST  BANKS 
IN  THE  WORLD  IS  TAKING  A  NEW 
PATH  TO  INTERCEPT  THE  FUTURE. 


BECAUSE  YOU  NEED  A  LEADER 
IN  THE  MONEY  MARKETS 
OF  THE  WORLD. 


This  has  been  a  period  of  record  levels  of 
interest  rates  coupled  with  swift  and  sharp 
movements  in  currency  values. Therefore, 
the  decisions  faced  by  corporate  financial 
officers  and  institutional  portfolio  mana- 
gers have  been  fraught  with  hazard  to  a  far 
greater  degree  than  was  the  case  just  a  few 
years  ago. 

We  at  Bankers  Trust  Company  believe 
that  the  global  financial  intermediary  in 
this  charged  financial  environment  should 
assume  a  leadership  role.  To  fulfill  that 
role,  we  began  to  plan  for  volatile  financial 
markets  several  years  ago.  This  entailed 
reorganizing,  integrating  and  actively  man- 
aging our  worldwide  money  and  securities 
markets  businesses  and  information  sys- 
tems. This  strategic  shift  not  only  has 
enhanced  our  own  position  in  world  finan- 
cial markets,  but,  more  importantly, 
enabled  us  to  provide  maximum  assistance 
to  our  customers. 

For  example,  we  help  multinational  cor- 
porate and  institutional  clients  to  focus  on 
relationships  between  various  markets, 
domestic  and  international,  cash  and 
futures.  Specific  market  sectors  served  in- 
clude U.S.  Treasury  and  Agency,  Tax 
Exempt,  Eurosecurities,  Liability  Instru- 
ments and  Foreign  Currencies.  We  also 
work  closely  with  our  clients  in  formulating 
market  programs  and  managing  risk 
exposure.  We  can  even  act  as  agent  and 
advisor  for  major  corporate  issuers  of  com- 
mercial paper. 

Our  staff  in  the  Money  Market  Center  at 
16  Wall  Street  and  the  other  financial 


centers  around  the  world  may  not  be  the 
largest,  but  it  has  been  very  carefully 
selected.  It  includes  the  specialized  and 
distinguished  Money  Market  Economics 
Group  that  helps  our  customers  with  their 
day-to-day  financial  planning.  And, 
because  we  are  one  of  the  dominant  forces 
in  the  marketplace,  trading  over  $5  billion 
daily,  our  money  market  professionals  are 
exposed  to  every  nuance  of  the  market- 
place, enabling  them  to  serve  you  better. 

At  Bankers  Trust,  the  money  and  securi- 
ties markets  represent  a  core  business,  not 
just  a  sideline.  This  emphasis  has  enabled 
us  to  produce  a  track  record  of  high  profit- 
ability, year  after  year,  in  spite  of  the  most 
explosive  interest  rate  movements  in  mod- 
ern history.  The  team  we  have  assembled, 
and  our  commitment  to  outstanding 
performance  and  service,  have  paid  off 
handsomely.  We  hope  that  when  you  seek 
assistance  in  your  financial  planning  and 
decision-making  you  will  call  on  Bankers 
Trust,  the  bank  that  has  organized  itself  to 
meet  your  needs. 

jFW  Bankers  Trust 
LJ  Company 

Worldwide 

280  Park  Avenue,  Now  York,  N.Y.  10017 

Chicago,  Houston,  Los  Angeles,  Miami,  San  Francisco. 

Argentina,  Australia,  Bahamas,  Bahrain,  Belgium.  Brazil, 
Canada,  Chile.  Colombia,  Denmark,  France,  Greece,  Hong 
Kong,  India,  Indonesia,  Italy,  Japan,  Korea,  Mexico, 
The  Netherlands.  Nigeria,  Panama.  The  Philippines,  Portugal, 
Singapore,  Spain,  Switzerland,  Taiwan,  Thailand,  Tunisia, 
United  Kingdom,  Venezuela.  West  Germany,  Yugoslavia. 
Member  FDIC  ©  Bankers  Trust  Company. 


Hie  Up-And-Comers 


No  sooner  had  the  red  tape 
been  snipped  and  the  incor- 
poration papers  signed  than 
Brewer  was  confronted  with 
a  hurdle  he  may  never  be 
able  to  vault — his  market 
started  to  dry  up.  Poor  Paul- 
ine never  had  it  so  bad. 


pressed,  he  lowers  his  head  and  whis- 
pers, "Our  share  could  be  $100  million 
annually." 

It  sounds  easy,  right?  So  why  is 
Brewer  still  without  a  firm  commit- 
ment from  a  plantation  owner?  And 
why  has  he  had  to  sign  $305,000 
worth  of  personal  notes  to  keep  Brew- 
er Alcohol  Fuels  Corp.  solvent?  Be- 
cause things  are  not  always  as  simple 
as  they  appear. 

The  problem  surfaced  immediately. 
While  Wayman's  process  worked  per- 
fectly in  the  laboratory,  it  still  had  to 
be  developed  commercially.  It  took 
two  years  to  refine  the  process  and 
equipment.  "We  must  have  gone 
through  ten  designs  and  all  kinds  of 
different  formulations  before  we  de- 
veloped the  right  combination,"  says 
Brewer,  54,  who  was  trained  as  an 
agronomist  after  growing  up  on  a 
ranch  in  west  Texas. 

Starting  with  exotic  mixtures  and 
expensive  equipment  like  titanium 
piping,  the  process  has  been  reduced 
to  this:  After  the  juice  of  the  sugar 
cane  has  been  extracted  through 
squeezing,  the  discarded  husks  and 
other  waste  from  the  grass  are  placed 
inside  a  steel  cask.  The  waste,  or  ba- 
gasse, is  subjected  to  high  heat  and 
intense  pressure.  The  bagasse  is  then 
treated  with  a  "simple"  proprietary 
acid  formula  that  separates  the  fer- 
mentable sugars.  The  sugars  are  sold 
to  a  refiner  who  converts  them  into 
ethyl  alcohol. 

Tlhe  return  could  be  staggering. 
Brewer  figures  that  by  using  his 
process  it  would  cost  a  plantation 
owner  just  17  cents  to  produce  enough 
fermentable  sugar  to  make  a  gallon  of 
ethyl  alcohol  out  of  the  bagasse  he 
used  to  throw  away.  Brewer  would 
receive  a  royalty  of  25  cents  per  gallon 
and  the  grower  could  sell  the  mixture 
for  about  $1.40.  The  plantation  own- 
er's profit  margin  would  be  about  25% 
more  than  he  is  receiving  now  for 
extracting  the  sugars  conventionally. 

In  addition,  most  of  the  ferment- 
able sugars  now  sold  are  extracted  dur- 
ing Brazil's  four-month  harvesting 
season.  "They  could  use  our  process 
on  the  bagasse  after  that  and  would  be 
able  to  run  their  equipment  345  days  a 
year,"  Brewer  says.  The  other  20  days 
would  be  used  to  clean  and  repair  the 
equipment. 

Armed  with  charts  and  projections, 
Brewer  headed  down  to  Rio  de  Janeiro 
and  Brasilia  and  promptly  ran  into 
major  roadblock  number  two.  Wend- 
ing through  the  Brazilian  bureaucracy 
was  irksome  for  a  man  who  stresses 
informality.  ("Do  I  have  to  wear  a 
tie?"  he  asked  when  told  Forbes 
would  take  his  picture.)  Brewer  found 


himself  shuttling  between  his  office 
in  Hialeah,  Fla.  and  Brazil  for  endless 
meetings,  instead  of  being  out  hawk- 
ing his  product. 

No  sooner  had  the  red  tape  been 
snipped  and  the  Brazilian  incorpora- 
tion papers  signed,  than  Brewer  was 
confronted  with  a  hurdle  he  may  nev- 
er be  able  to  vault — his  market  started 
to  dry  up.  Brazil  announced  it  was 
going  to  decrease  its  support  for  the 
alcohol  fuels  program.  Poor  Pauline 
never  had  it  so  bad. 

Brazil's  government  is  providing  a 
subsidy  for  alcohol  fuels  that  is  equal 
to  about  40%  of  the  price  of  gasoline. 
This  means  that  where  a  motorist  can 
now  buy  a  gallon  of  gas  for  about  $3.40 
in  Brazil,  a  like  amount  of  alcohol  fuel 
will  cost  him  $2.  The  problem  with 
the  subsidy,  Brazilian  officials  say,  is 
that  in  addition  to  fueling  cars,  it  is 
fueling  the  country's  inflation  rate, 
which  was  1 10%  last  year.  Govern- 
ment estimates  show  that  it  will  cost 
an  additional  $5  billion  to  $6  billion 
(in  current  dollars)  just  to  have  20% 
of  the  nation's  cars  driving  on  alcohol 
fuel  within  four  years.  So,  the  deci- 
sion was  made  to  reduce  funding. 
The  exact  amounts  of  the  cuts,  and 
how  they  will  be  apportioned,  is  still 
to  be  decided. 

A  Brazilian  official  familiar  with 
the  alcohol  fuels  program  says:  "We 
are  fighting  inflation  with  all  the 
forces  available  to  us  and  have  decided 
to  conciliate  our  goals  of  reducing  in- 
flation and  reducing  petrol  imports." 
That  boils  down  to  less  money  for 
alcohol. 

Further,  Brazilian  motorists  are  be- 
ginning to  complain  about  the  fuel. 
The  complaints  fall  into  two  categor- 
ies— cool-weather  starts  and  equip- 
ment failures.  Because  alcohol  is  a  sol- 
vent, it  loosens  the  sludge  and  dirt 
that  builds  up  under  the  hood.  That 
leads  to  engine  failure,  unless  precau- 
tions are  taken.  Once  the  government 
announced  its  alcohol  plan,  hundreds 
of  shops  specializing  in  converting  en- 
gines to  run  on  the  new  fuel  sprang  up 
like  weeds  after  a  rain.  Many  did  not 
know  what  they  were  doing,  and  en- 
gine problems  such  as  clogged  filters, 
blocked'  carburetors  and  worse 
mounted.  The  difficulties  were  aggra- 
vated by  Brazil's  decision  to  ban  gaso- 
line sales  on  weekends.  Some  drivers 
who  found  themselves  with  empty 
gas  tanks  on  a  Saturday  or  Sunday 
pumped  the  alcohol  into  their  cars, 
with  no  preparation  at  all.  Problems 
followed. 

And  try  starting  an  alcohol-powered 
vehicle  once  the  temperature  falls  be- 
low 60  degrees  Fahrenheit!  The  engine 
takes  forever  to  catch.  As  motorists  in 
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the  cooler  southern  part  of  Brazil 
learned  the  hard  way,  there  are  ways 
around  the  problem.  Some  auto- 
mobiles are  now  equipped  with  a  de- 
vice that  will  pump  small  amounts  of 
gasoline  directly  into  the  carburetor, 
when  a  dashboard  button  is  pushed. 
There  are  also  alcohol  heating  devices 
available.  The  problem  with  these  op- 
tions is  that  they  may  not  always 
work  on  the  first  try. 

Is  Brewer  now  discouraged?  Was 
Pauline? 

Brewer  says  the  problem  of  faulty 
conversions  has  been  fixed  by  the 
government  inspection  program  that 
now  keeps  a  watchful  eye  on  the  con- 
version shops.  When  a  car  undergoes  a 
government-approved  conversion,  a 
sticker  is  then  placed  on  the  back 
window.  Without  that  sticker,  a  mo- 
torist is  not  allowed  to  buy  alcohol 
fuel,  and  that  takes  care  of  the  week- 
end problem  as  well. 

What  about  the  cutback  in  funding? 
"I  can't  prove  this,  but  I  would  guess 
Brazil  probably  overspent  by  billions 
when  they  first  started  on  the  alcohol 
program,"  Brewer  says.  "Now  they 
are  evaluating  each  project  on  a  case- 
by-case  basis  and  that's  good  because 
they  have  stopped  throwing  money  at 
the  problem.  But  I  don't  need  money 
from  the  government.  The  people 
who  will  need  the  process  are  the 
plantation  owners  who  will  be  putting 
in  the  equipment."  Brewer  estimates 
each  grower  will  spend  between  $2.5 
million  and  $6  million  to  handle  the 
bagasse.  Even  in  Brazil,  that's  a  lot  of 
sugar  cane.  Brewer  says  the  necessary 
equipment  should  pay  for  itself  in 
three  years.  "The  growers  will  be  ap- 
plying for  loans,  not  grants,  and  I  have 
been  assured  that  the  money  will  be 
available." 

Well,  maybe.  A  Brazilian  official 
who  has  worked  closely  with  Brewer 
says  his  government  has  made  no 
guarantees.  "There  is  a  distinction  be- 
tween Mr.  Brewer's  claims  and  what 
could  happen,"  he  says.  "We  will  con- 
tinue to  look  at  Brewer's  idea,  as  well 
as  others  that  appear  promising." 

Apparently  everything  will  hinge 
on  a  pilot  plant  Brewer  hopes  to  have 
operating  next  month.  The  model  will 
yield  3,600  gallons  of  alcohol  a  day 
and  should,  Brewer  says,  convince  the 
government  and  serve  as  the  final  in- 
ducement to  plantation  owners. 

"There  is  no  doubt  about  the  pro- 
cess working,"  Brewer  says.  "We 
should  have  the  contracts  signed  with 
the  plantation  owners  sometime 
around  Christmas."  It  would  be  a  nice 
present. 

But  isn't  that  a  man  in  a  black  cape 
lurking  in  the  shadows?  ■ 


Enough  is  enough. 


Our  special  money  market  fund  will 
help  get  the  IRS  out  of  your  pocket.  It 
offers  tax-free  income*  with  solid 
stability. 

□  Income  free  of  Federal  income  taxes. 

□  $1.00  a  share  value. t 

□  Minimum  investment  just  $1,000. 

□  Prompt  liquidity.  A  toll-free  phone 
call  gets  your  money  back. 

□  Free  checkwri  ti  ng  over  $500. 

□  No  interest  penalty  for  early  with- 
drawal. No  sales  commission. 

□  Easy  to  change  investment  strategy. 
Switch  to  other  T.  Rowe  Price  Funds 
by  phone  without  charge. 

Call  toll-free  1-800-638-5660. 
In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 


T  Rowe  Price  Tax-Exempt  Money  Fund,  Inc. 


A  No-Load  Fund.  T.  Rowe  Price  Marketing,  Inc.  Dept.  A6.  100  E.  Pratt  St.,  Baltimore,  MD  21202 


Name. 


Address. 


City  State  Zip  

For  more  complete  information,  including  management  fee  and  other  charges  and  expenses,  obtain  a 

prospectus.  Read  it  carefully  before  you  invest  or  send  money. 

*  Income  may  be  subject  to  state  and  local  taxes.   fRounded  to  the  nearest  cent. 
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The  way  we  put  it  all  tog 


American  manufacturing  has  long  been  a 
world  leader  in  productivity,  thanks  to  innovation, 
ingenuity  and  sheer  hard  work.  But  inflation  and 
overseas  competition  have  intensified  the  pres- 
sures on  U.S.  industry.  Tb  aid  in  the  fight,  IBM 
offers  tools  that  help  produce  more  and  better 
products. 

For  example,  scores  of  businesses,  from  heavy 
equipment  and  electronics  to  pharmaceuticals  and 
:onsumer  goods,  use  IBM  programs  known  as 


COPICS  (Communications  Oriented  Productio 
Information  and  Control  System)  for  forecasting 
requirements  planning,  inventory  managemen 
and  production  planning  and  control.  On  the  fac 
tory  floor,  rugged  IBM  3640  terminals  help  trac 
materials  for  products  like  aircraft,  automobile 
and  farm  equipment,  as  well  as  monitor  job  com 
pletion  and  hours  expended. 

Another  IBM  offering  called  CADAM®  help, 
designers  go  from  concept  to  final  product  in  hour 


s  CADAM  is  a  registered  trademark  of  the  Lockheed  Corporatio 


ler  is  what  sets  us  apart. 


and  days,  instead  of  weeks  and  months.  Engi- 
neers can  redesign  products  on  the  screen  of  a 
terminal  and  then  press  a  few  keys  to  update 
hundreds  of  related  plans  and  drawings.  CAD  AM 
can  also  convert  a  completed  design  into  programs 
for  numerical  control  of  machine  tools. 

IBM  manufacturing  industry  specialists  can 
help  you  plan  and  install  a  broad  range  of  applica- 
tions with  a  proven  history  of  gains  in  productiv- 
ity. That  kind  of  support  helps  make  the  sum  of  all 


we  offer  something  greater  than  its  parts.  That's 
why  we  say  that  the  way  we  put  it  all  together  is 
what  sets  us  apart.  For  information  write  IBM 
Data  Processing  Division,  Department  68N,  Man- 
ufacturing Marketing,  1133  Westchester  Avenue, 
White  Plains,  NY  10604. 


Data  Processing  Division 


Westin  Hotels  gives  you  the  graceful  exit. 


Check  out  without  waiting  with 
American  Express  Card  Express  Serxice 
and  check  in  without  worrying. 

Express  Service"  doesn't  just  guarantee  you 
a  fast  exit,  hut  a  graceful  exit.  One  with  no 
waiting.  No  worries.  Just  ask  for  it  when 
you  call  to  make  an  American  Express8 
Card  Assured  Reservation'"  at  Westin 
Hotels  (formerly  Western  International). 

W'hen  you  check  in,  just  show  the 
American  Express  Card.  Sign  your  name. 
Pick  up  your  key.  And  your  "Express 
Check-out"  envelope.  Then  head  for  the 
comfort  of  your  room. 

Hello  Westin 

Unpack  and  unwind  in  the  warmth 
and  hospitality  of  your  Westin  hotel. 
You're  sure  to  enjoy  the  experience.  After 
all,  Westins  are  grand  hotels.  Very  grand. 
Hotels  like  The  Plaza  in  New  York.  The 
Westin  St.  Francis  in  San  Francisco.  And 
The  Westin  Peachtree  Plaza  in  Atlanta. 

There's  a  saying  that  the  only  bad 
thing  about  staying  at  a  Westin  hotel  is 
that  eventually  you  have  to  leave.  But 


then  with  American  Express  Card  Express 
Service,  even  that  is  a  pleasure. 

Good-bye  Westin 

Just  place  your  key  in  the  "Express 
Check-out"  envelope.  Fill  out  the  check- 
out form  inside.  Drop  it  off  at  the  front 
desk.  And  depart.  Your  receipt  will  be 
mailed  to  you  within  three  working  days. 

For  an  American  Express  Card 
Assured  Reservation,  just  call  your  travel 
agent.  Or  in  the  continental  U.S., 
800-228-3000.  In  Canada,  800-268-8383 
(Toronto,  368-4684).  Then  not  only  can 
you  get  Express  Service,  but  with  an 
Assured  Reservation  you're  guaranteed  a 
room.  Even  if  you  arrive  hours  after  your 
check-in  time*  If  your  plans  change,  call 
Westin  before  6  pm  their  time,  (4  pm 
at  resorts)  to  get  a  cancellation  number  so 
you  won't  be  billed. 

Ask  for  American  Express  Card 
Express  Service  at  any  Westin  in 
the  continental  U.S.  or  Canada. 
And  check  out.  Gracefully. 

Don't  leave  home  without  it. 


♦And  should  a  room  not  be  available  when  you  arrive,  Westin  will  pay  for  your  room  at  a  comparable  hotel,  transportation  there,  and  a  phone  call. 


Westin  Hotels 


UNITED  STATES 
Atlanta 

The  Westin 
Peachtree  Pla:a 
Boston 

The  Westin 
(July  1983) 
Chicago 

The  Westin 
Cincinnati 

The  Westin 
Costa  Mesa, 
Orange  County,  CA 

The  Westin  South 
Coast  Plaza 
Dallas 

The  Westin 
(Early  1983) 
Detroit 

The  Westin 
Detroit  (Southfield) 

Michigan  Inn 
Hawaii,  Honolulu 
(Waikiki) 

The  Westin  Ilikai 
Hawaii,  Maui  (Wailea) 

The  Westin  Wailea 
Houston 

The  Westin  Gallena 

The  Westin  Oaks 
Kansas  City,  MO 

The  Westin 
Crown  Center 
Los  Angeles 

Century  Plaza 

The  Westin 
Bonaventure 
(Downtown) 
New  York 

The  Plaza 
Philadelphia 

Bellevue  Stratford 
Phoenix 

The  Arizona 
Bi  It  more 
Portland,  OR 

The  Westin  Benson 
San  Francisco 

The  Westin  Miyako 

The  Westin 
St.  Francis 
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Numbers  Game 


Issuing  a  qualified  opinion  can  be  bad  for 
the  auditor.  So  guess  who  is  trying  to  get 
rid  of  qualified  opinions? 


The  end  of  the 
red  flag? 


By  Jane  Carmichael 


A subject  to'  clause  qualifying 
an  auditor's  opinion  is  a  very 
dangerous  thing  for  the  auditor 
to  write,"  says  I.  Walton  Bader,  a  hy- 
peractive class-action  lawyer  who 
spends  his  spare  time  riffling  through 
annuals  in  search  of  these  clauses.  "It 
indicates  that  the  auditor  at  least 
questioned  some  particular  transac- 
tion. And  where  there's  smoke  there's 
fire."  To  someone  like  Bader,  that's 
the  signal  to  go  back  over  the  rest  of 
the  annual  report  with  a  magnifying 
glass,  looking  for  other  potential  trou- 
ble spots  the  auditor  may  not  have 
flagged — and  maybe  to  sue  him  for 
negligence. 

You  might  think  auditors  would 
move  to  protect  themselves  from  men 
like  Bader  by  issuing  more  qualified 
opinions — those  sentences  in  the 
auditor's  letter  that  say,  "Subject  to 
the  outcome  of  this  or  that  contingen- 
cy, these  financial  statements  are 
okay  by  me."  After  all,  even  Bader 
admits  that  there  isn't  much  he  can 
do  about  contingencies  the  auditor  did 
flag.  Instead,  the  American  Institute 
of  Certified  Public  Accountants' 
(AICPA)  computer  shows  a  precipi- 
tous decline  in  the  number  of  quali- 
fied opinions  issued  over  the  last  de- 
cade— from  80  (out  of  500  companies) 
in  1972,  to  just  31  in  1980.  And  now 
the  AICPA  is  trying  to  get  rid  of  "sub- 
ject to"  entirely.  (In  1977,  the  last 
time  they  tried,  they  were  stymied  by 
the  Securities  &  Exchange  Commis- 
sion; this  time,  however,  the  SEC 
seems  to  be  more  favorably  disposed 
to  consider  the  proposition.) 

Says  Bob  Elliott,  a  partner  with  Peat 
Marwick  and  one  of  the  most  vocal 


opponents  of  "subject  to,"  "The  audi- 
tor who  favors  retaining  the  'subject 
to'  opinion  believes  that,  by  raising 
the  red  flag,  he  will  be  somehow  bet- 
ter protected  if  things  do  go  bad  later 
on.  That  means  that  the  auditor  who 
doesn't  raise  the  flag  will  be  worse 
off."  In  other  words:  As  long  as  some 
accountants  keep  issuing  qualified 
opinions,  the  world  will  not  be  safe  for 
those  accountants  who  don't.  So 
many  accountants  like  Elliott  want  to 
do  away  with  the  "subject  to"  clause 
altogether. 

Opponents  of  the  clause  insist  that 
it's  not  the  auditor's  job  to  guess  at 
the  likelihood  of  a  future  event — just 
to  certify  that  the  financial  statement 
fairly  presents  the  current  financial 
condition.  "Subject  to"  forces  them  to 
make  predictions.  When  issuing  a 
qualified  opinion,  the  auditor  makes  a 
subjective  judgment  as  to  the  likeli- 
hood of  a  contingency's  being  re- 
solved unfavorably:  the  risk  of  losing  a 
lawsuit,  for  example.  If  the  possibility 
is  only  "remote,"  he  gives  a  clean 
opinion.  If  it's  "probable,"  he  makes 
the  company  recognize  it  in  the  finan- 
cial statements,  by  reserving  for  the 
potential  loss.  But  if  it  falls  within  the 
gray  area,  or  "possible,"  he  may  give  a 
qualified  opinion  and  point  the  reader 
toward  the  relevant  footnote.  Says  El- 
liott, "The  auditor  ends  up  assuming 
part  of  the  shareholder's  investment 
risk,  when  he's  only  being  compen- 
sated to  minimize  information  risk." 

There's  nothing  wrong  with  that 
argument — theoretically.  But  this  is 
the  real  world  we  live  in.  What  about 
the  "public"  that  the  "P"  in  CPA 
stands  for?  According  to  Elliott,  the 
investor  is  supposed  to  be  sophisti- 
cated enough  to  comb  through  yards 
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Removing  the  "subject  to" 
opinion  because  it  can  be 
abused  is  rather  like  refus- 
ing to  have  silver  candle- 
sticks in  the  house  because 
the  butler  might  bean  you 
with  one  someday.  As  Ernst 
&  Whinney  partner  Norman 
Strauss  puts  it,  "The  quali- 
fied opinion  is  no  excuse  for 
poor  accounting." 


of  fine  print  in  the  footnotes  and  fig- 
ure out  tor  himself  what's  important 
and  what's  not. 


Ha. 

Even  bank  eredit  officers  admitted 
in  a  survey  that  they  use  qualifica- 
tions in  the  auditor's  letter  to  alert 
them  to  important  footnotes.  Says 
Norman  Strauss,  a  partner  at  Ernst  & 
Whinney,  "We  leel  it  is  an  important 
communication  to  help  the  reader 
find  things  he  otherwise  might  not." 
Dennis  Meals,  a  partner  with  the  Ft. 
Worth  firm  of  Rylander,  Clay  & 
Opitz,  really  lays  it  on  the  line:  "Not 
all  users  are  sophisticated  loan  officers 
or  credit  analysts.  It  all  comes  down 
to  judgment  sooner  or  later  anyway. 
Sure,  we're  not  supposed  to  be  analyz- 
ing risk,  but  really — that's  what  we 
get  paid  for." 

Another  argument  in  the  arsenal  of 
the  enemies  of  "subject  to"  is  that 
such  clauses  confuse  investors.  After 
all,  they  say,  there  are  no  specific 
guidelines  for  deciding  whether  a  con- 
tingency is  "possible"  or  merely  "re- 
mote." But  the  user  may  think  a  clean 
opinion  constitutes  a  guarantee  that 
there's  no  business  risk  at  all.  Or  if  the 
opinion  is  qualified,  the  investor 
might  think  the  company  is  going 
under  tomorrow  and  rush  out  to  dump 
his  stock.  Or  he  might  think  the  audi- 
tor is  saying  the  financial  statements 
violate  GAAP. 

All  this  stupidity  from  an  investor 
who  is  supposed  to  be  able  to  make  a 
sophisticated  analysis  of  every  foot- 
note in  financial  statements?  Come 
on,  guys.  Assets  and  liabilities  can  be 
confusing,  too — why  not  junk  the  bal- 
ance sheet? 

The  most  alarming  argument  im- 
plies that  auditors  are  lazy,  or  even 


downright  unethical.  Says  Elliott, 
"Some  auditors  allegedly  will  trade 
the  'subject  to'  opinion  for  a  lower 
level  of  disclosure."  In  other  words, 
management  says  to  the  auditor,  "If 
you  don't  make  us  reserve  for  this 
lawsuit,  we  won't  argue  if  you  give  us 
a  qualified  opinion."  It  could  work  the 
other  way  too,  of  course.  Says  Bader, 
"Clients  may  assume  a  qualified  opin- 
ion is  a  flag  to  a  bull,  causing  them 
problems  with  their  lenders  or  the 
stock  market,  and  they  may  press  ac- 
countants not  to  do  it."  It's  true  that 
tales  abound  of  bankers  threatening  to 
call  loans  if  a  client  gets  a  qualified 
opinion. 

But  removing  "subject  to"  simply 
because  it  can  be  abused  is  rather  like 
refusing  to  have  silver  candlesticks  in 
the  house  because  the  butler  might 
bean  you  with  one  someday.  As  Ernst 
&  Whinney's  Strauss  puts  it,  "The 
qualified  opinion  is  no  excuse  for  poor 
accounting." 

Several  court  cases  and  regulatory 
proceedings  have  said  as  much.  In 
one  of  these,  involving  Talley  Indus- 
tries and  Peat  Marwick  Mitchell,  the 
SEC  concluded  that  it  was  not  enough 
for  the  auditor  to  flag  the  situation  in 
his  letter  if  the  footnote  did  not  spell 
it  out  in  sufficient  detail.  This,  if  any- 
thing, should  have  proved  to  the  ac- 
countants that  full  disclosure,  while 
an  admirable  goal,  is  a  completely  sep- 
arate issue  from  qualified  opinions, 
fust  because  the  footnote  must  say  it 
all,  that  doesn't  mean  the  reader 
couldn't  use  a  little  extra  guidance 
from  the  auditor  in  the  form  of  a  "sub- 
ject to." 

Nevertheless,  says  John  Mullarkey 
of  Touche  Ross,  speculating  on  the 
decline  in  the  number  of  qualified 
opinions  issued  over  the  years, 
"Things  are  just  as  uncertain  as 
they've  always  been.  But  I  think  there 
has  been  an  increasing  assumption 
that  the  financial  statements  tell  the 
story  and  the  'subject  to'  clause  is 
unnecessary." 

During  the  Watergate  hearings, 
Sam  Ervin,  then  senator  from  North 
Carolina,  said  apropos  of  the  weight 
of  evidence  against  President  Nixon, 
"A  horse  is  a  horse.  If  you  draw  a  good 
picture  of  a  horse,  you  don't  have  to 
put  a  caption  under  it  saying,  'This  is 
a  horse.'  " 

Those  accountants  who  want  to 
junk  qualified  opinions  are  taking 
Ervin's  position:  If  the  footnotes 
draw  a  complete  picture  of  all  un- 
certainties, why  caption  them  in 
the  auditor's  letter  as  well?  There's 
just  one  thing:  If  you  have  never 
seen  a  horse  before,  you  still  need 
the  caption. 
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The  shortest  route  toTokyo  is  paved  with  orchids. 


On  the  only  direct  flights  from  Dallas/ 
Ft.  Worth  to  Tokyo  (and  on  to  32  cities 
in  27  countries),  we  offer  you  a 
savings  of  1156  miles. 

And  since  our  Great 
Circle  Route  thoughtfully 
avoids  the  confusion  of 
Los  Angeles,  the  only  inter- 
ruptions we  offer  are  in  the 
nature  of  what  you  see  above. 


Tokyo 


How  man  was  meant  to  fly 


CHEVRC 
MORE  COMPAJN 

THAN  ANY 

Why  do  more  companies  build  in  their  mouths,  we  can  suggest  the  traditionally  more  expensi 

their  fleets  around  Chevrolet  some  of  the  reasons.  nameplates. 
than  any  other  company  in  the         Our  1982  Malibu  Classic  with       Our  refined  Citation  for 

fleet  business?  an  instrument  panel  and  1982,  one  of  the  single  most 

Companies  like  Fotomat,  luxurious  new  seats  straight  out  popular  fleet  cars  of  its  time. 

Frito-Lay,  National  Car  Rental  of  a  Monte  Carlo,  an  elegant  Because  no  other  single  fleet 

and  Carnation?  new  grille  you'll  swear  is  straight  car  matches  its  combination  ( 

While  we  can't  put  our  words  off  a  luxury  car.  Yet  still  with  the  passenger  room,  cargo  room 

Chevrolet  price  advantage  over 


HAVE       BUSINESS       ON       OUR  SIDE 


ET  HAS 

:S  ON  ITS  SIDE 

THER  CAR. 


sheer  versatility  for  the 
ley. 

nen  there's  our  Chevette,  so 
J  in  the  long  run  the  Bell 
em  has  run  over  10,000  of 
n. 

ur  incredible  new  Cavalier 
of  high-quality 
:ompactsfor  1982. 


Diesels  available  in  not  one,  not 
two,  but  five  lines  of  cars  for 
1982. 

And  that  covered  car? 

It's  called  Celebrity,  and  we 
believe  it  may  be  the  well-nigh 
perfect  new  fleet  car.  (Which, 
considering  it's  coming  from  the 


people  who  are  the  number  one 
source  for  fleet  cars  today,  is 
high  praise  indeed.) 

After  all,  just  as  you  don't 
become  a  Continental 
Telephone  or  Carnation  by 
buying  foolish,  neither  do  you 
get  them  on  your  side  by  resting 
on  your  oars. 


Chevrolet 


CHEVROLET 
FLEET  SALES 


It's  the  only  banking 
system  that  brings  you 
the  past  45  days  at  the 
touch  of  a  button. 

The  Citi  of  Tomorrow  gives  you 
the  past.  Like  no  other  bank  can. 

An  information  retrieval  system 
that  is  unrivaled  in  bringing  you  the 
data  you  need  to  evaluate  your  funds 
position  today.  And  forecast  your 
financial  needs  tomorrow. 

Citibank  s  retrieval  system 
reports  on  your  financial  transactions 
as  far  back  as  45  business  days- 
more  than  any  other  bank. 

You  can  retrieve  your  balances 
by  date.  By  account.  By  total  debits 
and  credits  per  account.  By  means 
of  summaries  of  activities  for  a  given 
period.  You  can  also  receive  reports 
on  only  those  activities  that  are 
most  relevant  to  you. 

The  Citi  of  Tomorrow.  One  rea- 
son  its  a  pre-eminent  system  today 
is  that  it  appreciates  the  importance 
of  yesterday. 

For  more  information,  call  your 
account  manager  or  Robert  Mendes, 
VP.,  at  (212)  559-1980. 

CITIBANK 

GLOBAL  ELECTRONIC  BANKING 


The  Citi  of  Tomorrow  and  Global  Electronic  Banking  are  service 
marks  of  Citibank, N  A  ©  1981  Citibank,  N  A  Member  FDIC 


'You  can't  just  say,  Well,  one  good  season 
will  fix  it  up  for  me, '  like  so  many  do  in  this 
business/' says  Warnaco's fim  Walker. 


Little  boy  from 
the  country 


By  John  A.  Byrne 


T|  here  were  a  few  white  knuck- 
les  around  the  board,"  recalls 
Warnaco  CEO  James  C.  Walker 
with  a  wry  smile. 

That  was  back  in  mid- 1976  when 
Walker  first  proposed  the  big  bath  cure 
for  the  ailing  apparel  maker.  The  com- 
pany was  halfway  to  a  $2  million  oper- 
ating loss  on  sales  of  $400  million.  The 
directors  swallowed  hard  and  agreed. 

Today  they're  glad  they  did.  Last 
year  Warnaco's  16.9%  return  on  fully 
rebuilt  equity  was  bested  only  by  the 
big  jeans  makers,  and  so  far  in  1981 
the  company's  earnings  are  up  29% 
across  a  broadly  diversified  line.  Sales 
for  the  first  three  quarters  of  1981 
were  $354.9  million. 

But  who  would  have  dreamed  that 
possible  five  years  ago?  Under  former 
Chairman  lohn  Field  the  old-line  cor- 
setier  had  wound  up  in  more  awk- 
ward situations  than  the  ever-dream- 
ing, competing  Maidenform  woman. 
Instead  of  strengthening  the  com- 
pany's premium-priced  labels,  such  as 
Hathaway  men's  shirts,  Warner's  in- 
timate apparel  or  White  Stag  sports- 
wear, he  used  Warnaco's  cash  flow  to 
push  the  unfamiliar  brand  names  of  a 
series  of  small,  diversified  acquisi- 
tions, and  fell  flat  on  his  face.  Then, 
when  pantyhose  led  the  ladies  to 
leave  their  girdles  in  the  drawer,  Field 
charged  pell-mell  into  pantyhose 
with  unbranded  products  and  untried 
managers.  That  proved  such  a  disas- 
ter that  Warnaco  stripped  off  the  pan- 
tyhose within  a  year.  Field  also  tried 
retailing  with  the  Guy  Mayer  and 
Blum's  women's  fashion  chains.  Five 
years  later  he  was  forced  by  heavy 
losses  to  close  down  those  oper- 
ations, too. 

Enter  Walker.  He  didn't  have  to  be  a 
genius  to  close  down  the  Medford 


Warnaco  Chairman  James  C.  Walker 
Keeping  to  the  fundamentals. 

knitting  mill  in  Philadelphia,  which 
was  still  churning  out  double-knits 
long  after  that  market  had  collapsed. 
And  it  was  pretty  obvious  there  was 
not  much  point  in  continuing  to 
throw  money  at  brand  names  like  Liz 
Carlson  and  Hathaway  Otherwear 
that  still  had  not  become  a  must  for 
every  closet.  Then  there  were  three 
other  plants  overproducing  Puritan 
shirts  and  sweaters,  and  two  more 
making  Day's  men's  slacks,  which 
were  going  up  against  Levi  and  Blue- 
bell. Walker  shut  them  down,  too. 

When  he  put  down  his  ax  in  1976, 
the  directors  found  themselves  star- 
ing at  writeoffs  approaching  12%  of 
the  company's  assets.  Then  came  the 
pink  slips — $2  million  worth  that  first 


year.  Today  Warnaco's  50-man  corpo- 
rate bureaucracy  is  just  one-fifth  the 
size  it  was  in  1976. 

"They  kid  me  about  being  a  little 
boy  from  the  country  because  I  guess 
I  oversimplify  at  times,"  says  Walker, 
a  towering  and  self-effacing  61 -year- 
old,  "but  if  you  keep  to  the  funda- 
mentals you'll  have  a  really  sound 
apparel  business.  I  know  the  apparel 
industry  has  always  been  regarded  as 
a  highly  volatile,  entrepreneurial 
business.  But  while  it  has  that  ap- 
pearance on  the  outside  and  many 
feed  their  egos  on  that  approach  in- 
side, the  companies  that  have  always 
done  well  remembered  the  funda- 
mentals— good  management  and 
strong  brands.  You  can't  ignore  them 
and  just  say,  'Well,  one  good  season 
will  fix  it  up  for  me,'  like  so  many 
used  to  do  in  our  industry." 

But  Walker,  who  founded  his  own 
successful  men's  shirt  company  after 
getting  out  of  the  Royal  Canadian 
Navy  in  1949  as  a  lieutenant  com- 
mander, has  mastered  a  bit  more  than 
the  fundamentals.  He  has  a  shrewd 
eye  for  opportunity  in  the  business  as 
well.  While  continuing  to  weed  out 
threadbare  operations  like  Warnaco's 
High  Tide  swimwear  and  Hirsch  Weis 
camping  lines,  he  has  added  designer 
names  like  Christian  Dior  (men's 
shirts  and  women's  sportswear), 
Ralph  Lauren  (men's  shirts)  and  Yves 
Saint  Laurent  (lingerie).  A  recent  deal 
with  Pringle  of  Scotland,  an  up-mar- 
ket knitwear  producer,  could  add  an- 
other $50  million  in  sales  volume  over 
the  next  five  years  and  further  up- 
grade Warnaco's  image.  And  while 
Walker  pours  money  back  into  War- 
naco's original  three  lines — 
Hathaway,  Warner's  and  White 
Stag — he's  shopping  hard  for  a  quality 
women's  sportswear  maker. 

Problems  still  remain,  of  course. 
Walker  is  the  first  to  admit  he  waited 
too  long  to  cut  back  his  highly  lever- 
aged CBS  imports  division,  which  lost 
about  $6  million  last  year  because  of 
fast-rising  interest  rates  on  inventory. 
Unable  to  raise  prices  in  a  recession, 
Walker  now  is  getting  out  of  import 
inventory  altogether.  "A  lot  of  firms 
in  the  importing  business  are  going  to 
go  to  the  wall  before  the  mass  mer- 
chandisers accept  the  fact  that  prices 
will  have  to  reflect  high  interest 
rates,"  he  warns.  By  next  month 
what's  left  of  the  imports  division  will 
be  in  the  black. 

But  don't  ask  Walker  why  Warnaco's 
annual  report  will  make  pleasanter 
reading  this  year  than  most.  "1  don't 
want  to  sound  like  a  preacher,"  he  will 
say  with  a  hint  of  a  sigh,  "but  if  you  keep 
to  the  fundamentals. 
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THE  FACTS: 

Weak  market,  strong  showing:  in  1980, 
Merrill  Lynch  White  Weld  completed  72 
private  placements  worth  $1.6  billion. 

In  1980,  the  private  placement  market 
took  a  beating.  Volume  dropped  28  percent 
amid  double-digit  inflation,  vacillating  Federal 
policy,  uncertain  economic  conditions,  record 
interest  rates  and  a  severe  squeeze  on  lenders' 
cash  flows. 

Financings  became  more  difficult  to 
structure,  lenders  more  difficult  to  find,  negotia- 
tions more  intense.  Yet  Merrill  Lynch  continued 
to  provide  creative  solutions  and  unparalleled 
execution  capabilities. 

One  client,  a  utility,  had  nearly 
exhausted  its  traditional  borrowing  capabilities 
under  existing  loan  agreements.  Yet  we  success- 
fully placed  a  new  $15  million  financing  with- 
out having  to  make  costly  modifications  to  the 
loan  agreements. The  key:  a  financing  secured 
by  the  company's  headquarters  facility. 

A  large,  heavily  leveraged  natural 
resource  company  found  itself  in  a  similar  pre- 
dicament. By  establishing  a  new  subsidiary 
and  transferring  some  understated,  yet  valuable, 
natural  resource  assets  to  it,  we  arranged  a  $125 
million  financing  at  an  extremely  attractive 
long-term  rate. 

And  we  did  something  that  had  never 
been  done  before:  we  raised  $10  million  for  a 
medium-sized  Mexican  firm  with  a  parallel 
financing  by  an  international  financing  agency. 

The  critical  factor  in  each  of  these  pri- 
vate placements  was  Merrill  Lynch's  exten- 
sive knowledge  of  corporate  finance  and  the 
marketplace.  Unlike  most  firms,  we  have  a 
large  staff  of  specialists  who  devote  100  per- 
cent of  their  time  to  private  placements. Their 
constant  contact  with  more  than  300  institu- 
tional lenders  enables  us  to  anticipate  the 
market,  rather  than  merely  react  to  it. 

And  that  pays  off  for  our  clients,  in 
offerings  carefully  and  creatively  structured 
to  meet  the  borrowers'  needs— in  terms  of  low 
rates  and  less  restrictive  covenants— even  in 
highly  volatile  buyers'  markets.  Markets  like 
the  one  you're  facing  now. 
IF  YOU  THINK  THE  FACTS  ARE  IMPRESSIVE, 
WAIT  UNTIL  YOU  HEAR  THE  THINKING  BEHIND  THEM. 


Merrill  Lynch 


Merrill  Lynch,  Pierce,  Fenncr  &  Smith  Inc 

A  breed  apart. 


THE  FIGURES: 

"To  be  effective  in  private  placements, 
an  investment  banker  must  be  not  only 
a  practitioner,  but  also  a  student  of  the 
market." 

|ohn  G.  Crosby,  Managing  Director,  Private  Placement  Group 

"In  the  private  placement  process,  by 
definition,  you  don't  have  the  usual  flow  of  mar- 
ket information.  So  the  investment  banker  who 
has  the  broadest  market  knowledge  and  the  best 
contacts,  in  our  opinion,  consistently  gives  his 
clients  the  best  service. 

"Our  information  has  proven  so  valuable 
that  we  publish  an  annual  review  of  the  market- 
place, with  periodic  supplements— a  rarity  in 
the  industry. 

"We  know  the  market;  we  know  the  par- 
ticipants. And  the  combination  gives  our  clients 
an  important  edge  in  executing  more  attractive 
financings  in  any  economic  environment." 


O  i981  Merrill  Lynch  Pierce  Fenner  &  Smith  Member,  SIl'C 


Drubbings  in  steel  and  cars  and  consumer  electronics  have  given 
the  U.S.  one  of  its  periodic  inferiority  complexes  (remember 
Sputnik?).  But  here's  one  we  can  (and  had  better)  win. 


It's  the  response 
that  counts 


By  Kathleen  K.  Wiegner 

Kawasaki,  about  an  hour's 
drive  southwest  of  Tokyo. 
Pass  the  gate  guard  and  enter  the 
low-rise,  nondescript  green  build- 
ing that  is  Fujitsu  Ltd.'s  engineer- 
ing and  research  center.  If  you  are 
a  special  guest,  you  may  be 
shown  the  holy  of  holies.  "That's 
the  M-382,"  says  Shoichi  Nino- 
miya,  general  manager  of  Fujit- 
su's computer  group.  "The 
world's  fastest  computer."  He 
smiles.  The  smile  means:  This  is  it . 

The  gauntlet  is  thrown.  Fujitsu 
Ltd.— $2.4  billion  sales,  $1.8  bil- 
lion of  them  in  computers  and 
data  processing — is  out  to  con- 
quer   the    $137  billion 
world  computer  market. 
Fujitsu  President  Takuma 
Yamamoto,  who  trained 
as  a  kamikaze  pilot  during 
World  War  II,  has  declared 
that  in  three  to  five  years  Fujitsu — 
now  seventh — will  be  the  second-larg- 
est computer  company,  surpassing 
NCR  Corp.  and  taking  clear  aim  at 
International     Business  Ma- 
chines    Corp.'s  number-one 
spot.  Japan's  Hitachi  Ltd.  and 
Nippon  Electric  Co.,  Ltd.  are 
also  launching  a  global  offensive 
in  computers,  the  indus- 
try that  over  the  next  two 
decades  will  hold  the  key 
to      transforming  the 
world's  industrial  structure. 

U.S.  companies  today  hold  around 
80%  of  the  world's  computer  market, 
Japanese  companies  only  6%.  But  it 
was  that  way  once  in  autos  and  con- 
sumer electronics.  Then  the  Japanese 
drew  a  bead  and  the  Americans  bit 
the  dust. 

Relax.  This  is  not  going  to  be  one  of 
those  dismal  articles  that  gasp  at  Japa- 


Ly.  .BY' 


nese  ingenuity  and  cry  for  ^industri- 
alization. The  Japanese  have  won  the 
lead  chiefly  in  older  industries  where 
advantages  in  cost  and  small  product 
improvements  were  decisive.  Com- 
puters— the  knowledge  industry,  if 
you  will — is  an  evolving  industry 
where,  unless  IBM  in  particular  and 
U.S.  technology  in  general  go  com- 
pletely to  sleep,  the  U.S.  not  only  can 


^     but  probably  will  stay  ahead. 

Nobody  is  discounting  Japanese 
ability  or  determination.  The  na- 
tion that  a  decade  ago  feared,  in  the 
words  of  an  official  of  the  Ministry 
of  International  Trade  &  Industry 
(MITI),  that  "we  would  be  wiped 
out  the  way  IBM  wiped  out  Ameri- 
can companies  like  General  Electric," 
has  come  back  through  massive  expen- 
diture of  treasure  and  effort  to  produce  a 
machineas  technologically  powerful  as 
anything  IBM  has  come  up  with. 
Fujitsu  has  19.6%  of  Japan's  com- 
puter market  (based  on  the  value  of 
installed  systems),  vs.  28.7%  for 
IBM  Japan  Inc. — and  is  ahead  in  the 
number  of  machines  installed.  The  Jap- 
anese computer  industry  holds  a  52.5% 
market  share  in  its  home  islands.  And 
everybody  knows  that  scenario:  The 
Japanese  first  secure  the  home  market, 
then  use  longproduction  runs  to  invade 
abroad  at  an  advantage. 

Fujitsu  crowded  IBM  in  the  Japa- 
nese home  market  through  a  powerful 
combination  of  government  financial 
support,  an  orgy  of  price-cutting  to 
buy  markets  and  build  production  vol- 
umes, and  an  explicit  "buy  Japan" 
policy  administered  by  the  MITI. 

IBM  soon  found  it  was  not  simply 
competing  against  Fujitsu  but  against 
the  Japanese  government  as  well. 
MITI  recognized  that  it  could  not 
force  IBM  into  a  joint  venture 
with  a  Japanese  company.  So  it 
allowed  IBM  to  have  a  wholly 
owned  subsidiary,  but  with  restric- 
tions. The  deal  wasn't  all  that  bad  for 
IBM:  IBM  Japan  gives  parent  IBM  an 
estimated  $1.8  billion  (7%)  of  sales 
today  and  $462  million  (5.7%)  of  oper- 
ating income.  But  there  was  a  price: 
IBM's  patents  were  made  available  to 
domestic  manufacturers.  Its  most  ad- 
vanced products  are  manufactured  in 
Japan.  And  some  believe  there  was  a 
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tacit  understanding  that  IBM  might 
find  itself  without  a  license  to  operate 
if  total  market  share  in  Japan  for  all 
U.S.  companies  went  over  50%. 

In  the  beginning  Fujitsu  depended  on 
"presold"  orders  from  government 
agencies,  universities  and  quasi-gov- 
ernmental bodies  like  the  telecom- 
munications monopoly  Nippon  Tele- 
graph &  Telephone  Public  Corp.  With 
MITI's  blessing,  Fujitsu  and  other  Japa- 
nese computer  makers  set  up  Japan 
Electronic  Computer  Co.  (JECC),  a 
leasing  company  that  buys  computers 
only  from  Japanese  makers,  using  low- 
cost  money  primarily  from  Japan  De- 
velopment Bank,  and  then  leases  them 
to  users.  So  Fujitsu  was  spared  the  lease- 
financing  burden  that  hobbled  so  many 
of  IBM's  U.S.  competitors. 

This  availability  of  cheap  capital 
may  well  have  been  MITI's  best  gift  to 
Fujitsu.  On  a  signal  from  the  min- 
istry, Japan's  cooperative  banking 
system  makes  sure  favored  com- 
panies have  all  the  capital  they 
need.  Fujitsu's  long-term  debt  of 
$317  million  is  38%  of  its  share- 
holders' equity,  but  it  has  another 
$424  million  in  short-term  bank 
loans  at  rates  around  7%.  If  IBM 
needs  to  borrow  these  days  it 
must  scramble  overseas  where  it 
has  to  pay  14%  on  average. 

Fujitsu's  profit  margins  may  be 
razor-thin — 3%  on  sales  com- 
pared with  10.7%  for  IBM  Ja- 
pan— but  unworried  by  capital 
needs,  the  company  is  imple- 
menting a  worldwide  strategy 
that  could  become  a  model  for  other 
Japanese  companies. 

Through  an  agreement  with  West 
Germany's  Siemens  AG,  Fujitsu  com- 
puters are  sold  under  Siemens'  name 
in  11  European  countries.  Secoinsa, 
the  Spanish  computer  company,  man- 
ufactures Fujitsu's  computers 
under   license.    Last  month 
Britain's  ailing  computer  mak- 
er, ICL  Ltd.,  signed  an  agree- 
ment to  market  Fujitsu's  large 
mainframes    (big  computers 
costing  $2  million  to  $4  mil- 
lion) under  its  name.  ICL  will  also  use 
Fujitsu's  integrated  circuits  in  its  new 
machines. 

In  the  U.S.,  Fujitsu  provides  most  of 
the  inner  workings  of  Amdahl  Corp.'s 
large  mainframes  and  with  warrants 
owns  31.3%   of  the  company.  Its 
wholly  owned  subsidiary,  Fujitsu 
America  Inc.,  markets  computer 
terminals  and  peripherals  like  disk 
drives  and  printers,  two  original 
equipment  manufacturers.  Fujitsu 
Microelectronics  markets 
semiconductors,  some  as- 
sembled at  its  San  Diego, 


Calif,  plant,  and  telecommunications 
gear  is  marketed  through  American 
Telecom  Inc. 

But  Fujitsu's  most  significant  move 
in  the  U.S.  is  the  joint  venture  formed 
last  year  with  TRW  Inc.  Fujitsu's 
problem  in  the  U.S.  market  has  been 
not  so  much  technology  as  lack  of 
distribution  and  good  software — the 


vital  instructions  that  make  the  com- 
puter a  useful  machine,  just  as  the  TV 
program  makes  the  television  set 
something  more  than  an  electrified 
box.  In  the  joint  venture,  Fujitsu  has 
handed  over  to  TRW  the  responsibil- 
ity of  providing  what  Fujitsu  lacks. 
And  it  has  made  its  first  full-scale 
move  into  the  U.S.  with  products 


A  sheltered  existence . . . 

Japanese  computer  manufacturers  have  taken  a  lead  over  U.S. 
companies — principally  IBM — in  their  home  market.  (The  "oth- 
ers" are  specialized  computer  suppliers,  some  of  them  U.S.)  But 
they  have  needed  a  powerful  combination  of  government  financial 
support  and  an  explicit  "Buy  Japan"  policy — as  well  as  some  IBM 
patents — to  accomplish  that. 
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marketed  under  its  own  name. 

The  venture,  known  as  the  TRW- 
Fujitsu  Co.,  already  has  begun  market- 
ing a  point-of-sale  terminal,  a  banking 
terminal  and  a  small  office  computer 
system.  Fujitsu  makes  the  hardware 
and  TRW  throws  in  a  150-person  sales 
force  and  its  2,500-person  service 
force  as  well  as  a  slew  of  skilled 
American  software  developers.  "Four 
or  five  years  ago  we  decided  to  inves- 
tigate the  availability  of  a  high-quality 
computer  we  could  market,"  says 
TRW  Vice  Chairman  J.  Sidney  Webb. 
"We  decided  Fujitsu  was  the  company 
to  do  something  with." 

It's  a  familiar  pattern.  A  protected 
or  at  least  government-aided  home 
market.  Joint  ventures  abroad.  Use  of 
foreign  marketing  and  technology 
where  needed.  And  the  whole  nur- 
tured by  plenty  of  good,  cheap  capital. 
But  things  are  going  to  be  tougher  for 


the  Japanese  this  time  around. 

In  attacking  the  market  for  comput- 
ers and  advanced  electronics,  the  Japa- 
nese are  trying  to  hit  a  moving,  con- 
stantly changing  target.  The  computer 
industry  has  been  evolving  all  during 
the  1970s  while  the  Japanese  have 
focused  on  matching  IBM  in  big  ma- 
chines. In  the  last  ten  years  technology 
allowed  computer  users  to  move  fur- 
ther away  from  mainframes  into  small- 
er so-called  minicomputers  and  their 
more  powerful  siblings,  the  super 
minis — which  sell  for  between  $25,000 
and  $250,000.  It  was  these  machines 
that  built  such  companies  as  $2.4  bil- 
lion Digital  Equipment  Corp.  and  $654 
million  Data  General.  And  it  is  this 
minicomputer  market  that  is  growing 
at  30%  to  50%  a  year. 

In  this  minicomputer  area  where 
IBM,  DEC,  Data  General  and  the 
technologically  formidable  $3  billion 


Others 

1.5% 


(sales)  Hewlett-Packard  Co.  slug  it 
out,  the  Japanese  are  not  really  a 
threat.  Toshiba  is  strong  in  Japan  in 
minicomputers  used  for  industrial 
process  controls,  but  by  and  large 
these  middle-range  machines  are  not 
a  Japanese  strong  suit.  Nor  are  the 
Japanese  likely  to  mount  a  significant 
effort.  It's  not  that  they  couldn't  make 
the  hardware.  But  to  come  up  to  par 
with  U.S.  minicomputer  makers 
would  require  an  enormous  effort  in 
software.  Minicomputers  not  only  use 
software  particular  to  each  manufac- 
turer, but  are  often  linked  into  larger 
networks.  "Network  software  is  a 
very  complex  discipline,"  says  Ed- 
ward McCracken,  general  manager  of 
Hewlett-Packard's  business  computer 
group.  "A  Japanese  contribution  will 
be  difficult  there." 

Clearly  Japanese  companies  missed 
a  step  in  the  computer  evolution. 
But  they  think  they  can  recoup  with 
an  offensive  in  the  emerging  market 
for  personal  and  very  small  business 
computers.  These  are  smaller,  simpler 
machines — selling     now  for 
$15,000  and  less.  The  Japanese 
hope — and  the  industry's  be- 
lief— is  that  these  small  ma- 
chines will  evolve  in  time  to 
displace  the  minicomputer.  Ac- 
cording   to    Dataquest,  these 
small  computers  are  already  a 
$2.4  billion  worldwide  market, 
growing  at  a  fantastic  40%  a 
year,  raising  the  awesome  pros- 
pect of  a  computer  on  every 
desktop  and  in  every  home  for 
less  than  the  price  of  a  car.  Here 
the  Japanese  hope  their  skills  in 
building  and  marketing  highly  re- 
liable, low-cost  consumer  elec- 
tronics will  come  in  handy. 

Yet  the  Japanese  are  vulnerable 
in  personal  computers.  Once 
again,  as  they  used  to  do  back  in 
the  1950s,  they  are  working  with  bor- 
rowed technology:  The  microproces- 
sor, for  example,  that  is  the  electronic 
brain  of  most  Japanese  personal  com- 
puters is  of  U.S.  design — from  Intel, 
Motorola  and  Zilog.  Japanese  compa- 
nies are  deft  at  manufacturing  high- 
quality  memory  chips,  a  standard 
product,  but  have  less  skill  with  the 
more  complex  microprocessor. 

And  their  hardware  problems  are 
mild  compared  with  their  lack  of  soft- 
ware, which  is  even  more  the  key  to 
the  personal  computer  than  to  the 
minicomputer.  With  the  diffusion  of 
computing  power  in  the  hands  of  ordi- 
nary citizens,  software  (without 
which  a  computer  is  just  a  dumb  col- 
lection of  metal  and  silicon)  becomes 
critical.  Middle  managers,  who  make 
up  over  half  of  the  users  of  personal 
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computers,  are  not  about  to  become 
data  processing  wizards.  Good  soft- 
ware makes  it  possible  to  punch  out  a 
financial  report  or  a  sales  chart  with- 
out a  degree  in  engineering. 

Software  the  U.S.  has  in  abundance. 
An  entrepreneurial  industry  has 
emerged  in  four  years  from  a  base- 
ment industry  to  a  $1  billion  business 
with  the  growth  of  independent  soft- 
ware houses  like  Personal  Software, 
Peachtree  Software  (a  division  of 
Management  Science  America)  and 
Information  Unlimited  Software 
(which  developed  the  Professional 
EasyWnter  word-processing  package 
adopted  by  IBM).  Personal  Software's 


financial  modeling  program,  called 
VisiCalc,  is  credited  all  by  itself  with 
having  sold  thousands  of  small  com- 
puters to  business  professionals.  So 
developed  is  the  U.S.  software  busi- 
ness that  any  owner  of  an  Apple  Com- 
puter has  several  thousand  software 
packages  to  choose  from. 

Something  important  is  going  on 
here.  The  U.S.,  from  out  of  nowhere, 
develops  the  most  modern  industry 
on  earth  and  yet  a  highly  industrious 
and  ingenious  nation  has  not  followed 
suit.  Why?  In  the  answer  lies  a  key 
to  understanding  the  pro- 
found strength  of  U.S. 
business  in  the  com- 


...  In  a  difficult  world 

The  world  market  is  different,  with  the  U.S.  dominating  to 
such  an  extent  that  the  missing  1%  in  market  shares  below 
indicates  equipment  others  must  buy  to  make  computers  com- 
patible with  those  of  IBM.  And  the  technology  is  still  evolving,  a 
factor  favoring  the  innovative  Americans— but  not  the  Japanese. 


puter  competition. 

The  Japanese,  focused  as  they 
were  on  hardware,  were  slow  to  de- 
velop software  capability.  Customers 
expected  to  get  it  free  and  wanted  it 
custom-tailored  to  their  own  needs 
But  since  software  didn't  make  mon- 
ey, only  junior  people  in  the  giant 
Japanese  companies  were  assigned  to 
develop  it.  When  it  became  clear 
that  because  of  the  large  develop- 
ment costs,  software  would  have  to 


i 
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IT  TAKES  NGENUTY 


Ingenuity  is  the  ability  to 
breathe  fresh  thinking  into  the 
same  old  problems. 

For  a  bank,  that  means  putting 
together  loan  packages  that  are 
imaginative  and  unconventional. 
As  well  as  finding  solutions  that 
other  banks  may  have  passed  by. 

Bank  Hapoalim  has  always 
prized  ingenuity.  And  it's  paid 
off  handsomely. 
Our  creative  approach  to 
banking  enabled  us  to  reach 
over  $17  billion  in  assets 
in  just  60  years.  In  the  last 
12  years  alone,  we've 
'  increased  our  assets 
by  over  1,000%. 
And  we've  grown 
|  from  the  leading  bank 
of  Israel  into  a  worldwide 
institution —with  over  350 
branches  in  13  countries. 

If  you're  a  forward-thinking 
company  Bank  Hapoalim  can 
put  its  talents  to  work  for  you.  We 
can  offer  you  advice  from  some 
of  the  best  financial  minds 
around.  Problem  solving  with 
nvention.  Originality.  And  vision. 

If  these  are  the  gualities  you're 
looking  for,  call  Bank  Hapoalim. 
We  built  our  business  on  ingenuity. 
And  that's  how  we  can  help 
build  yours. 

Bank  Hapoalim 


New  York 


Los  Angeles 


Chicago  Philadelphia 


Boston 


Miami 


If  you  were  investing  in  this  Empire 
card  table,  you'd  consult  an  expert. 

Why  buy  Workers'  Comp.  any  differently? 


You  don't  have  to  go  far  to  find  a  Workers' 
Compensation  program  for  your  business. 
But  finding  the  expertise  to  make  it  work  for 
you  is  another  matter. 

At  American  Mutual,  nearly  70%  of  our 
business  is  in  Workers'  Comp.  So  we  know 
more  about  it  than  almost  anybody.  And  we 
apply  what  we  know  to  what  you  need.  With 
programs  as  individual  as  you  are. 

And  we  can  also  tailor  general  liability  and 
commercial  auto  insurance  plans  for  you. 
With  the  same  know-how  we're  known  for. 

So  if  you  value  your  business,  shouldn't 
you  be  talking  with  the  experts? 


Photograph  courtesy  of  Sotheby  Parke  Bernet. 
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be  "unbundled" — sold  separately — Ja- 
pan Electronic  Computer  leased  soft- 
ware to  stubborn  customers  to  help 
the  industry  out.  But  even  this 
pump-priming  didn't  create  an  in- 
dustry. Japan  simply  lacked  the  en- 
trepreneurs; the  Japanese  system, 
which  funds  big  companies,  doesn't 
encourage  entrepreneurs  and  so  it 
doesn't  have  them. 

Makoto  Sugisaki,  general  manager 
of  data  processing  planning  at  Nippon 
Electric,  gives  another  reason  for  U.S. 
success — one  that  few  Americans 
would  quickly  think  of:  "The  U.S. 
also  had  large  national  programs  like 
the  space  program  and  the  aircraft 
industry,  which  use  very  advanced 
scientific  and  engineering  applica- 
tions. It  will  take  us  30  years  to  create 
the  software  offered  by  Lockheed." 

Iockheed  Corp.?  What  has  Lock- 
Iheed  to  do  with  the  U.S.  lead  in 
computer  technology?  Just  this:  Lock- 
heed is  one  of  the  main  developers  of 
computer-aided  design  and  computer- 
aided  manufacturing  (CAD/CAM),  the 
innovation  that  is  the  key  to  getting 
productivity  on  an  upward  curve 
again.  IBM  licenses  Lockheed's 
CAD  AM  System;  so  does  Fujitsu.  The 
aircraft  company  developed  its 
knowledge  in  its  work  on  the  L-101 1. 

Playing  catch-up  in  software,  the 
Japanese  companies  are  licensing  ex- 
isting U.S.  software  or  adopting  an 
operating  system  that  can  translate 
software  designed  for  one  machine  to 
another  machine.  Such  resources  are 
available  from  U.S.  entrepreneurial 
companies  like  Digital  Research  Inc., 
of  Pacific  Grove,  Calif,  and  Microsoft, 
of  Bellevue,  Wash. 

These  measures  serve  as  a  stopgap 
while  Japan  mounts  another  of  its  mas- 
sive national  efforts.  Last  month  MITI 
launched  a  new  Software  Technology 
Center  to  develop  general-purpose  soft- 
ware packages  more  like  those  used  in 
the  U.S.  Next  spring  Fujitsu  will  open 
what  it  calls  a  "software  development 
factory"  at  a  cost  of  $26  million.  Some 
1,300  software  engineers  will  be  set  to 
work  turning  out  marketable  product. 
With  low-cost  capital — software  is  an- 
other industry  favored  with  low-inter- 
est loans  and  special  tax  treatment  for 
R&D  spending — Fujitsu  can  choose 
this  work-gang  approach.  Hitachi  has 
1 5  software  subsidiaries,  each  one  dedi- 
cated to  a  different  market  segment. 

Early  Japanese  entries  in  the  per- 
sonal computer  market  have  been  un- 
impressive. "The  retailer,"  observes 
Ed  Faber,  president  of  the  215-store 
ComputerLand  chain,  "invests  where 
the  market  is  interested." 

What  Faber  is  saying  is,  with  a  lot  of 
good  U.S.  product  already  available, 


the  Japanese  will  need  more  than  me- 
too  products.  Last  year,  before  the  ac- 
tual products  appeared,  a  Computer- 
Land executive  predicted  that  Japa- 
nese companies  might  get  25%  to 
40%  of  the  U.S.  market  by  1985.  This 
year,  after  seeing  the  goods,  he  low- 
ered his  estimate  to  15%  maximum. 

Yes,  but  what  about  that  "world's 
fastest  computer"  back  at  Fujitsu's 
Kawasaki  works?  Those  machines 
sell  for  up  to  $6  million  apiece  and 
must  mean  something  in  the  battle 
for  world  markets.  Sure  they  do.  In 
fact,  Fujitsu's  Japanese  rivals  Hitachi 
and  Nippon  Electric  also  announced 


The  electronic  bazaar 


Next  stop:  U.S.A. 


Akihabara,  ten  minutes  from 
the  center  of  Tokyo,  is  an  elec- 
tronic bazaar.  Amid  bins  of 
marked-down  calculators — yes- 
terday's wonder  toy — the  new 
star  is  the  personal  computer. 
Youngsters  who  play  at  all  hours 
on  the  Hitachi  version  of  the 
Apple  are  called  tekunoku  zoku, 
the  technology  clan.  In  the  U.S., 
adolescents  play  electronic 
games — the  microprocessor  in 
action — or  stay  after  school  for 
their  turn  with  the  computer. 
The  new  technology  is  instantly 
universal  in  the  global  village. 


computers  last  year  that  they  said 
were  faster  than  IBM's  best — the 
payoff  of  MITI's  and  the  companies' 
ten-year  splurge  on  developing  tech- 
nology. So  what  did  IBM  do?  It  an- 
nounced last  month  its  308 1-K,  the 
most  powerful  computer  it  has  built 
to  date.  "This  is  the  most  significant 
announcement  from  IBM  in  the  last 
ten  years,"  says  David  Stein,  execu- 
tive vice  president  of  the  Gartner 
Group.  So  significant  that  less  than  a 
week  later  Amdahl  was  forced  to  an- 
nounce that  it  was  still  in  the  game 
with  a  machine  that  was  only  a  slight 
variation  on  one  announced  last  year, 


but  at  a  lower  price.  The  Amdahl  (read 
Fujitsu)  computer  is  faster  than  IBM's 
latest,  but  the  308 1-K  is  a  powerful 
addition  to  the  computers  with  which 
IBM  is  surpassing  its  own  3033  series 
and  setting  a  new  world  standard.  The 
trade  anticipates  further  announce- 
ments from  IBM. 

In  the  308 1-K  announcement,  $26 
billion  (sales)  IBM  gave  a  clear  signal 
that  it  realizes  it  must  offer  the  best 
to  sustain  dominance  in  world  mar- 
kets, not  only  to  hold  its  giant  U.S. 
customers  but  to  woo  countries  just 
coming  into  the  computer  age.  While 
the  big  mainframe  business  is  grow- 
ing only  around  15%  a  year,  the  com- 
pany that  gets  its  big  machines 
through  the  door — into,  say,  the  cen- 
tral bank,  key  government  ministry 
or  national  university — in  less  com- 
puter-advanced societies  will  also  sell 
lots  of  smaller  computers,  terminals 
and  other  computer  gear  as  those 
societies  advance.  To  date  that  com- 
pany has  been  IBM;  it  controls 
around  57%  of  the  world  market  in 
terms  of  the  value  of  computers  in- 
stalled (Fujitsu,  about  2%  to  3%). 

Challenge  is  constant,  of  course.  It's 
the  response  that  counts.  De- 
troit's mistake  was  in  not  taking  the 
Japanese  seriously  until  it  was  too 
late.  One  computer  company  execu- 
tive recounts  with  horror  having 
lunch  with  some  top-level  auto  execu- 
tives in  Detroit,  each  of  whom  said  he 
had  never  been  inside  a  Japanese  car. 
No  such  complacency  dulls  the  U.S. 
computer  industry.  Observers  agree 
that  IBM  moved  up  the  introduction 
of  its  personal  computer  to  August 
1981  in  order  to  be  waiting  when 
products  arrived  from  Japan. 

"Japan  [is]  very  strong  in  equipment 
combining  electronics  and  mechanics 
based  on  mass  production,"  says  Ma- 
sayuji  Sakurai,  manager  of  interna- 
tional marketing  for  Toshiba's  com- 
puter division.  But  he  agrees  that  in 
the  computer  industry  "there  are  as 
yet  few  standardized  products."  So 
with  the  U.S.  computer  industry's 
demonstrated  mastery  of  innovation 
and  design,  marketing  and  applica- 
tions, this  country  needn't  worry 
about  going  the  way  of  Britain,  so  far 
as  advanced  industrial  leadership  is 
concerned. 

It  is  heartening,  too,  that  we  seem 
ready  to  defend  that  leadership. 
American  Telephone  &.  Telegraph 
chose  last  month  to  buy  American 
rather  than  honor  a  loaded,  low-ball 
bid  from  Fujitsu  on  advanced  fiber 
optics  work.  Congress  and  the  FCC 
applauded  the  action.  The  gauntlet  is 
picked  up;  this  time  things  will  be 
different.  ■ 
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By  Steve  Kichen 
and  Robert  McGough 

OUR  ESTIMATES  ARE  FALLING  like 
the  proverbial  stone,"  says 
Stanley  Levine.  He  is  a  vice 
president  of  Lynch,  Jones  &  Ryan,  a 
New  York  brokerage  house  that  keeps 
tabs  on  earnings  projections  for  over 
2,200  companies  made  by  over  1,000 
investment  analysts,  and  over  the 
past  six  months  Wall  Street  forecast- 
ers have  been  reducing  their  numbers 
for  both  1981  and  1982.  But  even  with 
lowered  expectations  Wall  Street  still 
shows  some  optimism.  Collectively, 
the  experts  expect  1981  to  be  a  better 
year  than  1980,  and  1982  to  be  a  bet- 
ter year  than  1981.  Levine's  data,  offi- 
cially dubbed  the  Institutional 
Brokers  Estimate  System  (IBES),  now 
indicates  a  20%  earnings  increase 
next  year  for  the  S&P's  500. 

The  IBES  estimates  for  1982  on  the 
following  pages  reflect  the  averages  of 
three  or  more  earnings  estimates  for 
each  company.  Sometimes,  as  is  the 
case  with  Texas  Instruments,  projec- 
tions come  from  as  many  as  24  indi- 
vidual analysts — and  this  occasionally 
means  there  is  considerable  disagree- 
ment. The  higher  the  percentage  vari- 
ation in  estimates  (that  is,  the  figure 
printed  in  the  last  two  columns  of  the 


tables  beginning  on  page  135),  the 
greater  the  difference  of  opinion.  The 
broadest  range  of  opinion,  for  exam- 
ple, exists  with  these  companies: 


High  %  variations  in  earnings  estimates 

Company 

International  Harvester 

117.13% 

Eastern  Airlines 

114.40 

Republic  Airlines 

92.73 

Ford 

79.06 

Revere  Copper  &  Brass 

56.63 

Beker  Industries 

52.92 

Tiger  International 

45.04 

XTRA 

34.76 

Centran 

33.25 

Penn  Central 

31.87 

A  low  number,  on  the  other  hand, 

means  that  the  predictions  generally 

cluster  around  the  average: 

Low  %  variations  in  earnings  estimates 

Company 

International  Multifoods 

0.99% 

Maryland  National 

1.05 

Kidde 

1.28 

Amsouth  Bancorp 

1.31 

Atwood  Oceanics 

2.05 

Dominion  Bankshares 

2.10 

First  Atlanta 

2.47 

McQuay-Perfex 

2.53 

Family  Dollar  Stores 

2.55 

Hoover  Universal 

2.65 

How  accurate  are  the  predictions? 
On  a  macro  level,  many  experts  think 
the  overall  IBES  forecast  of  20%  may 
be  elusive.  Alan  Murray,  vice  presi- 
dent of  economics  at  Citibank,  states 
flatly,  "For  me  15%  is  too  high,  but  I 
wouldn't  quarrel  with  10%."  E.E  Hut- 
ton  economist  Edward  Yardeni  shows 
even  more  constraint.  "This  reces- 
sion has  taken  many  analysts  by  sur- 
prise and  there  is  a  certain  amount  of 
wishful  thinking  about  the  magnitude 
of  the  problem,"  he  cautions.  "Actual 
results  may  be  up  only  5%."  Otto 
Eckstein,  chairman  of  Data  Resources 
Inc.,  shrugs  off  the  IBES  numbers  as 
"the  usual  analysts'  optimism." 

Conventional  forecasters  are  by  na- 
ture skeptical  of  Wall  Street.  Many  of 
their  number-crunching  models  mon- 
itor economic  trends  measuring  from 
the  top  down,  while  corporate  earn- 
ings estimators  typically  calculate 
from  the  bottom  up.  Rarely  do  the 
two  approaches  lead  to  identical  con- 
clusions. Which  will  be  right?  Neither 
the  analysts  nor  the  economic  fore- 
casters have  brilliant  records.  But  it's 
useful  to  know  what  the  experts  ex- 
pect; these  expectations  do  influence 
prices. 

While  the  latest  results  indicate  a 
general  downward  revision  of  earlier 
estimates,  as  usual  there  are  some 
trend  buckers.  Over  the  last  six 
months,  in  fact,  IBES  figures  show 


analysts  have  raised  some  1981  fore- 

casts. Look  where  optimism  reigns: 

Size  of  upward  revision 

Industry  group 

Recreational  vehicles 

20% 

Steel 

12 

Offshore  drilling 

7 

Furniture  manufacturing 

6 

Oilfield  services  &  supplies 

6 

Retailing 

5 

Soft  drinks 

3 

Nursing  homes 

2 

Telephone  utilities 

2 

Textiles 

2 

Elsewhere,   however,  there 

have 

been  big  negative  revisions  over  the 

same  period: 

Size  of  downward  revision 

Industry  group 

Airlines 

-56% 

Coal 

-35 

Nonferrous  metals 

-29 

Specialty  chemicals 

-17 

Finance  &  loan 

-15 

Building  materials 

-14 

Cement  &  aggregates 

-14 

Electronics 

-14 

Investment  companies 

-13 

Auto  parts 

-12 

Take  the  airline  industry.  "Traffic 
has  been  weak  and  pricing  has  been 
awful,"  notes  Anthony  Low-Beer  of 
L.F.  Rothschild.  "We're  flying  blind 
this  quarter,"  echoes  John  Pincavage 
of  Paine  Webber.  So  much  for  the 
overall  pessimism. 

Northwest  Airlines,  however,  is 
projected  to  post  a  more  than  140% 
earnings  increase  in  1982.  Why?  Low- 
Beer  is  impressed  by  its  low-cost  oper- 
ations and  elimination  of  operating 
difficulties  that  plagued  1981;  Eva  Da- 
vis Holman  of  Donaldson,  Lufkin  & 
fenrette  points  out  that  Northwest  is 
the  only  major  carrier  with  no  expen- 
sive new  planes  on  order,  and  a  large 
proportion  of  its  fleet  is  economical 
wide-body  aircraft. 

It  is  divergences  like  the  one  be- 
tween Northwest's  prospects  and  its 
industry's  that  make  the  analysts'  mi- 
cro-numbers useful  to  investors.  It  is 
important  to  know  which  way  the  big 
trend  is  going,  but  it  is  just  as  impor- 
tant to  know  who  is  bucking  the 
trend  and  who  isn't.  Significant,  too, 
is  the  wide  divergence  this  time  be- 
tween what  the  big-picture  economic 
forecasters  expect  and  what  the  close- 
up  security  analysts  expect.  If  the  big- 
picture  boys  are  right,  there  could  be 
disappointment  and  stormy  weather 
ahead  for  the  stock  market.  But  if  the 
analysts'  estimates  for  individual  cor- 
porate earnings  are  even  close,  there 
are  some  tremendous  bargains  to  be 
found  in  the  stock  market. 


AMF  TODAY 
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ENERGY  SERVICES 
AND  PRODUCTS: 


Pipe  inspection  and  coating  services 
for  the  world's  energy  producers. 

For  over  40  years,  AMF  Tuboscope® 
has  been  the  worldwide  leader  in  sup- 
plying technologically  advanced 
inspection  and  coating  services  for  oil 
and  gas  field  tubulars.  These  services 
extend  pipe  life  and  help  prevent  multi- 
million  dollar  failures  in  wells  that  can 
run  as  deep  as  30.000  feet  into  the 
ground.  Today.  AMF  Tuboscope  also 
provides  these  and  other  specialized 
services  to  the  geothermal  energy 
industry  as  well  as  to  the  pipeline 
and  petrochemical  industries. 


You  know  AMF  makes  many  of  the 
world's  leading  leisure  products  today. 

But  did  you  know  we  also  supply  a 
wide  range  of  technologically  advanced 
services  and  products  to  many  of  the 
world's  most  successful,  high-growth  busi- 
nesses and  industries  today? 

They  are  the  services  and  products  of  our 
AMF  Industrial  Groups.  And  together  with  our 
AMF  Leisure  Products  Groups  they  insure  the 
continued  dynamic  growth  and  profitability  of 
in  the  80s. 


©AMF  incorporated,  1980 


SPECIALTY  MATERIALS: 

tate-of-the-art  filtration  and  separation  media 
Dr  pharmaceutical,  food-beverage,  and 
hemical  industries  worldwide. 

The  continuous  growth  of  AMF's  Specialty 
laterials  Group  has  resulted  from  its  dramatic 
inovations  in  filtration  and  separation  technology 
inovations  which  have  led  to  the  most  advanced 
foprietary  media  in  use  today.  Like  AMF  Cuno 
Bvision's  asbestos-free  Zeta  Plus  systems  which 
re  now  being  used  in  many  pharmaceutical 
pplications,  in  the  processing  of  high  fructose 
orn  sugar  for  the  soft  drink  industry,  and  in 
ountless  other  fields.  These  technological 
dvancements  in  purification  techniques  are 
wading,  in  turn,  to  other  even  more  sophis- 
cated  systems  of  great  future 
ignificance.  Among  them:  a 
ew  virus  concentrator  for 
apturing  viruses  from  water, 
ithers  for  the  purification  of 
ntibodies  and  antigens  for 
se  in  diagnostics,  and 
le  improved  process- 
lg  of  serum  and  fine  m 
hemicals.  The  appli-  /  V 
ations  of  systems  ^""^ 
uch  as  these  will  make 
,MF  a  major  factor 
i  the  growing  health 
are  market  of  tomorrow. 
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ELECTRONIC  CONTROLS 
AND  SYSTEMS: 

Solid-state  devices  and  micropro- 
cessor-based energy  conservation 
controls  for  companies  and 
consumers. 

New  and  highly  innovative  products 
and  systems  developed  and  marketed 
worldwide  by  Potter  &  Brumfield,  Paragon 
Electric,  and  our  Electro  Components 
Division  have  made  this  another  fast- 
growing  segment  of  AMF,  today.  These 
include  devices  for  the  vast  computer 
and  telecommunications  industries, 
control  systems  and  components  for  the 
vending  industry  monitoring  devices 
for  the  mining  industry,  and  systems 
engineered  to  conserve  energy  in 
factories,  schools,  and  public 
buildings.  Equally  innovative  new 
timing  devices  that  offer  security 
and  energy  savings  are  helping  to 
make  AMF  a  household  word  in 
this  high-growth  area,  too. 
For  more  information  about 
AMF  today,  write  us  at  AMF,  Dept.  100, 
777  Westchester  Avenue,  White  Plains, 
New  York  10604. 


AND  YOU  THOUGHT 
ALL  WE  MADE  WERE  WEEKENDS. 
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AMERICAN  BUSINESS  EARNS  A  BREAK  AT  HILTON. 
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AMERICA'S  BUSINESS  ADDRESS 


Rising  stars 


Even  though  analysts  are  revising  their  estimates  downward,  many  companies  are  still  likely  to  earn 
more  in  1982  than  in  1981.  The  following  table  includes  203  companies  that  are  projected  to  improve 
profits  by  33%  or  better  next  year.  The  12  biggest  stars  and  their  expected  gains  are  highlighted  here. 


Tosco 
XTRA 
Sun  Electric 
Allis-Chalmers 

377.2% 
295.1 
223.9 
173.6 

Coastal  Corp 
UAL 

Arrow  Electronics 
Northwest  Airlines 

171.8% 
164.3 
152.8 
141.9 

Lynch  Communication 

Pittston 

Intel 

Asarco 

141.5% 
137.1 
136.6 
136.1 

Company 

Recent 
price 

 Earnings  per  share 

1980  1981 
(est) 

1982 
(est) 

%  increase 

of  1982 
over  1981 

P/E 
based  on 

1982 
estimates 

%  variation  in 
earnings  estimates2 
1981  1982 

Advanced  Micro-Devices 
Airborne  Freight 
Akzona 
Allen  Group 
Allis-Chalmers 

18% 

9% 

lll/4 

15% 
15% 

$1.55 
1.71 
n  oa 

U.ZO 
0 

Z.Uo 
1  AO 

$0.70  S 
1.10 

1  AQ 

o  in 
i.ii 

1.64 
1.67 
2.22 
3.17 
3.04 

136.0% 

51.7 

49.0 

37.5 
173.6 

11.51 

5.76 
5.07 
4.85 
4.98 

53.36% 
13.85 

^  1  o 

j.  ly 
4.yo 

/S.Zi 

22.53% 
12.04 

1  7  0O 

i  n  oc 
lU.yo 

ZD. 130 

Amarex 

20  >/4 

0.41 

0.56 

0.80 

41.8 

25.31 

20.28 

37.85 

Amdahl 

27Va 

0.80 

1.54 

2.36 

54.0 

11.55 

6.50 

15.17 

Amerada  Hess 

24% 

A  AA 

A  7D 

6.56 

39.6 

3.71 

1  l.oU 

1  1  OQ 

American  Airlines 

13 

3  AO 

1  OO 

1 .  vv 

3.97 

99.6 

3.27 

0  Q  Q£ 

iO.JJ 

OQ  7A 
Zo.  /  O 

American  Family 

7% 

1  3A 

I  .00 

i  or 

1.77 

37.7 

4.17 

s  1  1 

1  1  7Q 

Analog  Devices 

17% 

1.12 

0.69 

1.13 

64.2 

15.70 

47.80 

16.56 

Apple  Computer 

18% 

0.24 

0.70A 

1.35 

92.9 

13.80 

6.57 

5.57 

Applied  Materials 

15 

1  17 

n  7  a 

1.58 

109.1 

9.49 

A  7  1  1 
*+/  .Zl 

Z I  .Oh- 

Arrow  Electronics 

12% 

1  80 

n  An 

1.52 

152.8 

8.39 

10.0  f 

oo.  10 

Asarco 

28% 

7  31 

(  .01 

o  no 

4.77 

136.1 

6.05 

ij  1  ,JJ 

Oo.H-O 

Ashland  Oil 

31% 

6.43 

1.96 

4.00 

103.5 

7.91 

24.50 

30.77 

Avantek 

17'/2 

0.43 

0.57 

0.76 

33.5 

23.03 

3.03 

3.63 

Avery  International 

22 

Z.D  i 

0  AA 

3.61 

46.5 

6.09 

o.Zo 

i  n 

Aydin 

21% 

1    1  1 

Z.Li 

o  r\7 

Z.U  1 

2.81 

35.5 

7.74 

lU.Oo 

in 

IU.ZZ 

Barnes  Group 

18'/2 

j.jI 

0  ICl 

3.81 

65.7 

4.86 

1  1  1C 

1  1  .ZD 

1  Z.  1  1 

RG  Barry 

5 'A 

0.62 

0.70 

1.17 

66.7 

4.49 

14.29 

21.57 

Beker  Industries 

8% 

2.49 

1.13 

2.50 

120.6 

3.35 

30.99 

52.92 

Bell  &  Howell 

18% 

3.41 

2.62 

3.64 

38.9 

5.19 

19.21 

14.52 

Beneficial 

19  Vl 

3.45 

2.33 

3.52 

50.8 

5.54 

20.45 

19.11 

Bentley  Laboratories 

39% 

1.00 

1. 11 

1.66 

49.4 

23.95 

18.49 

8.28 

Biomedical  Reference  Labs 

20 'A 

0.99 

0.89 

1.19 

33.6 

17.02 

1.68 

4.76 

Black  &  Decker  Manufacturing 

15% 

2.14 

1.63 

2.27 

39.6 

6.72 

12.90 

9.87 

Blocker  Energy 

15% 

1.20 

2.17 

3.10 

43.1 

5.08 

6.66 

11.63 

Butler  International 

10 

1.63 

1.49 

2.29 

54.5 

4.36 

4.98 

11.10 

CADO  Systems 

15% 

0.94 

1.22 

1.79 

45.9 

8.52 

5.27 

4.78 

Centex 

24% 

2.66 

2.94 

4.21 

42.9 

5.76 

11.62 

15.35 

Champion  International 

18% 

2.86 

2.38 

3.37 

42.0 

5.56 

15.54 

17.87 

Champion  Spark  Plug 

7% 

0.96 

1.04 

1.44 

38.2 

5.03 

29.58 

23.20 

Cherry  Electrical  Products 

10% 

1.29 

1.39 

1.97 

42.3 

5.20 

6.15 

6.37 

Chieftain  Development 

14% 

0.66 

0.67 

0.92 

37.6 

15.90 

8.66 

3.15 

Clark  Equipment 

28'/- 

4.76 

3.62 

4.88 

35.0 

5.84 

16.33 

28.50 

Coachmen  Industries 

7V2 

-2.09 

1.08 

1.67 

53.9 

4.49 

13.32 

17.32 

Coastal  Corp 

40 

4.52 

1.45 

3.95 

171.8 

10.13 

110.81 

16.51 

Coherent 

15 

0.65 

0.81 

1.63 

101.8 

9.20 

24.89 

27.85 

Colonial  Penn  Group 

16'/4 

3.29 

1.64 

2.77 

69.5 

5.86 

48.70 

25.84 

Computer  &  Com  Tech 
Computervision 
Consolidated  Freightways 
Consolidated  Oil  &  Gas 
Core  Laboratories 

23 
32!/4 
32% 
14% 
23  Vi 

0.65 
0.90 
3.20 
0.11 
1.37 

0.94 
1.26 
4.73 
0.84 
1.78 

1.2.1 
1.77 
6.34 
1.18 
2.40 

36.0 
39.6 
34.0 
40.5 
34.6 

18.11 
18.50 

5.11 
12.39 

9.79 

2.67 
4.08 
5.60 
21.06 
3.24 

16.17 
5.08 
9.37 

23.41 
4.17 

Cray  Research 
Crown  Zellerbach 
Cullinane  Database  Systems 
Cummins  Engine 
Dana 

Data  General 

36  Va 
27 V* 
60  Vi 
37% 
25  V* 
49% 

0.85 
1.66 
1.47 
-1.31 
2.43 
5.20 

1.29 
2.27 
1.93 
7.39 
3.55 
4.02 

1.83 
3.51 
2.74 
10.26 
4.83 
5.65 

41.6 
54.2 
41.8 
38.9 
35.8 
40.4 

20.08 
7.76 

22.08 
3.67 
5.23 
8.81 

5.27 
19.93 
14.31 
49.97 
5.84 
5.56 

10.48 
17.60 

9.21 
17.33 

7.82 
10.49 

'For  fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A:  Actual. 

Source.  Institutional  Brokers  Estimate  System;  Lynch,  Jones  &  Ryan 
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Rising  stars 


P/E 


-Earnings  per  share1 

%  increase 

based  on 

%  variation  in 

Recent 

1980 

1981 

1982 

of  1982 

1982 

earnings  estimates2 

Company 

price 

lest) 

(est) 

 . . _  i  no  i 

over  1981 

estimates 

1981 

1982 

Dataproducts 

12V* 

S2.21 

$1.83  S 

3.09 

68.5% 

7.21 

14.57% 

24.65% 

Dayco 

13'/2 

1.10 

1.14 

1.88 

65.3 

7.18 

7.30 

20.71 

Deere 

36 

3.72 

4.10 

5.48 

33.7 

6.57 

7  An 
I  .61) 

11  17 
11.1/ 

DeKalb  AgResearch 

23 

3.60 

2.86 

4.10 

43.0 

5.61 

\  £.  A1 

16. 4o 

11    11 A 

1  1 .84 

Delta  Air  Lines 

59'/i 

6.30 

7  11 

1 .11 

1 1. iy 

33.J 

C  21 

T  O  AO 

1  O  T  1 

iy.21 

Dravo 

17% 

1.69 

2.04 

2.90 

41.8 

6.12 

17.27 

13.48 

Eastern  Gas  &  Fuel  Associates 

217* 

2.45 

2.09 

3.18 

52.2 

6.89 

9.72 

8.16 

Eaton 

32  Vs 

4.18 

4.00 

6.09 

52.2 

5.28 

1  7  77 

W  A  1 

Echlin  Manufacturing 

10  Vi 

0.55 

0.70A 

1.57 

124.3 

6.69 

17  2  1 

1  /  .O  1 

IZ.00 

Emhart 

oil 

D.o  f 

A    £  1 
4.D  1 

A  c.2. 
O.30 

A  CO 

Z.o  1 

'  ID 

D.  OO 

Evans  Products 

21 

2.96 

1.52 

3.14 

106.1 

6.69 

46.68 

31.77 

Farah  Manufacturing 

10'/4 

0.64 

1.42 

2.03 

43.5 

5.05 

35.70 

49.75 

Fieldcrest  Mills 

20 

4.66 

3.09 

4.77 

54.1 

4.20 

in  n 
1U.  12 

14. U2 

Finnigan 

8% 

0.49 

0.59 

1.04 

75.9 

8.05 

lo.2  f 

Q  OA 

8.y4 

Firestone  Tire  &  Rubber 

O  s/ 

— u.yy 

1   A  Q 

i  .4y 

Z.  1 D 

A  1  D 

A  A  Q 
4.4o 

12.83 

1  c  no 
1 3.U8 

Fleetwood  Enterprises 

13 

0.22 

0.77 

1.47 

91.6 

8.84 

19.65 

20.76 

Flexi-Van 

22% 

2.00 

1.75 

3.04 

73.7 

7.36 

18.86 

10.38 

Forest  Oil 

25% 

0.31 

1.14 

1.66 

45.4 

15.51 

ZZ.  1  3 

2  1  Q7 

O  I  .Of 

Four-Phase  Systems 

33  Vi 

1.06 

1.48 

3.18 

114.8 

10.53 

f  .00 

Z  /  .ZD 

roxboro 

A  O  1/ 

4872 

2  Q  7 

3.8/ 

A    A  2 

4.4o 

D.yz 

OO.D 

o.  iy 

o.Z  r 

O  A  A 

0.4-4 

Freeport-McMoran 

24 

2.60 

2.87 

3.95 

37.9 

6.08 

6.56 

19.20 

Fruehauf 

23 

2.63 

2.66 

4.82 

81.5 

4.77 

15.05 

23.15 

GAF 

\3Vi 

0.53 

1.18 

1.76 

48.7 

7.67 

IQ  n-1 

2  2  7n 
00.  'U 

GDV 

19% 

1.82 

2.32 

3.17 

36.7 

6.27 

A  OQ 

010 

y.  12 

Gearhart  Industries 

TOT/ 

28  vs 

1  QA 

1 .84 

Z.DO 

2  A  1 

0.41 

1A  2 

8.4  / 

D.Zo 

O  £.A 

y.64 

General  Datacomm  Industries 

9% 

0.77 

0.69 

0.99 

43.1 

9.47 

27.75 

17.90 

General  Dynamics 

24% 

3.58 

2.93 

4.04 

37.6 

6.03 

13.55 

8.78 

General  Motors 

40% 

-2.65 

3.68 

8.64 

134.6 

4.72 

1  ;  01 

13.82 

1 0  ~)  1 
iy.21 

General  Portland 

44% 

3.65 

2.77 

3.83 

38.1 

11.64 

11  IQ 
22.08 

1 0  7^ 

18.  /3 

General  Tire  &  Rubber 

25 

i  e.  o 
1 .68 

3.08 

4.19 

i  s  i 
36. 1 

3.9' 

17  12 

1  '.lo 

1  A  ^2 

Georgia-Pacific 

19% 

2.28 

1.98 

2.87 

44.8 

6.84 

15.80 

14.80 

Gifford-Hill 

19'/2 

3.22 

2.74 

3.83 

39.9 

5.09 

8.74 

12.37 

Gillette 

28% 

4.11 

3.50 

5.01 

43.3 

5.74 

7  A  T 

'  .42 

8.33 

Gino's 

9¥t 

1.67 

0.90 

1.83 

103.7 

5.19 

ah  no 
6U.uy 

~s  11 
36.  f  1 

Global  Marine 

ly3/s 

v.  IS 

T  C 1 

2.30 

1  oo 

o.yy 

38.  1 

A  Ol 

4.yz 

A   C  2 

4.3o 

in  00 
1U.88 

BF  Goodrich 

20'/2 

3.37 

3.72 

4.96 

33.4 

4.13 

13.19 

17.91 

Goodyear  Tire  &  Rubber 

16'/2 

2.85 

3.08 

4.16 

35.2 

3.97 

12.27 

9.30 

GPU 

5v4 

0.34 

0.64 

1.16 

80.0 

4.53 

27.23 

0  sn 
y.ou 

Graniteville 

9% 

2.54 

1.41 

2.25 

59.6 

4.39 

1  7  flQ 

11  11 
11.11 

Grumman 

T  73/ 
Z  f  /4 

1  ")7 
-_  .  -_ 

z.  iy 

2  70 

o./y 

/o.U 

7  11 
f  .OZ 

1  7  Ol 

1  /.92 

1/171 

14.  / 1 

Hexcel 

23'j 

2.31 

1.83 

2.78 

51.5 

8.54 

16.43 

11.10 

Hospital  Corp  of  America 

39  Vs 

1.73 

2.22 

2.97 

33.9 

13.17 

1.80 

3.34 

Host  International 

13% 

2.88 

1.22 

2.84 

133.3 

4.84 

1  7  o/i 
1  f  .U4 

1  A  Q  T 

16.82 

Inco 

14 

2.56 

1.28 

2.37 

85.6 

5.91 

28. 16 

*>o  £ 2 

2y.53 

Intel 

24  vi 

2.21 

0.81 

1.92 

136.6 

in  /n 
12.63 

TO   0  7 

23.3/ 

2U.32 

Intergraph 

21 

0.50 

0.59 

1.01 

71.9 

20.79 

10.54 

14.71 

Intl  Flavors  &  Fragrances 

19  74 

1.73 

1.58 

2.13 

34.8 

9.04 

5.23 

7.07 

International  Tel  &  Tel 

28% 

5.50 

4.49 

6.13 

36.5 

4.69 

26.93 

3.62 

Johns-Manville 

15% 

2.47 

1.31 

2.73 

107.8 

5.63 

21.62 

1  1     ^  T 

21. 4o 

Justin  Industries 

18 

2.09 

1.83 

2.99 

63.4 

6.02 

31.13 

19.80 

Kaufman  &  Broad 

10% 

1.76 

1.36 

1.86 

36.1 

5.65 

21.44 

17.62 

Koppers 

17% 

2.02 

2.06 

3.01 

46.2 

5.94 

11.57 

16.14 

Kulicke  &  Soffa  Industries 

13% 

2.27 

0.64 

1.24 

93.8 

10.69 

15.03 

25.88 

Levitz  Furniture 

36 

3.10 

3.32 

4.72 

42.3 

7.63 

5.70 

13.43 

Libbey-Owens-Ford 

26% 

2.70 

2.59 

4.69 

81.5 

5.73 

35.52 

9.36 

Lockheed 

3  7  Vs 

1.50 

3.08 

4.67 

51.8 

7.95 

20.23 

28.11 

Louisiana  Pacific 

18% 

1.96 

1.18 

2.45 

107.2 

7.45 

61.99 

31.73 

Lowe's  Cos 

20 

1.45 

1.65 

2.32 

40.7 

8.63 

12.07 

17.75 

Lynch  Communication  Systems 

12% 

-1.35 

0.51 

1.24 

141.5 

9.78 

12.28 

16.62 

'For  fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall.  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A;  Actual. 

Source:  institutional  Brokers  Estimate  System:  Lyticl}.  Jones  &  Ryan 
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Rising  stars 

P/E 


-Earnings  per  share1 

%  increase 

based  on 

%  variation  in 

Recent 

1980 

1981 

1982 

of  1982 

earnings  estimates2 

Company 

price 

(est! 

over  1981 

estimates 

1981 

1982 

M/A-Com 

26 

$0.77 

$1.07 

$1.45 

36.1% 

17.93 

o.or /o 

c  n  i  o/ 
5.U17o 

Macmillan 

14% 

0.75 

0.90 

1.40 

55.6 

10.18 

19.25 

9.45 

Management  Assistance 

1    1  I/a 

i  1  74 

1  OA 
1  .ZO 

n  qq 
u.yo 

1  CO. 
1  .DO 

oO.o 

7  ir 

/  .OO 

33.25 

23.13 

Materials  Research 

15% 

1.35 

1.00 

1.85 

85.0 

8.38 

46.73 

15.13 

Mattel 

7% 

0.12 

0.84 

1.33 

59.2 

5.83 

33.73 

15.49 

May  Petroleum 

26% 

0.80 

1.32 

1.84 

39.8 

14.54 

1 1  ao 

1  1  .OO 

i  n  oo 
lu.yy 

McDermott 

33% 

2.07 

3.92 

5.84 

48.8 

5.69 

1 1.24 

12.91 

McGraw-Edison 

OO  /8 

O.  LA 

A  0.C 
4.00 

A  AC\ 
0.4U 

A7  0 

4  /  .Z 

C  1  Q 
J.  10 

9.07 

8.99 

MCI  Communications 

26% 

0.18 

1.02 

1.57 

52.7 

16.64 

16.01 

20.78 

Measurex 

157s 

2.09 

1.33 

2.19 

65.1 

7.24 

26.76 

19.05 

MGM  Grand  Hotels 

8% 

1.05 

0.91 

1.50 

65.0 

5.83 

1  Q   Q  7 

ly.o  / 

1  O  1  o 

ly.Zy 

Millipore 

17% 

1.40 

1.25 

1.88 

50.7 

9.24 

18.67 

17.51 

Milton  Bradley 

0  3  J/. 

LO  74 

A   1  7 
4.1/ 

0.  0  1 
o.Z  1 

A  CO. 

A  1  0 
4  1  .Z 

C  1 A 

O.Z4 

12.82 

1 1.96 

Minnesota  Mining  &  Mfg 

515/8 

5.78 

-5.28 

7.07 

34.0 

7.30 

10.69 

6.37 

Modern  Merchandising 

10% 

0.11 

1.35 

1.88 

38.6 

5.52 

33.77 

15.72 

Mohasco 

i3% 

0.26 

1.41 

2.20 

56.0 

6.02 

OC  A7 

A  1  OO 

4 1  .zy 

Mohawk  Data  Sciences 

13% 

1.53 

1.21 

2.16 

77.6 

6.08 

33.00 

17.93 

Munsingwear 

1  D 

o  on 
— z.yu 

l  nc 

1  oc 
1  .yj 

QC  7 

OJ.  / 

7  AO 

/  .oy 

31.23 

24.73 

Nashua 

18 

4.60 

3.40 

4.84 

42.3 

"  3.72 

13.43 

16.57 

National  Semiconductor 

19% 

2.37 

1.19 

2.26 

90.6 

8.57 

48.20 

47.95 

National  Steel 

23% 

1.65 

3.55 

4.77 

34.3 

4.98 

7  1  0 

/  .  1  Z 

1  7  QC 

Newmont  Mining 

57% 

7.71 

4.05 

6.16 

52.1 

9.40 

35.28 

24.54 

Newpark  Resources 

1  / 

i  i  a 
1 .  lo 

1  7C 

1 .  /  o 

0  A  C 
Z.4D 

,in  l 

4U.  1 

A  OA 

o.y4 

5.20 

9.16 

North  American  Coal 

29% 

3.07 

1.57 

2.76 

75.7 

10.64 

16.48 

9.64 

Northrop 

45% 

6.04 

4.09 

6.17 

51.1 

7.35 

16.33 

17.02 

Northwest  Airlines 

32% 

0.33 

1.70 

4.13 

141.9 

7.93 

OG  AO 

on  oq 

ZU.ZO 

Nucor 

56% 

6.62 

5.98 

9.08 

51.9 

6.25 

14.17 

13.47 

Outboard  Marine 

1  A  .1/. 

n  tu 

0  AA 
Z.00 

2  7  A 

O.  /  O 

A  1  7 
41 .  / 

0  OO 

4.11 

5.38 

Overhead  Door 

9'/s 

0.82 

0.92 

1.75 

89.2 

5.43 

46.18 

11.66 

Owens-Corning  Fiberglas 

23% 

1.78 

2.21 

3.26 

47.6 

7.17 

12.08 

26.65 

PACCAR 

72% 

9.83 

10.61 

15.46 

45.8 

4.67 

C  AO 

7  70 

/  .  /  Z 

Paradyne 

40 

0.74 

1.19 

1.84 

54.4 

21.74 

5.73 

9.77 

Peabody  International 

A  3/1, 

n  7£ 

U.O  1 

i  no 

1  .Uz 

AA  0 
OO.  Z 

A  OA 

32.32 

17.39 

Phelps  Dodge 

35 

4.20 

3.62 

5.34 

47.3 

6.55 

15.94 

32.17 

Pittston 

25% 

2.06 

1.04 

2.47 

137.1 

10.17 

42.18 

13.19 

Pizza  Inn 

7 

0.59 

0.67 

0.93 

40.0 

7.53 

A  77 

oo  cn 
zy.ou 

Polaroid 

20% 

2.60 

2.44 

3.38 

38.2 

6.10 

13.28 

10.98 

Ponderosa  System 

I  4  74 

n  An 
U.OU 

1  oo 

1  .yZ 

0  A7 

z.o  / 

Ofl  Q 
OO.O 

C  0/1 

12.19 

19.22 

Pope  &  Talbot 

16% 

1.80 

1.16 

2.52 

1 17.8 

6.70 

56.47 

29.48 

Potlatch 

3 1  % 

3.25 

2.46 

3.57 

45.2 

8.89 

20.23 

26.53 

Prime  Computer 

24% 

1.07 

1.27 

1.80 

41.1 

13.54 

0  1  7 

o.  1  / 

fi  1  A 
ft.  14 

Products  Research  &  Chemical 

9% 

0.80 

0.79 

1.09 

38.4 

8.60 

14.72 

10.21 

DC  A 

1  C  7/ 
1  ft  /» 

0  OQ 

o.oo 

;  o; 

J.OJ 

7;  o 

/  D.y 

7.  0  0 
o.Zo 

44.23 

15.39 

Pulte  Home 

12'/4 

1.89 

1.59 

2.89 

81.1 

4.24 

22.49 

17.48 

Ouaker  State  Oil  Refining 

13% 

1.19 

1.24 

1.76 

41.5 

7.53 

19.14 

13.53 

RCA 

1 7% 

3.27 

2.19 

3.09 

41.5 

5.62 

1  A  AO 
14. OZ 

1/1  C7 
14.  j  / 

Redman  Industries 

11% 

0.76 

1.16 

1.81 

56.3 

6.22 

11.75 

13.58 

Resorts  International 

1  71/. 
1  /  74 

O.oD 

0  11 

3  37 

CO  A 
DZ.O 

^    1  0 

41.71 

18.99 

Rexnord 

15 

2.03 

1.80 

2. 46 

36.4 

6.10 

13.55 

6.74 

Reynolds  &  Reynolds 

18 

2.33 

1.42 

2.23 

56.3 

8.07 

3.81 

10.26 

RLC 

10 

1.86 

1.26 

2.37 

88.7 

4.22 

19.53 

10.46 

Ryan  Homes 

16% 

2.32 

1.64 

2.71 

65.3 

6.00 

18.13 

22.55 

Ryland  Group 

127/8 

2.12 

1.30 

2.56 

97.1 

5.03 

10.42 

20.11 

Scientific- Atlanta 

27% 

0.90 

1.30 

1.77 

36.4 

15.75 

7.03 

7.36 

SFE  Technologies 

13% 

1.11 

0.99 

1.74 

76.3 

7.76 

3.20 

14.98 

Singer 

15% 

1.92 

2.04 

3.21 

57.5 

4.79 

9.24 

27.21 

Skyline 

14 

0.60 

0.98 

1.67 

70.3 

8.38 

22.89 

9.28 

Sony 

16% 

1.51 

1.37 

1.83 

33.9 

9.01 

9.53 

6.06 

Southwest  Forest  Industries 

18 'A 

3.11 

1.75 

2.79 

59.4 

6.63 

40.25 

31.99 

'For  fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall.  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A:  Actual. 

Source-  Institutional  limbers  Estimate  System:  Lynch,  Jones  &  Ryan 
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Rising  stars 


P/E 


-Earnings  per  share 

%  increase 

based  on 

%  variation  in 

Recent 

1980 

1981 

1982 

of  1982 

1982 

earnings  estimates2 

Company 

price 

lest) 

(est) 

over  1981 

estimates 

1981 

1982 

Spectra-Physics 

207/« 

S2.21 

SO.  74 

SI. 71 

131.3% 

12.21 

42.87% 

28.65% 

Sperry  Corp 

307s 

7.50 

5.41 

7.26 

34.3 

4.25 

19.31 

14.99 

Sta-Rite  Industries 

12*4 

-0.20 

1.61 

2.21 

36.6 

5.49 

"7  O  1 
'.81 

9.89 

Standard  Pacific 

9% 

2.10 

1.26 

2.36 

87.3 

3.97 

19.72 

28.95 

Sullair 

11% 

1.21 

0.80 

1    A  "5 

"7  "7  O 

r  7.0 

8.22 

1  /.  /9 

20.48 

Sun  Electric 

10% 

2.02 

0.59 

1.91 

223.9 

5.37 

25.75 

22.37 

Tandem  Computers 

29% 

0.35 

0.70 

1.08 

53.8 

27.55 

5.37 

9.39 

Teradyne 

30'/4 

2.75 

1.17 

2.68 

128.8 

11.29 

1  r\  "7  a 

20.74 

21.14 

Texas  Industries 

31% 

4.23 

4.18 

5.93 

41.7 

5.37 

12.96 

12.87 

Texas  Instruments 

82  % 

9.22 

5  13 

8.86 

72.8 

9.31 

14.48 

12.71 

Texas  International 

29% 

0.76 

1.01 

1.54 

51.5 

18.91 

20.13 

32.67 

Thomas  Nelson 

11% 

0.37 

0.86 

1.25 

44.8 

9.20 

12.71 

693 

Tiger  International 

12 

2.05 

1.63 

2.53 

55.0 

4.74 

5U.52 

45.04 

Tosco 

21% 

2.15 

0.54 

2.59 

377.2 

8.45 

136.38 

37.70 

Trans  World 

17'/8 

—0.05 

2.58 

4.94 

91.2 

1  AT 

3.4/ 

24.38 

13.36 

Triad  Systems 

33'2 

0.80 

1.32 

2.00 

51.3 

16.75 

5.69 

8.01 

UA  Columbia  Cablevision 

88 

1.45 

1.79 

2.38 

33.4 

36.97 

6.75 

8.48 

UAL 

195/8 

0.70 

1.65 

4.37 

164.3 

4.49 

40.42 

28.27 

US  Home 

15'/8 

3.32 

2.06 

3.22 

56.2 

4.70 

21.96 

19.44 

US  Surgical 

25 

0.90 

1.21 

1.65 

36.5 

15.15 

2.66 

3.32 

Universal  Resources 

17% 

1.00 

1.45 

1.94 

33.6 

8.96 

8.90 

15.10 

Varian  Associates 

27% 

2.66 

1.36 

2.68 

98.0 

10.35 

17.00 

23.19 

Wainoco  Oil 

15% 

0.71 

0.76 

1.21 

59.0 

12.60 

12.41 

20.86 

Warner-Lambert 

19V8 

2.41 

1.57 

2.63 

67.6 

7.27 

45.56 

7.24 

Watkins-Johnson 

23% 

2.23 

2.25 

3.04 

35.0 

7.65 

12.29 

1 1.28 

Wavetek 

10% 

0.57 

0.73 

1.12 

53.7 

9.15 

8.85 

9.32 

Western  Union 

29 

1.80 

2.40 

3.22 

34.3 

9.01 

5.91 

13.61 

Weyerhaeuser 

26 

2.47 

2.06 

3.46 

68.0 

7.51 

13.47 

23.94 

Whittaker 

34»/2 

3.90 

4.57 

6.26 

37.0 

5.51 

2.18 

7.40 

Wickes  Companies 

11% 

0.50 

1.74 

3.19 

83.2 

3.68 

21.35 

17.39 

Willamette  Industries 

26 

3.98 

3.16 

4.46 

41.3 

5.83 

10.46 

18.63 

Wyle  Laboratories 

8% 

1.07 

0.84 

1.34 

58.6 

6.53 

14.49 

14.63 

XTRA 

14% 

1.95 

0.74 

2.93 

295.1 

4.99 

31.74 

34.76 

Zapata 

31% 

2.18 

3.37 

4.64 

37.5 

6.84  • 

17.66 

15.42 

'For  fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A;  Actual. 

Source  Institutional  Brokers  Estimate  System:  Lynch,  Jones  &  Ryan 


Falling  stars 

Next  year  w  ill  have  its  quota  of  losers,  too.  These  ten  companies  should  show  earnings  declines  in  1 982.  To  screen 
out  startups  and  troubled  firms,  the  table  excludes  companies  expected  to  earn  less  than  50  cents  a  share. 

P/E 


-Earnings  per  share 

°o  decrease 

based  on 

%  variation  in 

Recent 

1981 

1982 

of  1982 

1982 

earnings  estimates2 

Company 

price 

1980 

lest) 

lest) 

over  1981 

estimates 

1981 

1982 

Boeing 

267/g 

$6.23 

S5.18 

S2.79 

-16.1% 

"  9.63 

6.33% 

26.92% 

Continental  Group 

34% 

6.11 

6.97 

6.90 

-1.1 

504 

10.35 

9.08 

Dayton  Power  &.  Light 

13% 

1.85 

2.24 

2.23 

-0.6 

5.94 

6.62 

5.40 

Florida  Steel 

21 

3.14 

3.44 

3.32 

^.5 

6.33 

8.92 

22.38 

Ideal  Basic  Industries 

21% 

4.75 

3.53 

3.40 

-3.7 

6.40 

18.25 

40.48 

MassMutual  Mtg  &  Rlty  Invs 

12% 

1.61 

1.93 

1.87 

-3.1 

6.75 

5.63 

13.16 

Mortgage  Growth  Investors 

12Vi 

1.37 

1.60 

1.42 

-11.5 

8.80 

29.81 

7.35 

Pabst  Brewing 

13% 

1.55 

0.87 

0.85 

-2.7 

16.18 

48.23 

57.53 

Philadelphia  Electric 

13% 

2.00 

2.14 

2.13 

-0.7 

6.28 

4.96 

4.63 

Southern  Calif  Edison 

27lA 

3.50 

4.67 

4.51 

-3.4 

6.04 

2.57 

7.90 

'For  Fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall.  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts. 

Source:  Institutional  Brokers  Estimate  System-  Lynch,  Jones  &  Ryan 
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Digitals  computers  are 
changing  the  way  England 
tends  her  soil. 


is 


All  over  England,  Digital 
helping  farmers  get  the  most  out 
of  their  land. 

Our  minicomputers  perform 
chemical  analyses  on  over  60,000 
soil  samples  a  year,  processing  the 
findings  together  with  voluminous 
data  on  weather  patterns,  crops, 
and  commodity  prices.  The 
farmer  gets  a  comprehensive 
breakdown  on  the  status  of  lime, 
phosphorus,  potassium,  magne- 
sium, and  other  minerals  in  the 
soil;  information  vital  to  the  effi- 
cient use  of  fertilizers.  The  results 
can  be  seen  in  the  countryside. 
And  tasted  on  the  dinner  table. 

Digital  is  the  perfect  computer 
company  for  this  job.  We  were 
chosen  for  our  expertise  and  lead- 
ership in  distributed  processing, 
for  the  reliability  of  our  hardware 
and  software,  for  the  flexibility  of 
our  services,  and  for  our  reputation 
as  one  of  the  world's  largest,  most 
respected  computer  companies. 

So  if  your  business  is  breaking 
new  ground,  let  us  help  you  plant 
the  seeds. 

Digital  Equipment  Corporation, 
129  Parker  St.,  Maynard,  MA  01754. 
In  Europe:  12  av.  des  Morgines,  1213 
Petit- Lancy/Geneva.  In  Canada: 
Digital  Equipment  of  Canada,  Ltd. 


ft 


We  change  the  way 
the  world  thinks. 


Coffee  from  Costa  Rica. . . 
Teddy  bears  to  Tacoma. . . 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 


Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


Overlooked  stars 


For  many  companies  1981  was  an  off  year  but  based  on  1982  earnings  estimates,  these  167 
stocks  are  on  the  bargain  counter.  All  have  price/earnings  multiples  on  projected  1982 
earnings  of  4.75  or  less.  The  12  cheapest  stocks  and  their  multiples  are  highlighted  below. 


LTV  2.08 

British  Petroleum  2.89 

USAir  3.12 

Royal  Dutch  Petroleum  3.22 


PSA  3.23 

American  Airlines  3.27 

Kaiser  Aluminum  &  Chem  3.28 

Coleco  Industries  3.30 


Occidental  Petroleum  3.32 

Beker  Industries  3.35 

Ozark  Air  Lines  3.37 

Dan  River  3.45 


-Earnings  per  share 

%  increase 

based  on 

%  variation  in 

Kecent 

1  own 

1  oqi 

1  Vol 

1  OO 

OI  lyol 

1982 

earnings  estimates2 

Company 

price 

(est) 

(est) 

over  1981 

estimates 

1981 

1982 

Alaska  Interstate 

203/4 

$5.30 

$  3  82  "> 

4.43 

16.1% 

4.68 

15.29% 

27  08% 

i~l  1      .  \J\J  f\J 

Allegheny  International 

34 

4.11 

7.91 

8.71 

10.2 

3  90 

6.68 

9.47 

Allied  Corp 

42 

8.59 

9.32 

10.72 

15.0 

3.92 

3.78 

5.97 

Aluminum  Company  of  Amer 

23  14 

6.54 

4.33 

5.18 

19.6 

4.47 

9.04 

18.26 

Amerada  Hess 

24% 

6.44 

4.70 

6.56 

39.6 

3.71 

11.80 

13.95 

American  Airlines 

13 

-3.69 

1.99 

3.97 

99.6 

3.27 

28.55 

28.76 

American  Business  Products 

1 1 1/2 

2.15 

2.12 

2.45 

15.3 

4.69 

11.61 

14.72 

American  Family 

7% 

1.36 

1.28 

1.77 

37.7 

4.17 

8.11 

11.78 

American  Hoist  &  Derrick 

16% 

3.09 

3.28 

3.71 

13.1 

4.48 

7.04 

11.15 

American  National  Insurance 

12 

2.21 

2.47 

2.65 

7.1 

4.53 

8.16 

11.78 

American  Stores 

25 

4.1 1 

4.46 

5.62 

26.0 

4.44 

7.70 

12.00 

Ameri  trust 

29 

6.33 

6.61 

7.20 

9.0 

4.03 

1.99 

3.12 

Amsouth  Bancorp 

19 

3.85 

4.07 

4.38 

7.6 

4.36 

1.59 

1.31 

ARA  Services 

26% 

5.33 

4.90 

5.62 

14.7 

4.65 

8.80 

3.97 

Armco 

27 % 

3.83 

5.09 

5.93 

16.5 

4.61 

4.92 

11.35 

Atlanta  Gas  Light 

15'/4 

3.10 

3.15 

3.48 

10.6 

4.38 

2.75 

7.08 

Atwood  Oceanics 

25 

0.64 

5.53 

6.13 

10.8 

4.08 

4.64 

2.05 

Avco 

20% 

4.69 

3.94 

5.12 

30.0 

4.03 

6.34 

4.81 

Bankers  Trust  NY 

32 

7.22 

6.73 

7.57 

12.4 

4.23 

3.90 

5.47 

RG  Barry 

5'/4 

0.62 

0.70 

1.17 

66.7 

4.49 

14.29 

21.57 

Beker  Industries 

8% 

2.49 

1.13 

2.50 

120.6 

3.35 

30.99 

52.92 

Bethlehem  Steel 

2OV2 

2.77 

3.91 

5.18 

32.5 

3.96 

17.43 

24.71 

Bic  Pen 

11% 

1.80 

2.05 

2.54 

23.9 

4.68 

7.56 

5.97 

British  Petroleum 

21  'A 

8.16 

6.76 

7.35 

8.7 

2.89 

18.50 

8.97 

Brockway  Glass 

13% 

2.32 

2.54 

3.06 

20.4 

4.53 

9.48 

8.45 

Business  Mpn's  Asmirancp 

29% 

5.05 

5.49 

6.25 

13.8 

4.70 

2.45 

6.32 

Rutlpr  Tntprtiatinn ;i! 

l-»  Ulltl     1  !  1  I  L  1  1  1  U  I  1  '.  M  i  u  1 

10 

1.63 

1.49 

2.29 

54.5 

4.36 

4.98 

1 1.10 

Canadian  PaciHc 

34 

8.10 

7.10 

7.69 

8.2 

4.42 

12.80 

8.40 

15i/4 

2.57 

2.72 

3.38 

23.9 

4.52 

4.89 

3.06 

Central  Hudson  Gas  &  Elec 

16% 

3.38 

3.51 

3.53 

0.4 

4.72 

6.73 

3.55 

Centran 

18 

6.70 

-0.31 

4.83 

NM 

3.72 

NM 

33.25 

Cnptnipal  Npw  York 

v    Iltl'lJviII   lit  W     1  Ul  ft 

55% 

9.72 

1 1.03 

1 1.87 

7.6 

4.67 

4.43 

6.66 

CliiPtt  Ppahndv 

127/s 

1.57 

2.44 

2.94 

20.5 

4.38 

2.24 

8.10 

f  narn m an  TnniKtripc 

vUn^l  1  1 1 !  J  i  1    J  1 1  VJ  U911IC9 

7Vi 

-2.09 

1.08 

1.67 

53.9 

4.49 

13.32 

17.32 

Coleco  Industries 

7'/4 

1.83 

1.69 

2.20 

29.9 

3.30 

13.70 

14.01 

Colonial  Life  &  Acc  Ins 

14 'A 

2.70 

2.78 

3.15 

13.3 

4.52 

3.01 

5.50 

Cone  Mills 

31'/4 

8.88 

6.17 

7.45 

20.8 

4.19 

13.76 

12.20 

Cummins  Engine 

37% 

-1.31 

7.39 

10.26 

38.9 

3.67 

49.97 

17.33 

Dan  River 

12% 

3.42 

2.96 

3.73 

26.3 

3.45 

6.72 

11.96 

Dorsey 

19% 

2.66 

4.05 

4.80 

18.6 

4.08 

10.56 

9.46 

Eastern  Airlines 

6V2 

-1.96 

-0.59 

1.42 

NM 

4.58 

NM 

114.40 

Emhart 

30 

5.37 

4.61 

6.53 

41.7 

4.59 

2.81 

5.38 

Ethyl 

23  % 

4.37 

4.40 

5.19 

17.9 

4.58 

6.15 

8.66 

Exxon 

30 

6.50 

7.10 

7.23" 

1.7 

4.15 

4.43 

7.30 

Fairchild  Industries 

14% 

3.97 

3.94 

4.00 

1.4 

3.56 

10.85 

18.80 

Family  Dollar  Stores 

7% 

1.37 

1.46 

1.71 

16.6 

4.51 

1.31 

2.55 

Federal 

19 

2.47 

3.47 

4.50 

29.7 

4.22 

16.09 

22.22 

Fidelcor 

23% 

2.86 

4.67 

5.13 

9.8 

4.61 

11.34 

12.59 

Fieldcrest  Mills 

20 

4.66 

3.09 

4.77 

54.1 

4.20 

10.12 

14.02 

Figgie  International 

14% 

3.20 

3.52 

3.88 

10.2 

3.83 

3.27 

3.99 

'For  fiscal  years  ending  June  through  May  of  the  following  year.  Percentage  around  the  average,  in  which  two-thirds  of  analysts' 
estimates  fall.  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.    A:  Actual.    NM:  Not  meaningful. 

Source.  Institutional  Brokers  Estimate  System:  Lynch,  Jones  &  Ryan 
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Overlooked  stars 


-Earnings  per  share 

%  increase 

based  on 

%  variation  in 

Recent 

1980 

1981 

1982 

of  1982 

1982 

earnings  estimates2 

Company 

price 

(est) 

(est) 

over  1981 

estimates 

1981 

1982 

Firestone  Tire  &  Rubber 

9% 

$-0.99 

$1.49 

$2.15 

43.8% 

4.48 

12.85% 

15.08% 

First  &  Merchants 

26 'A 

5.05 

5.43 

5.76 

6.1 

4.60 

i  on 

1  fi7 

First  Atlanta 

23  Vz 

3.46 

4.87 

5.08 

4.4 

4.62 

2.87 

2.47 

First  Bank  System 

ax  lz 

7  fO 

A  OO 

Li .  7  7 

7  03 

1  O.O 

d  1^ 

3.32 

7.57 

First  Commerce 

26% 

5.21 

5.36 

5.87 

9.6 

4.56 

3.81 

6.55 

First  National  Boston 

44 

8.30 

8.93 

9.73 

8.9 

4.52 

1.77 

3.04 

First  Union 

20'/4 

4.02 

4.40 

4.81 

9.4 

4.21 

5.92 

7  on 

First  Wisconsin 

28  % 

7.02 

7.26 

7.83 

7.8 

3.67 

7.31 

3.69 

General  Motors 

/in  v. 

1  A^ 

3  AH 

H  Ad 

1  Id  A 

d  77 

t.  '  z 

15.82 

19.21 

Genstar 

17% 

4.77 

3.90 

4.88 

25.2 

3.56 

14.10 

11.12 

Golden  Nugget 

22% 

-0.34 

4.30 

5.1 1 

18.9 

4.45 

9.16 

10.51 

BF  Goodrich 

20  Vz 

3.37 

3.72 

4.96 

33.4 

4.13 

13. 19 

17  01 

Goodyear  Tire  &  Rubber 

16% 

2.85 

3.08 

4.16 

35.2 

4.02 

12.27 

9.30 

C  PI  I 

n  id 

n  Ad 

1  1  A 

fin  n 

d  ^  7. 

29.25 

9.80 

Graniteville 

9% 

2.54 

1.41 

2.25 

59.6 

4.39 

17.08 

11.11 

Greyhound 

2.50 

3.07 

3.33 

8.7 

4.54 

6.29 

6.93 

Gulf  &  Western  Industries 

16% 

3.12 

3.75A 

3.81 

1.6 

4.43 

1 .29 

6.26 

Hammermill  Paper 

26% 

5.04 

5.37 

5.93 

10.5 

4.53 

6.60 

6.78 

ndiiuvci  iMMiraiiLL 

7  in 

7  ^n 

7  on 

1  A7 

O  .Lj  t 

6.67 

17.48 

Walter  E  Heller  International 

19% 

3.61 

3.76 

4.19 

11.5 

4.62 

1.23 

4.82 

Hoover  Universal 

18% 

2.19 

3.00 

3.89 

29.6 

4.73 

0.00 

2.65 

Household  International 

15 14 

2.75 

2.65 

3.45 

30.6 

4.41 

9.33 

9.15 

Hyster 

34% 

6.44 

5.82 

7.25 

24.5 

4.72 

19.93 

12.43 

In!  inn  Sti't'l 
llllallU    i  ILL  1 

ZD  /H 

1  is 

L  .JO 

^  AA 

\C\  A 

d  dd 

7.94 

20.59 

International  Harvester 

9 

-9.82 

-4.47 

2.10 

NM 

4.29 

NM 

117.13 

International  Multifoods 

19 '/a 

3.49 

3.83 

4.27 

11.5 

4.47 

1.58 

0.99 

International  Tel  &  Tel 

28% 

5.50 

4.49 

6.13 

36.5 

4.69 

26.93 

5.62 

InterNorth 

28  Vz 

4.70 

5.63 

6.55 

16.3 

4.35 

2.76 

5.09 

irv  ing  DdiiK 

dfi 

y./D 

L  L  .VJo 

1  7  7  ^ 
L  Z.ZO 

i  n  a 

d  Id 

2.72 

3.11 

IU  International 

12% 

2.98 

2.62 

3.10 

18.3 

3.95 

9.36 

13.74 

JWT  Group 

18% 

3.40 

3.15 

4.00 

27.0 

4.66 

10.41 

11.69 

Kaiser  Alum  &  Chem 

16% 

5.91 

4.66 

5.03 

8.0 

3.28 

8.06 

19.78 

Kemper 

30% 

6.57 

6.18 

6.92 

12.0 

4.39 

7.12 

9.30 

Kerr  Glass 

I  Z  78 

1  71 

I .  f  Z 

Z.ZD 

Z.Oo 

1  A  A. 

A  AO 
4.DU 

12.14 

12.56 

Kidde 

40% 

7.41 

8.42 

9.45 

12.3 

4.31 

1.23 

1.28 

Kroger 

21': 

3.69 

4.06 

4.61 

13.5 

4.67 

2.69 

5.11 

Lone  Star  Industries 

25% 

5.25 

4.53 

5.43 

19.8 

4.74 

1  7  dA 

L  L.4U 

1  v7.**Z 

M  Lowenstein 

27% 

1.14 

5.20 

6.02 

15.7 

4.61 

5.09 

3.75 

I  TV 
LI  V 

1  OV8 

7  A7 

7  HA 

f  .oO 

Z.J 

7  nn 

Z.Uo 

14.62 

20.89 

Manhattan  Industries 

11% 

1.47 

2.82 

3.28 

16.5 

3.62 

7.42 

8.84 

Manufacturers  Hanover 

35'/2 

6.91 

7.41 

8.02 

8.2 

4.42 

7.54 

6.77 

Maryland  National 

21% 

4.47 

5.00 

5.45 

8.97 

3.90 

1  7A 

Z.ZL7 

l  n^ 

L  .UJ 

McDonnell  Douglas 

27'A 

3.15 

4.81 

5.76 

19.8 

4.73 

7.51 

9.67 

McQuay*Perf  ex 

1Z  74 

7  A  C 
Z.4o 

7  DA 

z.yo 

.1  2C\ 
4.oU 

1.80 

2.53 

Mead 

23  Vi 

4.72 

4.66 

5.18 

11.1 

4.49 

5.43 

10.52 

Mobil 

26's 

6.63 

6.40 

6.98 

9.0 

3.78 

4.94 

8.73 

Moore  McCormack  Resources 

30 

5.50 

5.82 

7.04 

20.9 

4.26 

3.50 

8.68 

Morse  Shoe 

19% 

3.05 

3.47 

4.15 

19.6 

4.63 

11.21 

8.76 

\l  11  m  f  M  inn  ^nuli^ttirinn 

i'luridy  vtuiio  iTidnuidciuriTig 

1  83/. 
L  o  /8 

1  77. 
z.  'o 

o.oz 

3  OO 

J.77 

in  l 

ZU.  L 

d  An 

4.0U 

3.64 

5.37 

Nashua 

18'/2 

4.60 

3.40 

4.84 

42.3 

3.82 

13.43 

16.57 

National  Can 

18% 

5.36 

3.88 

4.42 

14.2 

4.27 

16.60 

8.50 

National  City 

29% 

6.62 

5.55 

6.42 

15.7 

4.63 

5.36 

4.72 

Natomas 

23% 

4.02 

4.50 

5.57 

23.7 

4.20 

7.27 

10.38 

NBD  Bancorp 

23  Vi 

6.27 

5.73 

6.39 

11.7 

3.67 

6.41 

6.69 

NCNB 

14% 

2.61 

2.87 

3.20 

11.4 

4.42 

6.36 

8.00 

NCR 

43% 

9.51 

9.02 

10.66 

18.2 

4.05 

4.47 

7.38 

New  England  Merchants 

30V2 

6.63 

7.66 

7.98 

4.2 

3.82 

8.18 

3.58 

Northwest  Bancorporation 

24% 

4.51 

4.72 

5.34 

13.1 

4.64 

3.02 

6.12 

Northwestern  National  Life  Ins 

23% 

4.53 

4.70 

5.04 

7.2 

4.69 

9.52 

9.70 

'For  fiscal  years  ending  June  through  May  of  the  following  year.    Percentage  around  the  average,  in  which  two-thirds  of  analysts" 
ates  fall.  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A  Actual.    NM:  Not  meaningful. 

Source:  Institutional  Brokers  Estimate  System.  Lynch.  Jones  &  Ryan 
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For  15  years  we've  made 
the  world  safer  for 
Directors  and  Officers. 

If  corporate  heads  have  become 
more  visible  these  days,  we'd  like  to 
think  our  D&O  insurance  has  helped. 

Nobody,  but  nobody,  can  match  our 
record  in  handling  claims  against  Direc- 
tors and  Officers. 

It's  not  magic. 

It's  experience.  Fifteen  years  of  it. 
And  in  that  fifteen  years,  American 
Home/National  Union  has  been  faced 
with  and  has  resolved  almost  every 
problem  imaginable. 

So  if  you  get  into  a  particularly 
sticky  situation,  chances  are  it's  already 
old  hat  to  us.  And  if  it  isn't,  nobody  has  a 
better  chance  of  coming  up  with  a 
creative  solution.  kzf% 

Another  thing.  Our  under- 
writers are  seasoned  professionals,  dedi- 
cated to  this  type  of  insurance.  Not 
part-timers  trying  to  sandwich  you 
between  other  types  of  coverage. 

And  nobody  can  offer  our  American 
International  Global  D&0SM  coverage. 
Which  is  important  when  you  consider 
more  and  more  executives  are  finding 
out  they  can  get  sued  overseas  as  well  as 
back  home. 

All  these  reasons  explain  why  so 
many  blue  chip  companies  insure  with 
our  companies. 

And  why  so  many  Directors  and 
Officers  feel  more  secure  doing  business 
with  us. 

The  AIG  Companies. 

Let  us  take  the  risks. 


For  more  information  about  D&O  insurance,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York,  NY  10270,  (212)  770-6507  or  770-6504. 


Overlooked  stars 


-Earnings  per  share 

%  increase 

based  on 

%  variation  in 

Recent 

1980 

1981 

1982 

of  1982 

1982 

earnings  estimates2 

Company 

price 

(est) 

(est) 

nVl>f  1  Q  ft  1 

over  i"oi 

estimates 

1  Oft? 

Occidental  Petroleum 

24% 

$8.31 

$7.06 

S7.34 

3.9% 

3.32 

8.82% 

11.90% 

Olin  Corp 

20'A 

3.08 

3.93 

4.53 

15.2 

4.53 

3.13 

5.54 

Outboard  Marine 

14% 

0.28 

2.66 

3.76 

41.7 

3.92 

4  11 

S  38 

j.oo 

Overseas  Shipholding  Group 

19 

3.06 

3.75 

4.30 

14.8 

4.42 

7.51 

1  1  74 

Ozark  Air  Lines 

y  /l 

0  04 

7  7S 

2.82 

25.2 

3  37 

till 
ii.ii 

70  10 

ivy .  1  y 

PACCAR 

72  % 

9.83 

10.61 

15.46 

45.8 

4.67 

5.69 

7.72 

Panhandle  Eastern 

33% 

5.40 

6.13 

7.04 

14.9 

4.74 

3.65 

6.51 

Penn  Central 

37% 

2.72 

8.51 

10.42 

22.5 

3.63 

27.08 

31.87 

Pentair 

18% 

4.17 

3.73 

4.66 

24.9 

4.00 

3.08 

5  19 

j .  1  y 

r  lllldUCipilia  .ldllUllal 

2914 

7.00 

6.90 

7.72 

12.0 

3.83 

9.53 

1  7  07 

li.7' 

Phillips-Van  Heusen 

14'/g 

1.79 

2.64 

2.99 

13.4 

4.72 

16.41 

11.75 

Pittsburgh  National 

25 

4.49 

4.85 

5.36 

10.5 

4.66 

2.26 

2.99 

PSA 

18% 

2.28 

3.33 

5.85 

75.9 

3.23 

44  73 

1  S  30 

Pulte  Home 

12 'A 

1.89 

1.59 

2.89 

81.1 

4.24 

22.49 

1  7  48 

1  /  .10 

V?    n  1 1  n  1 1  l  ■  A  irlinpc 
1VCUUU11C  .T.llll'lt.s 

4Vo 

*+  /8 

—  1  1  9 

—0.51 

1.19 

NM 

3  87 

0.0/ 

NM 

92.73 

Republic  New  York 

36% 

6.74 

6.73 

7.75 

15.1 

4.73 

4.54 

8.53 

Republic  Steel 

24  Vi 

3.15 

6.47 

6.86 

6.0 

3.57 

9.55 

18.46 

Reynolds  Metals 

26% 

8.32 

5.59 

5.70 

1.9 

4.67 

1 1 .14 

74  80 

Riegel  Textile 

21 

4.40 

4.47 

4.90 

9.6 

4.28 

15.80 

7.33 

1\  1.  v_ 

10 

1 .86 

1.26 

2.37 

88.7 

4.22 

19.53 

10.46 

Royal  Dutch  Petroleum 

30 'A 

10.00 

7.49 

9.39 

25.3 

3.22 

20.12 

18.06 

Russ  Togs 

14 

2.53 

2.96 

3.25 

9.8 

4.31 

2.34 

4.62 

Safeway  Stores 

25 

4.57 

4.82 

5.56 

15.5 

4.50 

7.26 

6.34 

SeaCo 

19'/g 

4.62 

4.21 

5.17 

22.7 

3.70 

iS  1  £ 

s  so 

J.  J7 

Shpll  Trans  &.  Tradinp 

."lit  11    110119   M     X  IdUlllC 

25 

6.92 

5.27 

6.78 

28.8 

3.69 

12.21 

7S  SO 

Sheller-Globe 

9% 

-0.52 

2.05 

2.50 

22.0 

3.85 

11.95 

10.00 

Southeast  Banking 

18'/2 

3.24 

3.46 

3.89 

12.5 

4.75 

2.90 

3.28 

Sperry  Corp 

307/8 

7.50 

5.41 

7.26 

34.3 

4.25 

19  31 

14  00 

Springs  Mills 

22  Vi 

1.20 

4.20 

5.15 

22.6 

4.37 

4.04 

9.46 

CPC  T"io rnnnlnoipc 
jij  ICLllllUiUUlC) 

tL\J  /8 

4  S6 

S  1  Q 

j .  1  y 

6  on 

1  s  s 

ID  .J 

4  48 

2.18 

4.28 

AE  Staley  Manufacturing 

19% 

3.51 

4.75A 

4.98 

4.8 

3.86 

6.86 

24.02 

Standard  Oil  (Ohio) 

41% 

7.37 

8.14 

8.83 

8.5 

4.74 

3.28 

5.27 

Standard  Pacific 

9% 

2.10 

1.26 

2.36 

87.3 

3.97 

1 9  72 

28.95 

Stone  Container 

17% 

2.78 

3.00 

3.70 

23.3 

4.70 

0.00 

1 1.06 

21% 

3.01 

4  si 

S  44 
0  .'1*1 

70  8 

3  03 

4.56 

12.31 

Tenneco 

31% 

5.94 

6.35 

7.21 

13.5 

4.38 

2.37 

3.13 

Tennessee  Valley  Bancorp 

9l/4 

1.82 

1.98 

2.30 

16.16 

4.02 

7.70 

1 1.50 

Tesoro  Petroleum 

18% 

4.94 

3.68 

4.67 

26.8 

4.02 

7  30 

93  07 

Texaco 

32% 

8.31 

8.79 

9.29 

5.7 

3.53 

4  79 

7.48 

TiopT  IntprnaHfiTial 
1  lit  1   111  ICI  lu  I  lUIIral 

12 

7  OS 

1.63 

7  S3 

i  .  JO 

ss  0 

4  74 

50.52 

45.04 

Trans  World 

17 1/8 

-0.05 

2.58 

4.94 

91.2 

3.47 

24.38 

13.36 

Transway  International 

21% 

4.23 

4.19 

4.74 

13.0 

4.48 

6.44 

9.06 

Trinity  Industries 

15% 

2.95 

3.06 

3.63 

18.6 

4.27 

5  39 
j.07 

IO.33 

Union  Carbide 

48 

10.48 

10.82 

12.22 

13.0 

3.93 

4.53 

9.81 

T  Tnirnval 

8% 

— n  30 

1  70 

2.26 

37  7 

3.71 

14  88 

1  9  04 

USAir 

11% 

3.59 

2.97 

3.81 

28.4 

3.12 

15.45 

18.54 

US  Steel 

28 

5.25 

6.37 

7.19 

12.7 

3.90 

13  33 

1 0 .00 

1  8  79 
1 0.  /  y 

UAL 

19% 

0.70 

1.65 

4.37 

164.3 

4.49 

40  42 

78  77 

I  J<sl  IFF 

V>  •  J 1—  1 1  L 

/8 

4  03 

4  37 

4  87 

1 1  S 

4  7fl 

3.26 

5.00 

V  an  r^firn 

V  all  L/\Jlll 

1  4.1A 
IH  /2 

7  01 

3  f)7 

37  3 

4  73 

7.14 

14.88 

\\  ells  Fargo 

27 

5.32 

5.54 

6.29 

13.5 

4.29 

6.11 

6.49 

Westinghouse  Electric 

25% 

4.71 

5.11 

5.57 

9.0 

4.60 

3.24 

6.69 

Wetterau 

9% 

2.13 

2.24 

2.65 

18.3 

3.73 

12.57 

13.21 

White  Consolidated  Inds 

27lA 

3.90 

5.17 

6.02 

16.4 

4.53 

4.74 

4.67 

Vickes  Companies 

11% 

0.50 

1.74 

3.19 

83.2 

3.68 

21.35 

17.39 

FVV  Woolworth 

19 

4.53 

3.89 

5.12 

31.4 

3.71 

10.67 

7.53 

Xerox 

40% 

7.33 

7.52 

8.54 

13.7 

4.73 

3.73 

5.07 

•  hscal  years  ending  June  through  May  of  the  following  year.  ^Percentage  around  the  average,  in  which  two-thirds  of  analysts" 
estimates  fall  The  lower  the  percentage,  the  greater  the  agreement  among  the  analysts.  A  Actual.    NM:  Not  meaningful. 

Source:  Institutional  Brokers  Estimate  System;  Lynch,  Jones  &  Ryan 
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SPECIAL  ADVERTISING  SUPPLEMENT 


GEARS  FOR 
EXPORT 


Ne  must  take 
ictionnowfor 
he  future  and 
lot  wait  for  it 
o  arrive." 


VHEN  MEXICO  THINKS  EXPORTS, 
T  THINKS  OIL. 

Three-quarters  of  Mexico's  exports 
re  petroleum  products.  Sales  of  oil, 
latural  gas  and  petrochemicals  will  ex- 
eed  $15  billion  this  year.  Hydrocarbons 
re  bankrolling  the  spectacular  growth  of 
he  Mexican  economy — creating  jobs, 
leveloping  natural  resources,  building, 
n  industrial  and  agricultural  infrastruc- 
ure,  and  contributing  to  higher  living 
tandards. 

(UT  WHEN  MEXICO  THINKS 
iXPORTS,  IT  ALSO  THINKS 
^VERSIFICATION. 

Recognizing  the  risk  of  over-depen- 
lence  on  a  non-renewable  resource, 
dexicois  now  taking  aim  at  producing  a 
vider  range  of  industrial  and  agricul- 
ural  products  at  volume,  quality  and 
>rice  standards  to  compete  in  over- 
eas  markets. 


AND  WHEN  MEXICO  THINKS  OF 
IMPROVING  EXPORTS,  IT  THINKS 
TRADING  PARTNERS. 

Nearly  70%  of  Mexico's  exports  go 
to  the  United  States,  and  Mexico  must 
broaden  the  foreign  trade  spectrum  by 
finding  new  markets  and  new  partners 
to  absorb  its  rising  production  of  non- 
traditional  exports. 

These  concerns  are  almost  para- 
doxical for  one  of  the  world's  high- 
growth  nations,  riding  a  wave  of  prog- 
ress and  prosperity,  and  displaying  iin* 
usual  social  and  political  stability.  But 
President  Jose  Lopez  Portillo  makes  it 
clear  that  Mexico  must  not  become  a 
"petrolized"  country  or  mono-exporter  if 
it  is  to  overcome  its  problems  of  feeding, 
housing  and  educating  an  exploding 
population  now  at  the  70  million  level. 

In  his  annual  report  to  the  Mexican 
people,  the  President  was  able  to  high- 
light economic,  political  and  social 


achievement  which  places  Mexico  in  the 
front  ranks  of  the  industrializing  nations: 

Annual  growth  rate  of  over  8%  for 
the  fourth  consecutive  year 
■  Dollar  reserves  of  $10.4  billion, 
highest  in  history 

•  3>350,000  new  jobs  created  in 
five  years 

•  22  million  children  and  young 
people  in  school 

•  $40  billion  in  public  and  private 
investment 

•  23,5  million  ton  harvest,  largest 
in  history 

•  Progress  in  agrarian  reform  and 
housing 

"Mexico's  exceptional  situation,  its 
ability  to  succeed,"  Lopez  Portillo  points 
ou  t,  "is  not  the  result  of  a  lucky  stroke 
of  fortune,  but  of  planned  effort  . .  . 


progress  is  not  a  circus  stunt,  but  the  re- 
sult of  intelligent  and  timely  use  of  our 
resources." 

Around  the  world,  there  are  many 
who  share  the  Mexican  President's  confi- 
dence. President  Reagan  has  held  an  un- 
precedented three  summit  meetings 
with  Lopez  Portillo  this  year  in  an  effort 
to  cultivate  Mexican  friendship  and  sup- 
port. U.S.  Commerce  Secretary  Malcolm 
Baldridge  calls  Mexican  development 
"phenomenal"  and  predicts  that  U.S.- 
Mexico trade  will  reach  $80  billion 
annually  by  1985. 

COURTED  BY  KINGS 

Diplomats  and  kings  have  come 
knocking  at  Mexico's  door,  and  new  or 
expanded  trade  agreements  are  being 
negotiated  with  such  traditional  Mexican 
partners  as  France,  Japan,  Canada,  West 
Germany,  Spain  and  Brazil,  and  newer 
ones  like  Sweden,  Yugoslavia,  New  Zea- 
land, Venezuela,  Nicaragua  and  India. 

A  new  tack  in  Mexican  diplomacy 
and  aggressive  trade  policies  is  typified 
by  the  North-South  dialogue  held  at 
Lopez  Portillo' s  initiative  at  Cancun,  in 
October.  Describing  the  meeting  of  22 
heads  of  state  as  a  "catalyst,"  Lopez  Por- 
tillo says  the  beginning  of  global  eco- 
nomic and  political  negotiations  at  this 
level  offers  "the  broadest  and  most  clear- 
ly presented  opportunity  to  reorder  the 
international  economic  relations  of  our 
time." 

"Our  decision  to  take  action  at  the 
international  level  in  order  to  obtain  the 
resources  necessary  for  Mexico's  de- 
velopment is  .  . .  based  on  the  need  to 
make  cooperation  part  of  an  integrated 
whole,  thus  separating  it  from  the  ap- 
plication of  simple — and  at  times 
simplistic — trade  considerations,"  the 
Mexican  President  says. 

Mexico's  judicious  use  of  its  pe- 
troleum resources  to  expand  foreign 
trade  and  build  its  economy  has  moved 
the  country  into  the  final  stage  of 
"accelerated  development"  foreseen  by 
Lopez  Portillo's  six-year  Global  Develop- 
ment Plan. 

With  industrial  and  agricultural 
capacity  on  the  rise,  and  tremendous 
progress  toward  its  social  goals,  Mexico 
offers  what  U.S.  Trade  Representative 
William  Brock  calls  "unlimited  opportu- 
nities" for  developing  a  healthy  foreign 
trade  structure.  Mexico  definitely  is  gear- 
ing for  export  as  the  lifeline  of  its  future 
development. 


"Let  us  remember  that  we  never 
offered  a  rose  garden,  provided  by  oil. 
We  said,  and  this  is  being  born  out,  that 
oil  would  give  us  financial  self- 
determination,  that  it  would  be  the 
pivot  and  catalyst  of  economic  develop- 
ment. 

"We  did  not  offer  riches  without 
work,  nor  justice  without  counter- 
balance. They  are,  however,  real  pros- 
pects for  the  first  time  in  our  history." 
— President  Jose  Lopez  Portillo 


MEXICO'S  FOREIGN  TRADE 


1980 

IMPORTS 

(millions  of  dollars) 
1981(p) 

Change 

1980 

EXPORTS 

(millions  of  dollars) 
1981(p) 

Change 

January 

1,085.4 

1,852.1 

+  70.6% 

1,091.2 

1,724.2 

+  58.0% 

February 

1,129.8 

1,668.2 

+  47.7% 

1,024.6 

1,447.0 

+  41.2% 

March 

1,339.7 

2,180.0 

+  62.7% 

1,250.5 

2,079.5 

-  66.3% 

April 

1,378.8 

1,943.4 

+  40.9% 

1,279.2 

2,014.1 

+  57.4% 

May 

1,529.3 

1,907.2 

+  24.7% 

1,273.3 

1,798.3 

+  41.2% 

(Jan.  -  May) 

6,463.0 

9,550.9 

+  47.8% 

5,918.8 

9,063.0 

+  53.1% 

Note:  Statistics  are  F.O, 
(p)  Preliminary  figures 


B.,  net  of  transport  and  insurance  costs. 

Source:  Banco  de  Mexico,  Secretariat  of  Programming  and  Budget 


But  Lopez  Portillo,  whose  Alliance 
for  Production  among  business,  labor 
and  government  engineered  Mexico's 
economic  boom,  admits  that  prosperity 
creates  problems  of  its  own.  Inflation  at 
nearly  double  the  U.S.  rate,  a  $34  billion 
public  debt,  and  a  widening  balance  of 
payments  are  among  the  problems  of  the 
petroleum-fuelled  economy. 

OIL  EXPORTS  PAY  THE  BILL 

Oil  earnings,  nevertheless,  grease 
Mexico's  economic  wheels  and  finance 
the  Lopez  Portillo  program  to  expand 
the  industrial  base,  strengthen  the  elec- 
tric power  and  transportation  infrastruc- 
ture, modernize  agri-industry,  and  cre- 
ate a  sound  business  climate  based  on  a 
"mixed  economy"  which  combines  pub- 
lic and  private  sector  investment. 

Some  of  these  goals  are  beginning  to 
be  fulfilled,  but  diversification  takes  time 
and  oil  will  undoubtedly  continue  to  be 
the  pacemaker  of  future  development  for 
years  to  come.  In  1980,  two-thirds  of 
Mexico's  dollar  earnings  came  from  pe- 
troleum sales,  and  a  50%  increase  to 
$15  billion  is  forecast  this  year. 

New  exploration  has  raised  Mexico 
to  fourth  place  in  world  petroleum  re- 
serves, and  Petroleos  Mexicanos  produc- 
tion will  average  2,350,000  barrels  daily 
this  year.  Further,  Pemex  is  developing 
the  country's  petrochemical  potential  at 
an  accelerated  rate  which  promises  to 
add  another  dimension  to  export  earn- 
ings. Fifty-one  basic  petrochemical  proj- 
ects are  being  executed,  or  one  out  of 
every  eight  in  the  world  today. 

"Increased  output  of  hydrocarbons 


has  not  only  created  greater  demands  foi 
capital  goods,  technicians  and  workers, 
but,  through  exports,  has  also  provided 
the  funds  to  purchase  from  abroad  the 
complementary  technology  and  equip- 
ment that  will  enable  us  to  achieve  inte- 
grated growth.  This  is  what  we  mean 
when  . . .  we  point  to  oil  as  the  'spear- 
head' of  a  program  that  leads  to  trans- 
forming non-renewable  resources  into 
permanent  sources  of  wealth  and  em- 
ployment." says  Lopez  Portillo. 

At  its  core,  the  Mexican  develop- 
ment program  is  aimed  at  creating  jobs 
and  improving  the  distribution  of  in- 
come. In  1980  alone,  employment  in- 
creased by  approximately  6.3% — almost 
for  the  first  time  gaining  ground  on 
population  growth.  The  target  for  1980- 
82  is  2.2  million  more  jobs,  and  Lopez 
Portillo  says  "There  is  every  reason  to 
assume  that  it  will  be  possible  to  surpass 
it." 

"We  have  not  yet  reached  full  em- 
ployment," the  President  adds,  "but  we 
are  advancing  steadily  and  firmly  along 
the  right  road." 

Income  distribution  also  is  running 
ahead  of  schedule.  In  five  years,  national 
income  increased  in  real  terms  almost 
50% ,  while  population  growth  was  only 
16%.  Conservative  estimates  point  to 
real  growth  in  family  income  of  4.7% 
between  1977  and  1980. 

EXPORTS  IN  SPOTLIGHT 

With  approval  from  the  Mexican 
public,  and  admiration  from  abroad,  for 
his  progress  toward  these  goals,  the 
President  enters  the  sixth  and  final  vear 
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tising  out  of  Mexico's  past/  Looking  towards  the  future...  Banca  Serfin 
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nown  as  Banco  de  Londres  y  Mexico  until  1977,  we  are  the 
dest  bank  in  Mexico— and  forward  looking  from  the  start.  Our 
ternational  activities  go  back  to  1864.  Today  we  have  agencies 
New  York  and  Los  Angeles,  a  London  branch,  and  a  network 
over  360  branches  in  Mexico.  And  we're  still  expanding. 

We  now  rank  as  one  of  Mexico's  largest  banks,  with  assets 
rer  $5  billion,  and  a  range  of  integrated  services  broad  enough 
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to  meet  all  your  banking  needs  in  Mexico.  That's  what  Serfin 
stands  for:  Servicios  Financieros  Integrados. 

A  leader  in  syndicated  loans  in  Mexico,  we  can  facilitate  the 
"Mexicanization"  of  companies,  arrange  co-investment  with 
Mexican  partners,  handle  foreign  exchange. . .  whatever  your  or- 
ganization needs.  One  reason  more  companies  are  doing  business 
with  Banca  Serfin  than  ever  before  in  our  117-year  history. 
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f  his  administration  with  his  govern- 
ient  team  zeroing-in  on  exports  as  a 
lajor  element  of  a  foreign  trade  pro- 
ram  that  highlights  trade  liberalization 
olicies,  agricultural  production,  foreign 
ivestment,  increasing  the  quality  and 
alume  of  manufactured  goods,  reduc- 
ig  imports  and  resolving  transportation 
Dttlenecks. 

Continuity  of  the  program  for 
mother  six  years  seems  almost  assured 
■ith  the  selection  of  Miguel  de  la  Mad- 
d  as  candidate  for  the  PRI  government 
arty  to  succeed  Lopez  Portillo  in  De- 
?mber,  1982.  The  Harvard-educated 
rograming  and  Budget  Secretary  is  a 
isciple  of  Lopez  Portillo  and  one  of  the 
rchitects  of  the  Global  Development 
Ian,  and  will  in  all  likelihood  follow 
opez  Portillo' s  progressive,  pro- 
usiness  policies.  The  Lopez  Portillo 
rogram  is  designed  to  overlap  into  the 
ext  administration,  and  some  elements 
ach  as  energy  are  planned  on  a  long- 
inge  basis  reaching  out  to  the  year 
300. 

In  Mexico's  mixed  economy,  the  pri- 
ate  sector  traditionally  has  dominated 
\anufacturing  and  commerce,  but  the 
50  enterprises  of  the  parastate  industry 
lay  a  key  role  in  the  country's  economic 
rowth  and  export  plans.  Mexico's  new- 
f  organized  banking  system  also  is 
losely  linked  to  the  nation's  goal  of  be- 
Dming  a  major  exporting  country. 

Full-service  banks  now  handle  98% 
f  the  country's  financial  resources.  The 
ital  of  three  trillion  pesos  ($222  billion) 
ipped  by  the  banking  system  this  year 
lakes  selective  channeling  of  credit  an 
nportant  instrument  in  orienting  pro- 
uction  to  major  national  priorities. 

Aggressive  marketing  strategies 
fhich  have  moved  leading  Mexican 
anks  as  strong  competitors  into  the 
lew  York,  California,  London  and  other 
verseas  financial  markets  have  also 
erved  as  counter-point  to  a  surge  of 
)reign  borrowing  by  expanding  Mex- 
:an  companies.  The  participation  of 
lexican  banks  in  leading  consortia  with 
lajor  foreign  banks  from  the  United 
tates,  Europe  and  Japan  has  made  Mex- 
:o  one  of  the  world's  heaviest  borrow- 
rs  while  stimulating  Mexican  industrial 
ivestment  and  expansion. 

Although  the  National  Industrial 
teveiopment  Plan  calls  for  a  major  effort 
)  locate  new  industry  and  plant  expan- 
ion  away  from  the  manufacturing  cen- 


ters of  Mexico  City  and  Monterrey,  the 
growth-minded  Mexican  banks  are  large- 
ly tied  to  the  powerful  Monterrey  "gru- 
pos,"  or  industrial  holding  companies, 
and  to  the  industry  concentration 
around  the  Mexican  capital. 

Most  of  the  leading  banks  such  as 
Banamex,  Bancomer,  Serfin,  Somex  and 
Multibanco  Comermex  are  strong  sup- 
porters of  industry  and  participate  heavi- 
ly in  the  development  of  manufacturing 
and  export  capacity.  Some  are  allied 
directly  with  Monterrey  groups;  for  ex- 
ample, Serfin  is  part  of  the  Valores  In- 
dustriales,  S.A.  group  which  parlayed 
beer  and  bottling  into  a  giant  private  cor- 
poration with  annual  sales  over  $1.1  bil- 
lion. Other  groups,  like  Alfa,  which  is 
Mexico's  largest  private  company,  Vitro, 
and  Cydsa,  draw  support  generally  from 
the  banking  system  that  granted  more 
than  $40  billion  in  financing  in  1980. 
Somex  is  a  mixed  capital  parastate/pri- 
vate  bank  which  channels  finance  into 
parastate  enterprises  as  well  as  the  pri- 
vate sector,  and  Banco  International  is  a 
private  bank  but  allied  with  Nacional 
Financiera,  the  government  finance 
agency. 

The  recent  reorganization  of  the 
banks  into  "multi-banks"  or  full-service 
institutions  has  facilitated  credit  both  for 
industry  and  agriculture. 

"This  year,  the  financial  sector  will 
allocate  credit  resources  of  $11.6  billion 
to  farming  as  part  of  the  effort  to  achieve 
self-sufficiency  in  food  production,  and 
to  improve  rural  welfare,  employment 
and  living  conditions,"  reports  The 
Finance  Secretariat. 

An  unprecedented  effort  is  being 
made  to  focus  major  attention  on  the 
production  of  basic  low-cost  consumer 
goods.  Estimates  place  the  amount 
of  credit  that  will  be  channeled  to  this 
activity  in  1981  at  $13  billion.  Of  this 
amount,  mixed  official  banking  institu- 
tions and  development  funds  and  trusts 
will  grant  $8  billion,  or  62%.  of  the  total, 
while  private  banks  will  provide  the  rest. 

Government  credits  will  be  held  at  a 
low  (for  Mexico)  18%  interest  rate  to 
stimulate  the  supply  of  priority  goods 
and  services,  both  for  exports  and 
domestic  consumption. 

PARASTATE  COMPANIES  TOP 
EXPORTS 

Mexico's  parastate  companies  cover 
a  broad  range  of  enterprises  reserved  for 


SIX  MORE  YEARS 
OF  DEVELOPMENT 


Miguel  de  la  Madrid  Hurtado,  46, 
Mexico's  Harvard-educated  Program- 
ing and  Budget  Secretary  and  chosen 
successor  to  President  Jose  Lopez  Portil- 
lo, promises  to  carry  forward  the  coun- 
try's high-growth  development  program 
for  another  six  years. 

As  the  candidate  for  the  PRI  party 
which  has  dominated  Mexican  politics 
for  the  past  half-century,  de  la  Madrid  is 
expected  to  win  the  Presidency  easily  in 
next  year's  elections. 

An  architect  of  the  Lopez  Portillo 
administration's  Global  Development 
Plan,  de  la  Madrid  is  regarded  as  one  of 
the  most-experienced  and  qualified  pub- 
lic officials  working  to  modernize  and 
strengthen  the  Mexican  economy.  He  is 
a  disciple  of  Lopez  Portillo  and  shares  a 
similar  background  and  views. 

De  la  Madrid  was  born  in  Mexico's 
northwest  state  of  Colima  Dec.  12, 
1934,  and  graduated  in  law  from  the 
National  University  of  Mexico  in  1957. 
He  attended  Harvard  on  a  government 
scholarship  in  1964  and  1965,  receiving 
a  Master's  Degree  in  Public  Adminis- 
tration. 

His  public  career  included  key  posi- 
tions in  the  Treasury  Secretariat  and  as 
Finance  subdirector  for  Petroleos  Mex- 
icanos  before  being  appointed  to  the 
Lopez  Portillo  cabinet  in  May,  1979.  He 
has  represented  Mexico  before  the  Inter- 
national Monetary  Fund,  the  World 
Bank,  the  Interamerican  Development 
Bank  and  the  Interamerican  Economic 
and  Social  Council.  Like  Lopez  Portillo, 
he  serves  as  a  professor  on  the  law  faculty 
at  the  National  University  of  Mexico. 
He  has  also  served  as  a  director  or  advis- 
or to  various  privale  business  firms. 

Handsome  and  distinguished,  de  la 
Madrid  has  been  married  for  24  years, 
and  lives  with  his  wife,  Paloma,  and  five 
children  in  a  large,  gardened  colonial 
house  in  Mexico  City's  attractive  suburb 
of  Coyoacan.  His  oldest  child,  Marga- 
rita, 21,  is  a  student  of  hotel  administra- 
tion, and  a  son,  Miguel,  19,  is  a  law 
student. 
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Mexico's  Federal  Electricity  Commission: 
Plans  and  Goals  Through  the  Year  2000 


In  1937  the  Mexican  Government,  dri- 
ven by  the  need  to  stimulate  growing 
agro-industrial  development  and  to 
carry  electrification  to  vast  regions  of 
the  country  previously  unattended  by 
the  foreign  private  electric  utilities,  cre- 
ated the  Federal  Electricity  Commission 
(CFE). 

The  beginnings  of  this  parastate  com- 
pany were  modest,  with  a  64  kilowatt 
diesel  power  plant  at  Teloloapan,  in 
Guerrero  State,  600  kilometers  south  of 
Mexico  City,  Forty-four  years  later,  with 
an  installed  capacity  of  more  than 
17,000  megawatts,  the  CFE  supplies 
service  to  9  million  subscribers  in  nearly 
25,000  localities,  through  an  inter- 
connected grid  that  covers  an  area  of 
approximately  2  million  square  kilome- 
ters. 

Since  1960,  when  the  Government  ac- 
quired the  stock  of  the  private  utilities  in 
a  process  known  as  the  Nationalization 
of  the  Electric  Industry,  the  CFE  is  by 
law  the  only  company  charged  with  ge- 
nerating, transmitting  and  distributing 
electric  energy.  In  a  word,  it  is  responsi- 
ble for  planning  and  carrying  out  the 
strategy  for  the  growth  of  a  national  in- 
ter-connected electrical  system. 

Toward  this  goal,  the  CFE,  in  addition 
to  supplying  the  electric  service,  makes 


heavy  investments  each  year  to  satisfy 
the  demand  for  energy,  which  histori- 
cally has  grown  at  an  average  rate  of 
about  10%  annually,  making  it  neces- 
sary to  duplicate  installed  capacity 
every  seven  years. 

DIVERSIFICATION 
OF  PRIMARY  SOURCES 
In  December,  1980,  thermal  energy  re- 
presented 70%  of  total  power  genera- 
ted, and  hydroelectric  generation  ac- 
counted for  the  remaining  30% .  Conse- 
quently, since  the  beginning  of  the  ad- 
ministration of  President  Jose  Lopez 
Portillo,  serious  efforts  have  been  made 
to  diversify  the  primary  "energetics"  of 
electric  generation. 

GEOTHERMAL 
Five  geothermic  units  with  a  capacity  of 
180  megawatts  are  in  operation  in  the 
extreme  northeast  of  the  country,  in  the 
Cerro  Prieto  fields,  whose  energy  po- 
tential will  make  possible  production  of 
about  1,000  megawatts  during  the 
course  of  this  decade. 

COAL 

In  Coahuila  State,  in  the  north  of  the 
country,  this  year  the  first  of  four  coal- 
fired  units,  each  of  300  megawatts,  will 
enter  into  operation.  The  most  recent 
inventory  of  non-coking  reserves  has 
enabled  CFE  to  include  in  its  program  a 


second  coal-fired  thermoelectric  cen- 
tral, similar  to  the  one  already  under 
construction.  The  installed  capacity  for 
coal-fired  units  is  estimated,  by  the  end 
of  the  century,  for  some  9,000  mega- 
watts. 

HYDROELECTRIC 
The  "Manuel  Moreno  Torres"  hydro- 
electric plant  at  Chicoasen  dam,  in  the 
southeast  of  the  country,  was  inaugu- 
rated last  December  with  five  300  mega- 
watt units.  This  plant  adds  its  hydro- 
electric potential  to  other  important 
centrals  such  as  Malpaso  (1,000  MW), 
Angostura  (900  MW),  and  Infiernillo 
( 1 ,000  MW) .  Studies  show  that  by  the 
year  2000,  hydroelectric  plants  will  be 
generating  80,000  GWH. 

NUCLEAR 
The  first  nuclear  power  center  is  under 
construction  on  the  Gulf  of  Mexico  Co- 
ast, in  the  state  of  Veracruz,  and  should 
enter  into  operating  during  1983  with  an 
installed  capacity,  in  two  units,  of  1 ,300 
megawatts.  The  Energy  Plan  elabora- 
ted by  the  Secretariat  of  Patrimony  and 
Industrial  Development  calls  for  Mexico 
to  have,  by  the  end  of  the  century,  an 
installed  capacity  of  20,000  megawatts 
in  nuclear  electric  plants,  which  should 
generate  between  15%  and  20%  of  the 
550  TWH  which  the  country  will  need 
by  the  year  2000. 
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"Manuel  Moreno  Torres"  hydroelectric  plant.  At  the  mouth  of  the  legendary  Sumidero  Canyon,  in  the  heart  of 
the  Chiapas  jungle  the  Manuel  Moreno  Torres,  hydroelectric  plant  at  Chicoasen,  the  largest  in  Mexico,  will  pro- 
duce 1,500  megawattas  from  five  units. 
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Being  one 
of  Latin  America's 
most  important  banking 
corporations  with  more  than 
660  branches  all  over  Mexico,  more 
than  25,000  employees  and  total  assets 
exceeding  14*  billion  dollars  and  branches, 
agencies  and  representative  offices  in  the  major 
financial  centers  of  the  world  enables  Bancomer  to 
offer  you  a  wide  range  of  top  level  financial  services. 
If  you  need  financing  for  your  mexican  activities,  advice  on 
Mexican  markets,  commercial  references  on  domestic  and  international 
firms,  information  on  official  requirements  and  duties  for  exports  and  imports 
or  trade  financing,  follow  a  leader,  it  has  been  proven  successful  all  over  the  world. 

•As  of  March  1981 
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national  exploitation,  such  as  petroleum, 
uranium  and  other  minerals,  or  areas 
where  the  private  sector  has  not  filled 
the  gap.  The  government  industrial 
group  produces  607c  of  the  nation's  iron 
and  steel,  plus  mining,  fertilizer  and 
other  petrochemicals,  fishing,  ports  and 
docks,  shipbuilding,  electric  energy,  rail- 
ways, communications  and  other  enter- 
prises. 

Primarily  through  Petroleos  Mexica- 
nos'  sales  of  petroleum  and  natural  gas, 
however,  the  para-state  companies  cur- 
rently contribute  75%  of  the  country's 
export  commodities.  In  the  past  five 
years,  the  growth  rate  of  the  real  domes- 
tic product  of  para-state  companies 
was  more  than  double  that  reached  by 
national  industry  as  a  whole.  Even  with 
petroleum  excluded,  the  figure  was  11%. 

"There  is  a  tendency,  however,  to 
reduce  profitability  and  efficiency  criteria 
for  public  enterprises  to  financial  terms 
as  if  they  were  private  enterprises,  when 
in  fact  they  fulfill  a  strategic  and  social 
function  in  providing  subsidies  and 
guiding  economic  policies,"  Lopez  Por- 
tillo  claimed  in  his  annual  report. 

"Their  works,  which  include  dredg- 
ing, breakwaters,  canals,  docks,  and 
railways,  are  progressing  and  provide 
the  infrastructure  for  the  industrial 
ports  that  herald  our  country's  full 
modernization. 

"With  this  modernization,  Mexico  is 
organizing  an  efficient,  export-oriented 
industry.  . ." 

The  port  program,  which  will  give 
Mexico  two  major  new  ports  in  the  Gulf 
and  two  more  on  the  Pacific  Coast,  is 
symbolic  of  the  country's  efforts  to  im- 
prove the  flow  of  goods  abroad  by  elimi- 
nating overloaded  transportation  condi- 
tions in  ports,  railways,  highways  and 
air. 

Manufacturing  exports  have  also 
been  a  headache  in  Mexico's  attempt  to 
ease  its  foreign  trade  deficit,  currently 
over  $3  billion.  According  to  Luis  Malpi- 
ca  de  la  Madrid,  director  of  the  official 
fund  for  the  Development  of  Manufac- 
tured Products  Export  (Fomex),  the  slow 
growth  in  manufactured  exports  essen- 
tially reflects  the  fact  that  Mexican  indus- 
try has  to  strain  just  to  keep  up  with 
domestic  demand. 

"Mexican  exporters  traditionally 
have  been  accustomed  to  exporting  ex- 
cess production,"  says  Malpica  de  la 
Madrid.  "But  industry  today  is  working 
at  maximum  capacity  without  being  able 


to  fully  satisfy  the  growing  domestic  de- 
mand. This  has  created  a  short-term  in- 
ability to  produce  manufactures  for  ex- 
port, which  combines  with  the  recession 
in  the  United  States  and  elsewhere  to  re- 
duce demand  for  Mexican  products.  As 
a  consequence,  we  must  make  a  much 
greater  effort  to  increase  our  export 
capacity." 

Since  1978,  however,  Mexico's  for- 
eign trade  has  been  characterized  by  a 
growth  in  imports  and  a  weakening  of 
exports  of  manufactured  goods.  The 
growth  in  demand,  which  indicates 
greater  domestic  capacity  of  consump- 
tion, surpassed  short-term  supply  and 
absorbed  exportable  surpluses. 

Fomex,  an  arm  of  the  offical  Bank  of 
Mexico,  is  a  principal  weapon  in  the 
government's  drive  to  stimulate  exports 
and  import-substitution  through  incen- 
tives in  investment,  employment,  pro- 
duction and  marketing.  Fomex  will 
channel  more  than  $2.6  billion  into  ex- 


port incentives  this  year,  a  28%  increase 
over  1980.  This  will  be  added  to  efforts 
by  a  team  of  government  agencies,  in- 
cluding the  Mexican  Foreign  Trade  Insti- 
tute (IMCE),  the  Secretariat  of  Com- 
merce and  the  Secretariat  of  National 
Patrimony,  plus  private  consortia  which 
have  grouped  together  in  cooperative 
attempts  to  increase  exports. 

For  three  years,  Mexico  has  been 
re-structuring  its  export/import  mecha- 
nisms. Gradually  eliminating  a  system 
of  import  controls  based  on  duties,  83% 
of  the  country's  trade  now  requires  prior 
import  permits.  At  the  same  time,  expor 
duties  have  been  lightened  and  export 
systems  have  been  streamlined. 

Jose  Andres  de  Oteyza,  Secretary  of 
Patrimony  and  Industrial  Development, 
also  promises  private  industry  that  the 
government  will  eliminate  "bureaucratic 
miseries  and  administrative  slowness"  t( 
stimulate  production. 

Mexico's  "package"  of  export  stimu- 
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Sulphur  is  a  leading  Mexican  export,  shipped  from  the  nearby  port  of  Coatzacoalcos,  Veracruz 


lants  offers  private  firms  government 
support  from  the  start  of  the  investment- 
planning  stage,  during  the  construction 
of  a  plant,  and  through  the  moment  of 
carrying  out  the  exportation.  In  this  way, 
says  Macedonio  Barrera,  Director  of  Ex- 
port Development  for  the  Commerce 
Secretariat,  the  difference  in  inflation 
rates  between  Mexico  and  other  coun- 
tries can  be  neutralized.  For  example, 
Barrera  says  the  current  27%  differential 
between  U.S.  and  Mexican  inflation 
which  "simplistically  is  argued  as  an 
obstacle  to  exports"  is  thus  eliminated 
through  government  aid. 

The  need  for  "aggressive  exporting 
companies  to  conquer  the  external  mar- 
ket" is  stressed  by  Oliver  Ferres,  Sub- 
director  of  Commercial  Promotion  for 
1MCE.  A  mixed  commission  sponsored 
by  IMCE  with  groups  of  manufacturers 
has  led  to  a  general  review  of  export 
problems,  and  a  pledge  by  the  manufac- 
turers to  double  the  $520  million  they 
currently  export  within  five  years. 

Beyond  supporting  and  educating 
exporters,  the  government  exerts  addi- 
tional leverage  by  tieing  foreign  invest- 
ment to  exports.  With  over  $1.6  billion  in 
new  foreign  investment  programmed  for 
1981,  many  enterprises  entering  the 
Mexican  market  are  tied  to  specific  ex- 
port commitments  as  part  of  their  agree- 
ments with  the  government.  The  auto- 
motive industry,  especially,  has  worked 
to  raise  production  levels  in  Mexico  to 
achieve  economies  of  scale  that  make  its 
products  competitive  on  the  world  mar- 
ket. New  Ford,  General  Motors  and 
Chrysler  plants  on  the  Texas  border 
were  built  primarily  for  export  to  U.S. 
assembly  plants.  Volkswagen  and  Dat- 
sun  also  are  strong  exporters.  VW  is  one 
few  to  ship  complete  vehicles. 

Other  border  plants,  known  as  "ma- 


quiladoras,"  or  in-bond  plants,  have 
been  established  by  dozens  of  varied 
U.S.  companies,  and  are  exclusively  for 
export.  Raw  and  semi-finished  materials 
for  these  export  products  are  shipped 
into  the  border  zone  for  processing  by 
Mexican  labor,  and  then  returned  to  the 
U.S.  where  duties  are  imposed  only  on 
the  Mexican  value  added.  Malpica  de  la 
Madrid  cites  these  plants  as  priority 
targets  for  Fomex  incentive  programs. 

Fomex  assistance  to  private  industry 
includes  a  wide  variety  of  support 
mechanisms,  ranging  from  credits  and 
guarantees  to  such  details  as  paying  the 
fees  of  technicians  supervising  quality 
control.  Marketing  support  also  is  pro- 
vided, including  installation  and  opera- 
tion of  overseas  stores  exhibiting  Mex- 
ican products,  credit  for  the  shipment  of 
samples,  credit  for  investment  in  foreign 
suppliers  or  import  firms,  and  guaran- 
tees which  Malpica  de  la  Madrid  says 
gives  Mexican  manufacturers  'the  confi- 
dence to  go  out  into  the  international 
market  with  all  the  protections  which 
foreign  firms  have  in  other  countries." 

Malpica  de  la  Madrid  says  Mexico's 
objective  is  to  broaden  its  foreign  trade 
potential  by  stepping  up  non-traditional 
exports  to  other  countries — particularly 
France,  Britain,  Japan,  West  Germany, 
South  American  and  Eastern  bloc  coun- 
tries which  have  been  courting  the  Mex- 
ican market  since  the  onset  of  the  world 
energy  crisis.  But  Mexico  wants  to  main- 
tain and  even  increase  the  volume  of 
trade  with  the  United  States. 

"When  we  speak  of  diversification," 
says  the  Fomex  director,  "it  should  be 
understood  that  we  do  not  wish  to  sell 
less  to  the  United  States,  but  that  the  di- 
versification would  represent  production 
increases  for  sale  to  other  markets. 

"Our  objective  is  to  sell  more  to  the 


U.S.,  and  much  more  to  other  countries. 
We  hope  to  achieve  this  through  a  mas- 
sive increase  in  exportable  production." 

"Two-way  trade  between  the  Unite 
States  and  Mexico  has  increased  from 
$8  billion  in  1976  to  $28  billion  in  1980, 
and  U.S.  Secretary  of  Commerce  Mal- 
colm Baldridge  sees  the  possibility  of 
$80  billion  yearly  by  1985. 

Mexico  could  pass  Japan  to  become 
the  United  States'  second-largest  trade 
partner  "in  the  reasonably  near  future," 
according  to  William  Brock,  special  U.S. 
Trade  Representative  who  is  a  leading 
figure  on  a  new  U.S. -Mexico  Trade 
Commission  which  was  activated 
this  year. 

"Rapid  growth  situations  in  Mexico 
offer  unlimited  opportunities  for  both 
countries  to  improve  and  strengthen 
their  trade  relationships,"  Brock  com- 
ments. 

"Opportunities  far  outnumber  prob 
lems,"  added  Baldridge,  following  the 
first  meeting  of  the  Trade  Commission. 
"The  commission  has  been  able  to  work 
efficiently  because  there  is  confidence 
and  friendship  on  both  sides." 

Lopez  Portillo  also  believes  that 
"relations  between  Mexico  and  the  Unit 
ed  States  should  break  out  of  the  tradi- 
tional mold  and  seek  common  criteria 
and  solutions  based  on  mutual  respect.' 
Viewing  his  meetings  with  President 
Reagan  as  "frank  and  cordial,"  and 
productive  toward  solving  "the  daily 
problems  that  naturally  arise  from  our 
proximity  and  in  the  region  immediately 
surrounding  us,"  Lopez  Portillo  warns: 

"We  must  take  action  now  for  the 
future  and  not  wait  for  it  to  arrive.  No 
one  will  come  to  fill  the  vacuum  that  we 
may  otherwise  be  creating  because  of 
our  improvidence  or  negligence.  Now, 
day  by  day,  Mexico  must  increase  and 
improve  its  systems  of  bilateral  relations 
broaden  the  channels  through  which  ou 
exchanges  with  the  world  take  place, 
and  translate  our  political  and  economic 
affinities  with  the  rest  of  the  world  com- 
munity into  shared  responsibility  in  fac- 
ing the  future." 

MEXICAN  TOURISM: 
FROM  A  TO  Z  WITH  $ 

What  can  you  say  about  an  industry 
that  keeps  38  airlines  flying,  one  million 
Mexicans  working,  23  million  people 
happy,  and  $4  billion  a  year  in  circula- 
tion? 

The  industry,  of  course,  is  tourism, 
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ACAPULCO,  MEXICO. 

solid  gold  investment. 


Acapulco. .  .with  its  golden  sun,  golden  beaches  and  glittering 
nightlife. .  .continues  to  be  a  land  of  golden  opportunity. 

Now  its  future  is  further  assured.  Fideicomiso  Acapulco,  a 
300-million  dollar  commitment  by  the  Mexican  government, 
along  with  solid  investment  of  the  private  sector,  is  further 
enhancing  this  world  playground.  The  famed  Costera  Miguel 
Aleman  is  being  expanded,  extended  and  landscaped. .  .to 
accommodate  ever-increasing  numbers.  Thousands  of  new 
hotel  rooms  are  on  the  horizon.  All  utilities  will  be  embedded 


underground,  and  trucks  and  buses  re-routed.  A  new  50-acre 
park  will  feature  an  aviary,  waterfall  and  several  ponds. 

Most  dramatic  is  the  ecological  change  now  underway.  Mexico's 
high-powered  economy  and  today's  technology  are  combining 
to  keep  the  waters  of  Acapulco  sparkling  pure  from  faucet  to 
ocean.  The  crystal-clear  cascade  of  our  new  250-foot  Morro 
Fountain  is  the  symbol  of  this  transformation. 

Acapulco's  "new  look".  A  promise  of  a  healthy  future  by  building 
today  for  tomorrow.  The  outlook  for  investment  is  bright. 
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and  what  you  can  say  is  that  tourism  is 
doing  very  well  for  Mexico,  indeed.  And 
that  the  future  of  tourism  looks  even 
brighter. 

After  petroleum  tourism  is  Mexico's 
number  two  industry.  It's  big  business, 
and  it's  a  big  priority  in  this  booming 
icountry's  development  plans.  Only  in 
Mexico  do  they  build  entire  resort  cities 
from  scratch,  complete  with  new  hotels, 
beaches,  golf  courses  and  tennis  courts, 
amusement  parks  and  all  the  rest  of  the 
tourist  infrastructure — and  not  forget- 
ting big  international  airports  to  handle 
the  instant  flow  of  travelers  from  the 
chillier  cities  of  the  North. 

It  takes  three  major  government  de- 
partments and  dozens  of  state  and  local 
agencies  to  handle  Mexican  tourism 
ipromotion  and  development,  and  even 
iPresident  Jose  Lopez  Portillo  keeps  a 
close  eye  on  the  graphs  showing  the  ebb 
|and  flow  of  tourist  arrivals  and  the  ups 
land  downs  of  dollar  and  peso  earnings. 

The  President  regards  tourism  "as 
ja  priority  economic  activity;  as  a  major 
(generator  of  employment  and  the  na- 
tion's second  largest  source  of  foreign 
lexchange,  and  as  a  contributing  factor 
(for  equitable  and  directed  regional  de- 
velopment." 

Backing  this  concept  with  action, 
i  when  he  took  office  Lopez  Portillo  set  in 
•motion  an  ambitious  hotel-building  and 
i  modernizing  program  that  would  add 
197,000  new  rooms  and  accommodate 
ialmost  5  million  additional  tourists  every 
year.  Sixty  three  towns  in  24  states  were 
(designated  priority  areas  for  tourism  de- 
velopment, and  computers  were  set  to 
iwork  selecting  sites  for  brand-new  re- 
sorts. 

Today,  five  years  later,  the  supply  of 
I  lodgings  has  risen  from  200,836  to  more 
ithan  244,000  rooms.  The  flow  of  foreign 

tourists,  80%  from  the  United  States  but 
{increasingly  from  Canada,  Europe  and 
ifapan,  has  increased  to  4.2  million.  Plus 
•55  million  short-term  border  crossings. 

Domestic  tourism  has  moved  at  an 
ieven  faster  pace,  increasing  by  1.5  mil- 
lion in  the  past  year  to  a  new  high  of  19 

million. 

As  a  result,  more  than  $4  billion  was 
spent  on  tourism,  and  some  $1.7  billion 
3f  this  was  foreign  exchange  earnings. 

But  the  "A  to  Z"  of  Mexican  tourism 
can  be  found  in  the  range  of  resorts  from 
Acapulco  to  Zihuatenejo  tht  attract  most 
of  the  tourist  traffic  and  symbolize  the 
vast  panorama  of  a  country  that  offers 


Acapulco  was  Mexico's  first  resort  destination. 
It  continues  to  attract  tne  largest  number  of 
international  visitors. 


what  the  travel  brochures  call  "759,000 
square  miles  of  pure  pleasure." 

What  Mexico  has  for  the  tourist  is  a 
beguiling  complex  of  past  grandeur, 
present  fun  and  fiesta,  and  future  great- 
ness. Still  a  country  developing  toward 
industrialization  and  lacking  some  of  the 
stresses  and  strains  of  more  technologi- 
cally-oriented societies,  Mexico  combines 
a  fresh  and  sunny  climate  with  great 
places  to  go.  Six  thousand  miles  of  coast- 
line look  out  on  the  Caribbean,  the  Gulf, 
the  Pacific  and  the  Sea  of  Cortes.  The 
golden  beaches  surround  a  facinating 
and  variegated  land  of  mountains, 
forests  and  deserts,  with  ancient 
archeological  sites  and  lovely  Spanish 
colonial  architecture  in  the  midst  of 
modern  metropoli  like  Mexico  City  (with 
a  population  of  15  million-plus)  and 
Monterrey. 

Acapulco  represents  the  beginning 
and  the  sparkplug  of  Mexico  tourism 
since  the  first  resort  hotels  were  built 
there  in  1938,  and  the  400  year  old  port 
developed  into  one  of  the  world's  favor- 
ite tourist  destinations.  Today,  high  rise 
hotels  line  the  beaches  along  beautiful 
Acapulco  bay,  and  the  resort  has  become 
everyone's  vacation  dream  with  fine  res- 
taurants and  shops,  discos,  Las  Vegas- 
style  shows,  all  the  water  sports  and 
other  playtime  attractions.  Dozens  of 
flights  from  the  United  States,  Canada, 
and  Europe  unload  tourists  on  the  trop- 
ical coast  to  mingle  with  the  thousands 


of  domestic  tourists  arriving  by  plane, 
car,  bus  and  boat. 

Contrasting  with  this  sophisticated 
but  mass  exploitation  of  tourism  is 
Zihuatenejo,  which  with  its  satellite  re- 
sort of  Ixtapa  represents  the  new  look  in 
Mexico's  computerized  tourist  industry. 
Zihuatenejo,  a  still  rather  primitive 
fishing  village,  140  miles  north  of  Aca- 
pulco, served  as  the  springboard  and  as 
counterpoint  for  the  construction  of 
ultra-modern  Ixtapa,  a  site  selected  by 
computer  and  developed  from  the 
ground  up  with  the  latest  in  hotel  and 
recreation  facilities. 

Others  like  Zihuatenejo-Ixtapa  are 
forming  the  basis  of  the  future  tourism 
industry.  Cancun,  which  less  than  10 
years  ago  was  a  palm-thatched  fishing 
village  of  300  on  the  Caribbean,  now  has 
a  permanent  population  of  50,000  and 
is  one  of  the  most-developed  Mexican 
resorts,  with  scores  of  luxury  hotels, 
duty  free  shops,  a  convention  center 
and  every  tourism  facility.  On  the  Baja 
California  peninsula,  Loreto  is  another 
future  resort  under  development,  as  are 
Nopolo,  the  Baja  capes  and  Cabo  San 
Lucas.  Loreto  will  grow  from  4,000  to 
some  38,000  in  the  next  10  years  as  a 
half-dozen  luxury  hotels  are  built  to 
accommodate  nearly  600,000  visitors 
annually. 

Along  with  these  resorts  aborning, 
the  Mexican  tourist  industry  is  busy 
modernizing,  enlarging  and  improving 
more  traditional  tourism  destinations 
such  as  Guadalajara,  Manzanillo,  Vera- 
cruz, Merida,  Mazatlan  and  Puerto  Val- 
larta.  The  demand  for  low-cost  domestic 
tourism  continues  to  be  fostered  through 
various  programs,  especially  through 
promotional  and  publicity  campaigns 
carried  out  in  government  agencies, 
labor  unions,  schools,  and  among  the 
general  public.  The  recreation  of  Mex- 
ico's less-favored  groups  is  given  special 
attention  under  Mexico's  tourist  policy. 

Tourism  has  become  so  important 
to  the  Mexican  economy  that  an  ex- 
President  and  a  cabinet  minister  share 
the  responsibility  for  keeping  the  travel 
market  healthy.  Former  chief  executive 
Miguel  Aleman  has  headed  the  Mexican 
National  Tourist  Council  since  1961  and 
has  built  a  tourism  promotion  organiza- 
tion that  helped  boost  the  flow  of  for- 
eign tourists  from  500,000  a  year  to 
4.2  million  in  1980.  Mexico's  Secretary 
of  Tourism,  Dr.  Rosa  Luz  Alegria,  pro- 
motes domestic  tourism  and  supervises 


Grupo  San  Rafael 
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MEXICO'S  GOODS  ARE  NOW 
ON  THE  MAP 


Yes...  petroleum  and  gas  are  important,  but  Mexico 
has  now  so  much  more  to  offer,  that  there  is  hardly 
any  area  in  the  various  industrial  sectors  in  which  it 
can't  participate  competitively. 

Mexico's  Institute  for  Foreign  Trade  (IMCE)  has  now 

30  branches  abroad  which  cover  virtually  all 
countries  of  the  world.  In  any  of  them  you  can  obtain 
precise  information  regarding  the  products  you 

need. 


IISTI7BTI  m-iSOlM  III:  CMEICII  E8TEBII6 


□  U  S  A  (Los  Angeles  •  Chicago  •  Dallas  •  New  York)  □  Canada  □  Japan  □  Australia  □ 
Argentine  □  Brazil  □  Colombia  □  Costa  Rica  □  Cuba  □  Guatemala  □  Peru  □  Dominican 
Republic  □  Uruguay  □  Venezuela  [  ]  West  Germany  I    Spam  U  France  □  Holland  □  England 

□  Italy  □  U  S  S  R 


GRANDEUR 


The  architecture  of  Mexico  has  at  all  times  been 
noted  for  its  ample  proportions,  for  a  concept  of 
grandeur  beyond  the  construction  itself  which 
becomes  the  very  affirmation  of  an  attitude 
towards  life,  time  and  the  human  dimension  in 
conjunction  with  Nature. 

This  grandeur  persists  into  the  twentieth 
century  and  examples  can  be  found  both  in  the 
^monumental  art  of  the  great  school  of  Mexican 
.mural  painting  and  in  the  impressive  buildings  of 


Mexico  today.  This  is  the  inheritance  of  the 
civilizations  which  were  our  origins,  a  testimony 
of  the  present  in  which  we  work  and  a  good  omen 
for  the  future  that  awaits  us. 

Within  this  concept  of  grandeur  that  we 
Mexicans  share,  and  placing  our  capacity  of  work, 
the  latest  in  modern  technology,  and  a  solid 
corporate  structure  at  the  service  of  Mexico,  Alfa 
was  born  and  has  grown  to  become  the  largest 
private  enterprise  in  our  country. 

The  grandeur  of  Mexico  is  the  basis  of  our 
future. 


peelrfaking  technology  •  Paper  and  packaging  •  Petrochemicals 
dSsr* Engineering  »  Foxxl  processing  and  packing  •  Synthetic  fibers 
development VE&rftronics  •  Home  appliances 
1  f  equipment  *vflR(Ml 
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,the  national  tourism  infrastructure.  And 
Fonatur,  which  handles  government 
tourism  investments,  plans  and  channels 
financing  into  the  dazzling  new  resorts 
built  or  abuilding  on  the  beaches  from 
Baja  California  to  Yucatan. 

Fonatur  (the  National  Fund  for 
Development  of  Tourism)  has  invested 
more  than  $260  million  in  building  tour- 
lism  infrastructure,  and  stimulated  count- 
less millions  more  in  private  investment. 
Mexican  banks  have  invested  heavily  in 
hotels  and  other  tourist  facilities,  often 
in  partnership  with  foreign  hotel  chains 
like  Sheraton,  Hyatt,  Marriott,  Holiday 
Inns,  Intercontinental,  Quality  Inns, 
land  French  and  even  Japanese  hotel  in- 
terests. No  one  has  any  figures  on  how 
jnuch  Mexico  and  its  tourist  industry 
spends  on  promotion,  but  the  millions  of 
words  and  the  hundreds  of  advertise- 
ments printed  in  dozens  of  books,  maga- 
zines and  newspapers  attest  to  the  drive 
behind  tourism  development. 

Even  in  a  year  when  Mexican 
tourism  is  sagging  slightly,  it's  hard  to 
pampen  enthusiasm  for  the  years  ahead. 
t)r.  Alegria,  the  first  woman  to  hold  a 
rabinet  post  in  Mexico,  offers  the  opin- 
on  that  in  the  long  run  the  tourist  in- 
dustry may  be  more  important  than  the 
petroleum  which  has  fuelled  the  Mex- 
can  economic  boom. 

"Tourism  is  a  renewable  resource," 
the  says.  "Oil  is  not." 

Ex-President  Aleman  recalls  that 
only  a  few  years  ago  tourism  was  Mex- 
co's  number  one  source  of  foreign 
exchange,  and  only  the  extraordinary 
development  of  the  country's  vast  pe- 
troleum resources  eclipsed  the  tourism 
ontribution  to  the  economy.  "Over  the 
ong  term,"  says  the  ex-President,  "the 
)bvious  economic  benefits  from  tourism 
vill  be  overshadowed  by  an  even  more 
mportant  contribution  to  international 
mderstanding." 

The  industry  reacted  swiftly  when 
oreign  tourism,  affected  by  the  world 
ecession  and  curtailed  travel  plans  by 
J.S.  and  Canadian  visitors  in  particular, 
iegan  to  level  off  in  1980  and  retracted 
lightly  this  year.  During  the  first  six 
nonths  of  1981,  2,055,405  foreign  tour- 
5ts  came  to  interior  Mexico.  The  slump 
»f  3.8%  over  the  same  period  last  year 
epresents,  on  an  annual  basis,  some 
65,000  tourists  and  up  to  $75  million  in 
3St  sales  of  food  and  lodging,  travel, 
ervices  and  goods. 


Computer  analysis  of  tourist  reac- 
tions showed  prices  and  services  among 
the  problems.  Whereas  a  survey  two 
years  ago  ranked  Mexico  among  the 
world's  travel  bargains,  more  recent  data 
indicated  inflation  had  brought  hotels 
and  food  costs  closer  to  levels  of  Lon- 
don, Paris  and  New  York.  With  empty 
rooms  for  the  first  time  in  several  years, 
hotels  have  reacted  with  bargain  sum- 
mer rates  and  more  attractive  discount 
travel  packages.  Airlines  bringing  travel- 
ers from  five  continents  stepped  up 
promotional  efforts,  and  in  some  cases 
were  able  to  push  special  fares  author- 
ized to  enable  tourists  to  discover  Can- 
cun,  Ixtapa,  Loreto  and  the  other  new 
resorts.  And  hotels  and  government 
took  a  look  at  the  service  industry  and 
announced  plans  to  train  more  than 
750,000  more  Mexicans  for  service  in 
hotels,  restaurants,  travel  agencies  and 
other  facilities  where  they  would  be  able 
to  improve  attention  and  services  to  the 
domestic  and  foreign  tourist. 

Results  of  these  efforts  are  not  im- 
mediate but  Guillermo  Moreno,  general 
coordinator  for  the  Mexican  National 
Tourist  Council,  predicted  a  beneficial 
long-range  effect.  He  also  foresaw  a  rise 
in  tourist  travel  over  the  last  half  of  the 
year  which  will  result  in  an  overall  2%  to 
3%  increase  for  1981,  if  the  U.S.  reces- 
sion does  not  worsen. 

Mexican  officials,  in  fact,  are 
apparently  more  concerned  about  the 
overall  balance  of  tourism  with  the 
United  States  than  with  the  current 
slump.  An  estimated  3  million  Mexicans 
traveled  abroad  last  year,  and  Mexican 
tourist  expenditures  during  the  first  half 
of  this  year  were  estimated  at  more  than 
$500  million. 

"Among  other  reasons,  this  is  due 
to  high  and  sustained  personal  income 
in  Mexico  that  has  enabled  the  middle 
and  upper  classes  to  make  more  trips 
abroad,  where  we  spend  our  money  too 
generously,  thus  contributing  to  the  im- 
balance," comments  President  Lopez 
Portillo. 

Tourist  officials  believe  that  this 
indication  of  rising  prosperity  is  bound 
to  result  also  in  a  continuation  of  the 
growth  of  domestic  tourism,  more  than 
filling  the  present  gap  from  the  fall-off  in 
foreign  tourism 


\^-^"^        The  combination 

of  Puerto  Vallarta's  most 
exciting  new  hotel,  the  Calinda 
Plaza  Vallarta  Quality  Inn,  and 
the  John  Newcombe  Tennis 
Center,  will  be  the  ideal  tennis,  fun 
and  vacation  match  of  Mexico  when 
it  opens  for  the  coming  winter  season 
1981-  1982. 


Located  on  the 
broad  white  beach  next 
to  its  sister  hotel,  the 
Calinda  Plaza  Las  Glorias 
Quality  Inn,  this  luxurious  new 
resort  will  offer  404  air  conditioned 
rooms,  fine  restaurants,  bars, 
discotheque,  swimming  pool,  water 
sports  plus  every  possible  comfort... 
And  to  start  it  off,  "Newk"  will 
inaugurate  the  John  Newcombe 
Tennis  Center  where  his  star 
coaching  team  will  be  in  permament 
residence.  Reserve  now  and  be  at 
center  court  for  your  most 
memorable  vacation  and  the  match 
of  your  life. 

Reservations 

U.S.  toll-free  800-228-5151 
(Nebraska  800-642-8700). 
Canada  800-268-8990 
(Toronto  416-485-2600). 
Mexico  City  905-525-9184. 
Puerto  Vallarta  2  22  24 
Guadalajara  14  86  50 
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The  Mexican  companies  which  form  our  90  year  old  corporation  are  remarkably  successful  in 
such  diverse  areas  as  beverages  and  distribution,  food  and  retailing,  bio-industries, 
packaging,  housing,  tourism  and  banking. 

In  all  these  fields,  our  companies  are  among  the  leaders  in  Mexico  and  some  are  well  known 
internationally  like  the  Exelaris-Hyatt  hotels,  Clemente  Jacques,  Coca-Cola  and  our  famous 
Cuauhtemoc  beers:  Bohemia,  Carta  Blanca  and  Tecate  which  accounted  for  52  percent  of  all 
United  States  beer  imports  from  Mexico  last  year.  And  the  world  banking  community  is  well 
acquainted  with  Banca  Serfin,  too. 

The  average  annual  increment  in  the  value  of  our  total  assets  over  the  last  five  years  has  been  49 
percent.  During  the  same  period  of  time  our  consolidated  net  profits  have  risen  an  average  of  54 
percent  annually. 

While  our  net  sales  of  over  1.1  billion  dollars  in  1980  make  us  one  of  the  largest  private 
corporations  in  Mexico,  it  is  our  consistent,  controlled  growth  which  makes  us  uniquely 
attractive. 

We  attribute  this  success  to  our  corporate  policy  of  conservative  risk-taking.  A  contradiction  of 
terms?  Not  in  our  case:  when  we  perceive  needs  in  the  Mexican  economy,  we  take  calculated 
risks  to  meet  them.  In  cases  where  we  implement  our  own  advanced  technology,  we  act 
conservatively  in  our  choice  of  international  partners,  all  of  whom  are  leaders  in  their  fields. 

In  that  sense,  the  company  we  keep  is  like  the  companies  we  keep  and  we  are  mighty  proud  of 

all  of  them. 


in 
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Reformers  have  already  rewritten  the  rules 
for  banking  and  transportation.  Now 
they're  after  the  liquor  business. 


Jack  Daniels, 
meet  Adam  Smith 


By  Thomas  O'Donnell 
with  Janet  Bam  ford 


It  began  quietly  in  San  Francisco 
on  Jan.  5,  1975.  Corcetti  Liquors 
sold  a  bottle  of  Christian  Brothers 
brandy  for  $7.20 — a  price  $2.38  below 
the  legal  minimum.  Richard  Corcetti 
was  promptly  hauled  be- 
fore California's  regula- 
tors. On  appeal,  competi- 
tors were  stunned  by  a  rul- 
ing that  he  had 
committed  no  crime  and, 
in  fact,  that  fair  trade  laws 
setting  minimum  liquor 
prices  were  illegal.  The  de- 
cisions stood — all  the  way 
to  California's  Supreme 
Court  in  1978. 

Now  states  with  large  li- 
quor markets — such  as 
New  York  and  New  Jer- 
sey— have  followed  the 
California  precedent,  and 
a  $20  billion-a-year  retail 
business  probably  will 
never  be  the  same. 

In  the  old  days,  running 
a  liquor  store  was  a  bit 
like  collecting  an  annuity. 
Prices  were  controlled  by 
law,  so  there  wasn't  pres- 
sure from  discounters. 
Business  hours  were  fixed, 
so  no  one  stayed  open  late 
or  on  Sundays.  And  licens- 
ing restrictions  kept  the 
total  number  of  competi- 
tors down.  "The  only 
muscle  you  had  to  exer- 
cise was  the  muscle  in 
your  index  finger  to  ring 
up  the  sale,"  says  Baxter 
Rice,  director  of  Califor- 
nia's Department  of  Alco- 
holic Beverage  Control, 
and  the  best  known  of  the 


new  brand  of  liquor  deregulators. 

Now  the  protection  that  allowed 
this  cumbersome  and  costly  distribu- 
tion system  is  going  the  way  of  the 
hip  flask  and  the  half  pint.  This 
change  not  only  brings  dramatic  price 
reductions  for  consumers,  but  also 
brings  retailers  out  from  behind  the 


A  Safeway  store  in  the  San  Francisco  Bay  area 
High  volume  and  razor-thin  profit  margins  allow  cons  urn 
ers  to  stock  up  on  premium  brands— and  pay  less. 


counter  and  into  the  world  of  compe- 
tition. New  York,  for  example,  is  the 
nation's  second-largest  liquor  market, 
and  a  year  ago  a  state  appeals  court 
outlawed  minimum  pricing  on  wine. 
Now  a  bottle  of  Bolla,  which  costs  a 
store  manager  $3.13  and  used  to  go  for 
$4.69,  often  sells  as  a  loss  leader  for  as 
little  as  $3.13 — the  same  as  the 
wholesale  price.  That  kind  of  dis- 
counting puts  considerable  pressure 
on  the  state's  4,240  retail  outlets,  700 
of  which  are  on  the  wholesalers'  list  of 
high  credit  risks — up  by  300  stores 
from  last  year. 

What's  shaping  up  in  the  liquor 
business  today  is  a  classic  case  of  sur- 
vival of  the  fittest — similar  to  devel- 
opments in  the  airline,  trucking  and 
savings  and  loan  industries.  "Those 
that  can  adapt,  will.  Those  that  can't, 
perish,"  says  Rice,  sitting  in  shirt- 
sleeves in  his  overheated  Sacramento 
office.  "That's  the  way  the  free  enter- 
prise system  is  supposed  to  work." 

The  old  ways  of  selling  liquor,  of 
course,  won't  change  instantly.  "Most 
Americans  still  think  alcohol  is  sin- 
ful," says  Charles  Nuzum,  director  of 
the  Florida  Division  of  Al- 
coholic Beverages  and  To- 
bacco. "They  want  to 
keep  it  under  wraps."  In 
the  dry  counties  of  Madi- 
son and  Liberty  in  north- 
west Florida,  for  example, 
Prohibition  is  still  en- 
forced. Elsewhere  in  the 
country  there  are  tight 
rules  governing  distribu- 
tion. Some  18  states  mar- 
ket exclusively  through 
state-owned  stores.  In 
places  like  New  York,  li- 
quor licenses  limit  opera- 
tors to  just  one  outlet, 
with  no  other  products  al- 
lowed on  the  shelves.  In 
Florida,  grocery  stores  can 
handle  hard  stuff — but  the 
law  requires  customers  to 
use  one  entrance  to  pur- 
chase peas  and  potatoes 
and  another  to  buy  liquor. 

Those  are  the  old  ways, 
however,  and  they're 
gradually  on  the  way  out. 
Consider  what's  happen- 
ing in  Oklahoma,  the 
home  of  Oral  Roberts  and 
Larry  Jones  and  other  big- 
time  evangelists  and  a 
state  hardly  known  for 
pioneering  social  trends. 
Its  freewheeling  liquor 
policies  are  stirring  con- 
troversy nationwide. 
Through  the  so-called 
Oklahoma  connection, 
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Does  your  yellow  pad  let  you  down 
just  when  you  need  support?  Look 
at  The  Ampad.  It's  stiff,  like  a 
clipboard. 

But  you'll  probably  discover 
even  better  reasons  for  demanding 
The  Ampad.  Like  our  16  lb.  water- 
marked paper,  that  won't  bleed. 
Like  The  Ampad's  perforated 
pages.  Like  The  Ampad's  leather- 
like binding,  which  is  stapled  and 
glued.  So  it  doesn't  fall  apart  like 
other  yellow  pads. 

Other  companies  think  we're 
crazy  to  make  a  yellow  pad  this 
good.  But  the  U.S.  Senate  doesn't 
think  we're  crazy.  They  use  The 


Ampad.  So  do  most  people  who 
make  decisions  for  a  living. 

It  seems  that  the  more  you  use 
yellow  pads,  the  more  you  appre- 
ciate The  Ampad.  After  all,  why 
use  a  limp  pad  when  you  can  get 
the  stiff  one?  Give  this  ad  to  whom- 
ever orders  your  stationery. 
Tell  them  you  want 


consumers  as  far  away  as  Massachu- 
setts and  Hawaii  are  getting  cut-rate 
liquor  imported  from  Oklahoma.  Be- 
cause their  prices  have  been  deregu- 
lated, Oklahoma  wholesalers  are  able 
to  buy  top-tier  brands  at  the  lowest 
prices  in  the  nation  and  then  ship  the 
goods  to  out-of-state  wholesalers  who 
undersell  franchised  competitors, 
who  must  buy  at  fixed  prices. 

The  connection  really  began  to  get 
hot  when  California  repealed  its  so- 
called  primary  source  laws  V-h  years 
ago.  These  had  required  retailers  to 
buy  only  from  franchised  wholesalers 
or  distillers.  Because  of  this  change  in 
laws,  premium  brands  imported  from 
Oklahoma  were  appearing  in  Califor- 
nia package  stores  at  bargain-base- 
ment prices.  For  example,  a  fifth  of 
Cutty  Sark  sold  at  Farmers  Ware- 
house Liquors,  a  high-volume  dis- 
counter in  Sacramento,  for  $8.  The 
usual  retail  price  is  $10.50  at  a  small 
neighborhood  store. 


So,  even  if  a  McDonald's  of 
liquor  isnt  on  the  horizon, 
decades  of  doing  business 
away  from  the  pressures  of 
competition  will  make  the 
next  few  years  an  unsettling 
time  for  beverage  marketers. 
"Drugstores,  department 
stores,  even  paint  stores  are 
starting  to  handle  liquor," 
complains  one  retailer. 


Those  happy  days,  however,  ended 
when  Seagram,  which  carries  Chivas 
Regal,  stopped  doing  business  in  Okla- 
homa last  August.  Paddmgton  Corp., 
which  carries  J&B,  and  Buckingham, 
which  carries  Cutty  Sark,  quickly  fol- 
lowed suit.  "The  Oklahoma  wholesal- 
ers are  ruining  our  business  in  other 
states,"  explains  Seagram's  legal  coun- 
sel, M.  lacqueline  McCurdy. 

The  big  distillers  see  Oklahoma's 
policies  as  an  attack  on  the  present 
system  of  wholesalers  and  retailers — 
each  with  tightly  limited  territories. 
This  system  gives  manufacturers 
enormous  control  over  the  way  their 
products  are  distributed  and  sold. 
Even  though  the  Oklahoma  connec- 
tion has  been  unhooked,  however,  its 
opponents  may  be  fighting  a  losing 
battle.  An  Oklahoma  district  court  re- 
cently ruled  the  state's  new  system 
was  legal.  And  Oklahoma's  low  shelf 
prices  and  open  market  are  a  taste  of 
what's  to  come  elsewhere. 

Even  the  18  states  that  operate 
their  own  retail  stores  are  catching 
deregulation  fever.  If  any  one  gets  out 
of  the  retail  liquor  business,  Pennsyl- 


THE 


AMPAD 


THE  STIFF  ONE 


mpao  American  Fad  &  Paper  Company,  Holyoke,  Massachusetts. 


Fifty,  Fifty. 

These  are  odds  that  no  one  would  care  to  bet  on  But  the  thousands  of 
sons  and  daughters  of  Huntington's  Disease  patients  have  no  choice, 
j^hey  were  born  with  a  50/50  chance  of  inheriting  this  terrifying,  fatal  illness 
K>r  potential  H.D.  victims,  everyday  is  a  gamble.  And  if  they  lose,  it's  for  keeps 

Give  generously  to  the  National  Huntington's  Disease  Association. 
Help  make  this  generation  its  last 

tf&  National  Huntington's  Disease  Association  128A  East  74  Street,  New  York 
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j   1981  UNITED  AIRLINES 


Introducing 
United  AirExpress. 

United  Airlines'  new  door  to  door, 
overnight  package  service. 


Do  your  overnight  packages  seem  more 
excited  lately? 

That's  because  they  can  now  get  the  special 
care  and  attention  that  make  the  skies  so  friendly 
for  people. 

Just  call  United  AirExpress. 
We'll  pick  up  any  package  up  to  70  lbs.  We'll 
fly  it  out  that  night.  And  deliver  it  the  next  day. 
Door  to  door.  To  any  of  5,000  communities  under 
the  Friendly  Skies. 


Your  package  will  feel  better  flying  United. 
You'll  feel  better,  too. 

For  United  AirExpress  in  your  area,  call 
your  local  United  Airlines  cargo  office  listed  in 
the  Yellow  Pages  under  Air  Cargo. 

Packages  prefer 

Med  AirExpress 

IUJ  UniTED  AIRLIHES 


"I  knew  it  was  going  to  be  tough" 


Cornelius  (Zeke)  Klepper  is  the  proud  new  owner  of  Hye's 
Liquor  Store  in  Oakland,  N.J.  "I  knew  it  was  going  to  be 
tough  when  I  took  over,"  he  says.  Why  was  the  store  on  the 
market?  "I  don't  think  the  previous  owner  could  handle  the 
deregulation.  He  couldn't  accept  the  fact  that  people  would 
come  in  and  say  'I  can  buy  this  at  the  supermarket  cheaper.'  " 
The  previous  owner  also  couldn't  handle  the  longer  hours 
allowed  by  the  new  laws.  "I  had  no  intention  of  working 
seven  days  a  week,  12  hours  a  day,"  says  Stephen  Messerian, 
who,  along  with  his  wife,  ran  the  store  for  the  last  15  years. 
"But  it's  like  committing  suicide  if  you  don't,  so  I  sold  out." 

Klepper,  who  took  over  in  June,  faces  competition  from 
two  larger  stores  in  town,  including  the  supermarket.  To 
compete,  he  has  started  advertising  and  cutting  prices.  He  has 
also  brought  his  wife  and  son  into  the  business  on  a  part-time 
basis.  And,  oh  yes,  he's  open  seven  days  a  week,  including 
four  hours  on  Sundays  and  holidays. 


vania  will  probably  be  the  first.  "We 
believe  it  will  benefit  our  citizens  and 
help  our  taxes,"  says  a  spokesman  for 
Governor  Dick  Thornburgh.  "Free 
market  competition  will  mean  that 
fewer  Pennsylvanians  will  buy  liquor 
out  of  state." 

The  big  questions  now  are:  How  far 
will  deregulation  go,  and  what  will  be 
its  final  results?  Although  the  picture 
is  fuzzy,  a  few  things  are  clear.  Most 
of  the  pressure  is  on  small  retailers. 
"People  have  been  predicting  their  de- 
mise for  20  years,  but  these  stores  are 
still  around  and  they  always  will  be," 
says  Marvin  Shanken,  editor  and  pub- 
lisher of  Impact,  an  industry  newslet- 
ter. Perhaps — but  in  today's  environ- 
ment those  outlets  that  innovate  will 
survive. 

Mom-and-pop  operators  offer  some- 
thing the  liquor  supermarkets  cannot: 
status,  personal  service  or  product  ex- 
pertise. Right  now,  for  example,  the 
>sive  growth  of  wine  consump- 


tion offers  savvy  retailers  a  significant 
opportunity.  They  can  become  bou- 
tiques or  specialty  stores,  and,  of 
course,  such  outlets  have  the  highest 
profit  margins,  and  the  markups  on 
wine  are  much  higher  than  on  beer 
and  liquor. 

Still,  a  shakeout  is  unavoidable.  In 
New  York,  for  example,  some  198 
stores  closed  their  doors  in  1980.  And 
in  metropolitan  New  York  City  this 
year,  another  137  did  not  renew  their 
licenses.  In  California,  where  Safeway 
sells  liquor  in  475  stores,  some  1,800 
retail  outlets  out  of  11,000  have  sold 
their  liquor  licenses  in  recent  years. 
"The  trend  toward  bigness  would  be 
occurring  even  without  me,"  says 
Rice.  "Who's  to  say  it's  wrong? 
What's  good  for  General  Motors — or 
Safeway — may  also  be  good  for  the 
nation." 

It  can  also  be  good  for  those  whole- 
salers who  know  how  to  run  their 
businesses.  James  Cooper,  a  spokes- 


man for  E.  Martinoni  of  San  Francis- 
co, the  first  to  import  liquor  from 
Oklahoma,  says  discount  merchan- 
dise is  a  very  profitable  business.  Be- 
fore the  Oklahoma  connection,  his 
company  had  tried  unsuccessfully  to 
obtain  a  franchise  from  the  major  dis- 
tillers. "And  it  has  also  been  very  good 
for  the  customers  who  get  cheaper 
bottle  prices,"  Cooper  adds. 

For  the  moment,  then,  big  distillers 
and  retailers  are  doing  most  of  the 
complaining.  But  the  real  losers  could 
be  lower-quality  and  private-label 
brands,  which  formerly  made  up  more 
than  a  third  of  the  U.S.  market. 
"Who's  going  to  buy  a  house  brand 
when  he  can  get  something  off  the  top 
shelf  for  the  same  price  or  only  a  few 
pennies  more?"  asks  Martin  Romm,  a 
vice  president  of  Donaldson,  Lufkin 
&  Jenrette. 

Some  of  the  changes  can  cut  into 
government  revenues,  too.  Under  the 
Oklahoma  connection  an  indepen- 
dent wholesaler  in  that  state  selling  to 
a  Massachusetts  wholesaler  can  legal- 
ly escape  paying  taxes.  And  when  the 
truck  carrying  the  booze  arrives  back 
in  the  Bay  State,  the  owner  may  de- 
cide not  to  report  the  sale.  "It's  na- 
tionwide bootlegging,"  contends  Leo 
Wilensky,  an  officer  of  the  Connecti- 
cut Package  Store  Association  and  a 
liquor  store  owner. 

Wilensky  is  angry  because  Con- 
necticut's primary  source  law  pre- 
vents him  from  buying  outside  the 
state.  This  means  he  can't  hook  into 
the  Oklahoma  connection.  "We  must 
buy  from  a  Connecticut  wholesaler," 
he  fumes.  "Right  now  I  can  get  Heine- 
ken  beer  retail  cheaper  in  Massachu- 
setts than  I  can  get  it  wholesale  here." 

The  best  way  to  eliminate  such  dis- 
parities and  rationalize  the  system  is 
to  tax  all  alcoholic  beverages  at  the 
same  rate.  That's  precisely  what  Rice 
and  a  few  other  free-market  regulators 
are  trying  to  do.  But  even  in  Califor- 
nia, it  isn't  happening.  Wine — be- 
cause of  vinters'  political  clout — is 
taxed  at  a  far  lower  rate. 

The  day  liquor  laws  affect  every- 
body equally  is  a  long  way  off.  No  one 
is  pushing  uniform  federal  regulation 
of  the  industry — and  the  history  of 
Prohibition  and  the  Volstead  Act  of- 
fers little  encouragement.  Neverthe- 
less, the  appeal  of  lower  beverage 
prices  is  potent.  In  the  Thirties  regula- 
tors launched  political  careers;  in  the 
Eighties  the  crusading  liquor  deregula- 
tors  might  do  the  same. 

The  fact  that  laws  vary  so  much 
from  state  to  state,  of  course,  means 
that  no  national  liquor  chains  will  ex- 
ist. Regional  differences  affect  the 
structure  of  the  industry,  too.  Califor- 
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"I'll  be  out  of  business  in  five  years" 


Since  1962  Larry  Razzano  has  been  running  a  highly 
successful  small  liquor  store  in  Lafayette,  an  East 
Bay  suburb  of  San  Francisco.  To  underscore  his  oppo- 
sition to  deregulation — and  California's  free-market 
reforms — he  points  to  a  shoe  store  across  Lafayette's 
busy  main  street.  Two  months  ago  it  had  been  a  small 
liquor  store.  "That  could  be  me,"  Razzano  says.  "I'll  be 
out  of  business  in  five  years." 

Actually,  Razzano,  who  heads  the  group  that  repre- 
sents mom-and-pop  liquor  stores  throughout  Califor- 
nia, may  be  underestimating  his  abilities.  His  store  is 
as  big  as  a  small  supermarket,  and  California  law 
allows  him  to  sell  a  variety  of  nonliquor  products, 
including  soft  drinks  and  snacks.  He  even  has  a  buyer 
who  traveled  to  France  last  summer  to  select  wines. 
Despite  some  inevitable  pain,  then,  deregulation  may 
offer  shrewd  businessmen  like  Razzano  the  chance  to 
make  money  from  their  marketing  skills.  What's 
more,  because  savvy  small-store  owners  offer  the  per- 
sonal touch,  they  can  charge  markups  that  the  big 
chains  can  only  envy. 


Investors  who  like 
consistent  financial  performance 


i 


;e  InCorp's  track  record. 
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nians,  for  example,  typically  use  sta- 
tion wagons  to  transport  cases  of  li- 
quor and  wine  for  storage  in  suburban 
cellars.  New  Yorkers,  by  contrast,  are 
more  likely  to  buy  single  bottles, 
which  they  carry  by  hand  to  small 
apartments. 

So,  even  if  a  McDonald's  of  liquor 
isn't  on  the  horizon,  decades  of  doing 
business  away  from  the  pressures  of 
competition  will  make  the  next  few 
years  an  unsettling  time  for  marketers. 
"Drugstores,  department  stores,  even 
paint  stores  are  starting  to  handle  li- 
quor," complains  Larry  Razzano,  Cali- 
fornia liquor  store  owner  and  head  of 
the  Independent  Liquor  Dealers  Asso- 
ciation, a  group  that  represents  small 
retailers.  "It's  absolutely  ridiculous." 

No.  It's  simply  free  enterprise — and 


the  wave  of  the  future.  Asks  Baxter   Baxter  Rice,  director  of  California's  Department  of  Alcoholic  Beverage  Control 
Rice  in  genuine  wonder:  "What's  so    "What's  good  for  GM  or  Safeway  may  also  be  good  for  the  nation." 
sacred  about  selling  booze?"  ■  


rnings  during  the  first  nine 
mths  of  1981  were  a  record  $25 
Uion,  or  $4.05  a  share,  a  21.6% 
n  over  the  $3.33  earned  during 
s  first  nine  months  of  1980. 
:  are  thus  well  on  our  way  to  our 
fenth  consecutive  annual  earnings 
:rease  -  and  another  year  of 
:ord  earnings. 

irrent  dividend  annualized  is  a 
:ord  $1.76  per  share,  up  47% 
»m  4  years  ago. 

of  September  30, 1981,  our  price 
rnings  multiple  was  4.3  and  our 
:ld  was  7.6%. 

:turn  on  common  equity  is  18.03%. 
:turn  on  each  $100  of  assets 
?8  cents. 

;sets  now  stand  at  $3.4  billion. 


This  ever-improving  track  record  is 
the  product  of  an  ongoing  commit- 
ment to  growth,  a  forward-thinking 
plan,  and  the  ability  to  carry  it  out. 

That  plan  calls  for  geographic  diver- 
sification. In  1971  we  had  53  offices 
in  one  state.  Today  we  are  strategi- 
cally positioned  for  national  and 
international  banking  with  a  network 
of  over  200  offices  in  25  states  and 
4  foreign  countries . . .  with  more  to 
come  as  we  continue  to  unfold  our 
ambitious  but  prudent  program  for 
global  expansion. 

And  it  calls  for  business  diversifica- 
tion. Building  on  our  base  as  one  of 
New  England's  major  commercial 
banks,  we  added  highly  profitable, 
continually  growing  subsidiaries 
which  now  include: 

•  One  of  the  country's  largest  mort- 
gage servicing  companies. 

•  A  highly  successful  consumer 
finance  company  operating  in  the 
heart  of  the  Sunbelt. 

•  An  innovative  leasing  company 
with  offices  strategically  located  in 
major  cities. 


•  A  New  York- based  factoring  and 
commercial  finance  company  which 
consistently  produces  a  high  return. 
Vital,  too,  is  our  commitment  to 
identifying  and  serving  growth  indus- 
tries such  as  precious  metals,  energy, 
cable  TV,  and  high  technology. 
Because  their  growth  means  that  we'll 
continue  to  grow. 

Finally,  we  continue  to  make  signif- 
icant advances  in  our  technological 
support  systems  to  further  improve 
the  efficiency  of  our  growing  business. 

The  result:  a  diversified  financial 
services  company  uniquely  capable  of 
growing  in  today's  rapidly  changing 
financial  services  environment. 

5  SNCORP 

Thinking  ahead 
to  stay  ahead. 

NYSE-INB 
Stock  Page  listing-Ind  Natl 
Dividends  paid  every  year  since  1792. 


Industrial  National  Bank,  Providence,  RI  •  INB  Financial  Corp., Providence,  RI  •  Ambassador  Factors  Corp.,  New  York,  NY  •  Mortgage  Assoc.,  Inc.,  Milwaukee,  WI 
1  Kensington  Mortgage  &  Finance  Corp. ,  Milwaukee,  WI  •  Southern  Discount  Co.,  Atlanta, GA  •  Information  Sciences,  Inc., Providence,  RI  •  Industrial  International  Bank. New  York, NY 

•  Industrial  Capital  Corp.,  Providence,  RI  •  Industrial  National  Mortgage  Co., Providence,  RI 
For  more  information  write:  Robert  W.  Lougee,  Director  Corporate  Communications,  InCorp,  55  Kennedy  Pla/a,  Providence,  Rhode  Island  02903  or  call  {40r  278-5879. 
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Don 't  crucify  mankind  upon  a  cross  of  gold,  the  old  populist  cried. 
But  the  cross  of paper  has  proven  much  more  painful. 


So  how  do  we  get  back 

to  gold? 


A  gold  standard,  system  would  not  prevent  social  programs 
from  bettering  the  condition  of  society— only  insure  that  the 
reforms  be  done  in  a  disciplined  way,  with  the  understand- 
ing that  someone  would  have  to  pay  for  them.  The  New  Deal 
and  the  Marshall  Plan  were  adopted  in  an  era  in  which  the 
dollar  was  linked  to  gold.  Therefore,  the  idea  that  a  gold 
standard  would  be  too  restrictive  for  a  democratic  society 
is  completely  contradicted  by  the  facts. 


By  Eugene  A.  Birnbaum 

the  argument  about  the  gold  stan- 
dard was  neatly  summed  up  a  few 
years  back  by  a  prominent  Hungarian 
banker.  He  said: 

"There  are  about  300  economists  in 
the  world  who  oppose  gold  and  about 
3  billion  people  in  the  world  who  be- 
lieve in  gold."* 

It  is  conceivable,  of  course,  that  the 
300  could  be  right  about  the  gold  stan- 
dard being  obsolete,  but  it's  unfortu- 
nately true  that  a  lot  of  things  have 
gone  wrong  since  the  dollar  finally 
broke  from  gold  a  decade  ago. 

•  Unemployment  has  been  on  the 
rise  everywhere.  In  Bntain  it  is  at 
levels  not  seen  since  the  Depression. 

•  Real  interest  rates  throughout  the 
Western  World  are  higher  than  ever 
before  recorded  in  history. 

•  Inflation  has  progressed  steadily 
and  in  the  U.S.  remains  at  or  near  the 
double-digit  range. 

•  The  foreign  exchange  value  of  the 
dollar  declined  last  year  to  its  lowest 
levels  since  the  Civil  War.  While  it 
regained  some  30%  of  its  value  earlier 
this  year — which  helped  to  slow  the 
rate  of  inflation  markedly — a  more 
recent  slippage  foreshadows  a  resur- 
gence of  higher  inflation  rates. 

•  New  business  investment,  which 
was  supposed  to  follow  passage  of  sup- 
ply-side tax  and  budget-cutting  legis- 
lation, shows  no  sign  of  happening. 

All  this  being  so,  it  doesn't  make 
sense  to  argue  that  dropping  the  dol- 
lar's link  to  gold  didn't  make  much 
difference.  It  clearly  made  a  great  deal 
of  difference.  Why  it  did  is  a  matter  so 
simple  that  perhaps  the  subtle  minds 
of  economists  instinctively  reject  it: 

'Jams  Fekete,  lice  chairman  of  the  Sational  Bank  of 
Hungary,  as  quoted  by  the  late  economist  Milton 
Gilbert  of  the  Bank  for  International  Settlements 
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Some  business  classes  have  eight  seats  across.  Or  more. 


TWA  has  just  six. 


TWAs  747 Ambassador  ClassTto  Europe. 
The  most  comfortable  business  class  in  the  business. 


There's  a  number  of  business 
ses  you  can  fly  to  Europe.  All  with 
fferent  set  of  numbers. 
One  might  have  eight 
s  across.  Another,  nine 
another,  ten. 
There's  even  one  with 
vertible  seats  that  start 
as  nine,  fold  down, 
end  up  as  six. 
Now,  consider  TWAs 
Ambassador  Class. 
Here,  you  find  justsix 


All  immensely 
comfortable. 


recline 
i  more 
legroom.  than 
>  other 
rline's 


All  great  seats,  in  and  of  themselves. 
(To  our  way  of  thinking,  if  you  want 
six  seats,  you  start 
with  six  seats.) 

Now,  stretch 
out.  Not  only  do 
our  big  seats  tilt 
back  farther,  they 
give  you  more 
legroom. 

Finally,  note 
the  wa.y  we've 
arranged  them  in 
pairs.  No  matter  where  you 
sit,  you're  on  an  aisle  or  by  a 
window.  And  never  between 
two  other  people. 

In  other  words,  when  it 
comes  to  comfort,  we've  got 
your  number. 

Call  your  travel  agent,  corporate 
travel  department  orTWA.  Because 


One  airline  has  convertible  seats  that 
fold  down  from  three  to  two.  giuing 
them  six  across  Sort  of. 


when  all  is  said  and  done,  there's  a 
big  difference  between  TWAs  747 
Ambassador  Class  and  all  the  rest. 

Which,  onaflightto  Europe,  is 
no  small  thing. 

The  American  Express®  Card. 
Another  big  difference. 

Traveling  is  easy  when  you  carry  the 
American  Express  Card.  Use  it  to 
charge  your  TWA  tickets,  car  rentals, 
hotels,  meals,  theatre,  shopping— 
almost  anything  you  can  think  of. 

Almost  anywhere 
in  the  world  you 
can  think  of. 

To  apply  for 
the  Card,  call 
(800)  528-8000 
toll-free. 
The  American  Express  Card. 
Don't  leave  home  without  it.5 


You're  going  to  like  us 


Gold  .  .  .functions  naturally  as  a  standard  for  measuring 
value  over  time.  It  is  clear  now  that  the  experiment  of  using 
paper  money  as  the  standard  for  each  country  has  failed, 
spectacularly  and  dangerously.  What  is  monetarism?  At  its 
heart  it  is  an  alternative  to  gold  for  disciplining  the  finan- 
cial system.  Gold  works.  Monetarism  does  not. 


Between  the  time  money  is  reeeived 
and  the  time  it  is  spent  there  is  al- 
ways a  lapse  ot  time.  Sometimes  the 
lapse  is  a  few  minutes;  sometimes  a 
few  generations.  Unless  the  holders  of 
money  can  count  on  that  money 
keeping  its  value  during  those  lapses, 
you  will  not  have  a  well-functioning 
eeonomy.  Several  thousand  years  of 
experience  have  taught  people  to  trust 
gold  as  sueh  a  store  of  value.  Gold  is 
exceedingly  durable  and  is  a  homo- 
geneous product.  It  functions  natural- 
ly as  a  standard  of  comparison  for 
measuring  value  over  time. 

It  is  clear  now  that  the  experiment 
of  using  paper  money  as  the  standard 
for  each  country  separately  has  failed. 
What,  after  all,  is  monetarism:  At  its 
heart  it  is  an  alternative  to  gold  for 
disciplining  the  financial  system. 
Gold  works.  Monetarism  does  not, 
and,  as  I  pointed  out  in  the  last  issue 
of  Forbes,  the  Reagan  Administration 
is  wasting  its  valuable  political  capital 
on  a  risky  investment  in  monetarism. 


Only  a  fool  would  say  that  a  gold- 
stand. nil  system  is  trouble  tree.  But 
correcting  its  dcrieicncics  involves 
minor  tinkering  compared  to  the  vast 
global  overhaul  of  thinking  and  prac- 
tice that  would  be  necessary  to 
change  the  present  system  of  paper 
currencies  into  a  viable  structure. 

By  dismissing  the  postwar  Bretton 
Woods  international  monetary 
order — a  system  based  upon  fixed  ex- 
change rates  and  a  $35  per  ounce  link 
to  gold — we  threw  away  the  best 
historically  proven  relationship  for 
balancing  the  world  economic  sys- 
tem. When  countries  suffered  sub- 
stantial economic  failures,  it  was  dur- 
ing times  in  which  they  had  moved 
away  from  gold.  When  that  fact  has 
eventually  been  recognized  and  gold 
restored  as  the  monetary  standard, 
they  have  almost  always  regained 
their  former  economic  vitality. 

In  the  U.S.,  wholesale  prices  more 
than  doubled  during  the  Civil  War,  in 
1864  alone  increasing  45%.  But  in 


1873  a  process  ot  restoring  the  golcl 
convertibility  of  the  dollar  began,  ano 
was  completed  in  1879.  By  the  18808] 
wholesale  prices  had  reverted  to  then 
pre-Civil  War  levels. 

There  is  a  lot  of  confusion  about 
what  we  mean  by  a  gold  standard.  The 
essence  of  a  gold  standard  is  that  gold 
rather  than  paper  money  is  the  stan- 
dard. When  a  unit  ot  currency  is  de- 
fined as  equal  to  a  given  quantity  ot 
gold  (of  a  specified  purity)  then,  in 
essence,  valuing  economic  goods  and 
services  in  terms  of  units  of  currency 
is  the  same  thing  as  valuing  them  in 
terms  of  gold.  As  we  used  to  say  under 
a  gold  standard,  the  dollar  "is  as  good 
as  gold."  And  it  was. 

Much  of  the  argument  against  the 
gold  standard  is  directed  to  the  notion 
that  it  is  impossible  for  today's  com-j 
plex  world.  We  live  in  conditions  ol 
financial  uncertainty.  If  the  official 
price  of  gold  were  set  too  high,  it 
would  soon  be  undermined  by  infla- 
tion. If  the  price  were  set  too  Iowj 
depression  could  result  as  it  did  when 
Winston  Churchill  led  Britain  back  to 
gold  in  1925  at  the  pre-World  War  I 
gold  par  value  of  sterling. 

What  then  is  the  appropriate  price 
for  gold?  The  answer  is  that  there  is 
no  "right"  price  under  the  unsettled 
world  financial  and  economic  condi- 
tions that  exist  at  the  present  time. 


I  MOVED  6  MILLION  FRANCS 
FROM  ZURICH  TO  TOKYO, 
SENT  OUT  REAMS  OF  MEMOS, 
COUNTLESS  INVOICES... 
AND  THAT  WAS  ALL 
BEFORE  THE  COFFEE  BREAK. 


The  NEC  System  III  Facsimile  Network  can 
handle  any  volume.  We  simply  put  our  highest 
speed  System  III  digital  units  where  you  need 
them.  In  your  New  York  and  Los  Angeles  offices, 
for  example.  And  our  analog  units  in  your 
lower-volume  offices. 

It's  the  most  cost  efficient  and  flexible  system  you 
can  get  from  one  source.  It  can  even  work 
unattended. 


Arthur  Laffer  has  suggested  the  au- 
thorities announce  that  the  official 
gold  price  be  fixed  at  a  future  date 
according  to  its  prevailing  market 
prices  over  a  predesignated  period  of 
weeks  or  months.  But  such  a  procedure 
wouldbe  vulnerable  tomampulationby 
gold  producers  and  speculators. 

Therefore,  I  propose  a  compromise 
that  would  meet  the  objections 
about  an  appropriate  price.  Rather  than 
attempting  to  install  a  gold  standard  at 
once,  a  transitional  stabilization  pro- 
gram of  indefinite  duration  should  first 
be.undertaken.  During  this  interval  the 
policies  and  strategies  of  the  authori- 
ties would  aim  at  the  general  stabiliza- 
tion of  prices.  This,  in  my  opinion, 
would  put  the  horse  where  it  belongs:  in 
front  of  the  cart. 

During  the  period  of  transition  the 
Federal  Reserve  would  continue  to  use 
its  traditional  instruments  of  mone- 
tary policy:  open  market  operations, 
occasional  variation  of  rediscount 
rates  and  the  management  of  reserve 
requirements.  But  these  instruments 
would  no  longer  be  used  in  the  mis- 
guided attempt  to  control  any  defini- 
tion of  the  so-called  money  supply. 
Federal  Reserve  instruments  would 
instead  be  used  directly  to  influence 
the  general  stability  of  prices. 

In  the  1920s  Professor  Irving  Fisher 
advocated  the  use  of  monetary  policy 


instruments  to  achieve  general  price 
stability.  According  to  Fisher,  Federal 
Reserve  actions  would  be  determined 
by  a  precise  arithmetical  formula 
based  on  an  index  number  of  prices. 
He  wanted  to  allow  no  room  for  inde- 
pendent judgment  or  discretion. 

I  doubt  that  such  a  cut-and-dried 
system  would  be  either  practical  or 
wise.  If  we  had  to  wait  for  a  price 
index  to  be  computed  periodically  be- 
fore applying  monetary  policy  reme- 
dies, we  would  almost  invariably  be 
too  late.  It  is  the  characteristic  of 
price  movements  that  they  tend  to  be 
cumulative,  with  every  move  tending 
to  promote  widening  waves  of  further 
movement  in  the  same  direction. 

The  approach  of  the  authorities 
should  be  to  employ  their  resources  to 
prevent  variations  of  overall  commod- 
ity prices  by  more  than  a  certain  small 
percentage  in  either  direction,  just  as 
under  a  gold  standard  the  authorities 
hold  the  price  of  gold  within  a  very 
narrow  range. 

To  accomplish  this  the  Fed  would 
monitor  prices  as  they  were  actually 
being  quoted  during  trades  on  the 
commodity  and  financial  exchanges. 
These  quotations  would  be  fed  into  a 
computer  that  for  every  price  tick 
would  compute  the  level  of  prices  ac- 
cording to  an  instantaneous  compos- 
ite price  index. 


The  monitoring  of  instantaneous 
price  behavior  was  not  possible  in  Ir- 
ving Fisher's  time.  That  was  before 
the  advent  of  the  computer  chip  and 
modern  electronic  technology.  But 
now  the  price  movements  of  major 
world  trade  commodities,  such  as 
wheat,  oats,  barley — even  pork  bel- 
lies— can  be  closely  watched  by  the 
authorities,  along  with  the  exchange 
rates  of  important  foreign  currencies. 
The  Fed  would  manage  its  monetary 
policy  interventions  with  an  eye  to 
stabilizing  the  general  drift  of  com- 
modity prices  and  the  major  foreign 
exchange  rates;  the  exchange  rate  for 
the  dollar  is  a  very  important  price.  It 
is  inevitable  that  the  Fed  would  have 
to  use  its  judgment  here. 

Such  a  scheme  would  have  been 
understood  by  Irving  Fisher  and 
John  Maynard  Keynes.  Yes,  I  said 
Keynes.  Indeed,  he  advocated  a  mone- 
tary policy  approach  based  on  price 
stabilization  in  the  early  1920s,  before 
sterling  had  been  restored  to  the  gold 
standard.  He  wrote:  ".  .  .  the  objec- 
tive of  the  authorities,  pursued  with 
such  means  as  are  at  their  command, 
should  be  the  stability  of  prices." 

Monetarists  please  note:  Both  Fish- 
er and  Keynes  wanted  monetary  in- 
terventions aimed  at  steadying  prices, 
not  at  achieving  some  esoteric  money 
supply  target. 


We  can  design  exactly  the  Network  you  need— 
the  perfect  mix  of  analog  and  digital 
communicators.  They  communicate  worldwide 
not  only  with  each  other,  but  with  other  CCITT 
compatible  systems  as  well .  To  find  out  how, 
send  us  the  coupon  below,  or  better  still,  just 
pick  up  the  phone  and  call  us. 
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The  Maverick  knows  the  way  from 
cornfields  to  coalfields. 


The  Chicago  and  North  Western  grew 
up  here  in  America  s  heartland.  It  knows 
its  way  around,  from  the  midwest 
plains,  summer-tail  with  ripening  corn, 
soybeans  and  wheat,  to  the  western 
coalfields  and  their  promise  for  this 
country's  energy  independence.  Other 


railroads  have  tried  this  territory,  and 
failed,  for  countless  familiar  reasons. 

But  one  railroad  succeeded:  The 
Maverick.  Through  smart  planning, 
fast  thinking,  heads-up  reactions  — 
and.  yes.  a  little  luck  —  the  Chicago 
and  North  Western  is  alive  and  well. 


Profitable,  progressive  and 
competitive.  One  railroad  is  building 
today's  best  route  to  the  21st  century: 
The  Maverick. 

Chicago  and  North  Western  Trans- 
portation Co..  One  North  Western  Center. 
165  N.  Canal  St..  Chicago.  IL  60606. 


Chicago  &  North  Western  Railroad:  Todays  best  line  for  your  bottom  line. 


The  monitoring  of  instantaneous  price  behavior  was  not 
possible  before  the  computer  chip  and  modern  electronic 
technology.  But  now  the  price  movements  of  major  world 
trade  commodities,  such  as  wheat,  oats,  barley— even 
pork  bellies— can  be  closely  watched,  along  with  the  ex- 
change rates  of  important  foreign  currencies. 


In  seeking  to  achieve  price  stability, 
the  Fed  would  organize  monetary 
management  to  sell  government 
bonds  for  currency  (to  decrease  liquid- 
ity) whenever  the  instantaneous  price 
index  showed  a  tendency  to  rise,  and 
would  buy  government  bonds  for  cur- 
rency whenever  it  showed  a  tendency 
to  decline.  No  one  would  have  to  try 
to  understand;  define  or  measure  the 
money  supply — whatever  that  is. 
Rather,  the  availability  of  money 
would  be  adjusted  for  the  purpose  of 
steadying  U.S.  prices.  As  long  as  the 
U.S.  price  level  is  reasonably  steady, 
there  is  no  contradiction  for  other 
countries  in  stabilizing  their  currency 
exchange  rate  for  the  dollar. 

Although  I  have  concentrated  on  the 
appropriate  change  in  U.S.  mone- 
tary policy  for  general  price  stabiliza- 
tion, I  have  not  meant  to  imply  that  our 
fiscal  policy  doesn't  require  attention. 
For  example,  something  sensible  needs 
to  be  done  concerning  the  way  in  which 
Social  Security  payments  and  govern- 
ment pensions  are  adjusted  for  infla- 
tion. The  government  should  also  con- 
sider the  longer-term  necessity  of  a 
fundamental  restructuringof  theSocial 
Security  system. 

There  are  other  matters  that  require 
attention — the  Articles  of  Agreement 
of  the  International  Monetary  Fund, 
as  amended,  are  unclear  as  to  legal- 
ities in  reintroducing  gold  as  a  stan- 
dard for  the  international  monetary 
system.  This  requires  study  to  enable 
the  later  restoration  of  a  gold  standard 
in  accordance  with  internationally  ac- 
ceptable procedures. 

In  the  meantime,  a  shift  of  U.S. 
monetary  policy  away  from  monetar- 
ism toward  the  stabilization  of  prices 
would  give  rise  to  a  steady  improve- 
ment of  money  and  capital  markets. 
The  value  of  financial  assets  would 
climb,  while  real  assets — those  which 
have  served  as  inflation  hedges  for 
more  than  a  decade — would  exhibit 
price  weakness. 

Such  weaknesses  constitute  an  un- 
avoidable, painful  consequence  of  gen- 
eral price  stabilization.  For  example, 
many  who  had  purchased  homes  with 
a  high  interest  mortgage  could  find 
themselves  in  a  jam.  Not  only  would 
their  earnings  not  rise  according  to 
inflationary  expectations,  but  the 
house  they  bought  could  decline  rath- 


er than  rise  in  price.  Real  estate  specu- 
lators, builders  and  farmers  would  face 
similar  problems.  Is  this  unfair?  You 
can  argue  that  punishing  homeowners 
in  this  way  is  a  necessary  price  for 
ending  inflation  and  restoring  mone- 
tary stability:  As  long  as  houses  and 
other  forms  of  personal  property  are 
perceived  as  superior  investments, 
other,  more  productive  investments 
will  suffer. 

The  move  to  improved  price  stabil- 
ity would  almost  certainly  lead  to 
some  bankruptcies  and  a  temporary 
rise  in  unemployment.  But  this  would 
be  a  one-shot  dose  of  unavoidable 
pain.  By  contrast,  the  current  policy 
of  fighting  inflation  through  a  deliber- 
ate recession  is  nonsensical  because  it 
produces  no  enduring  effects  on  infla- 
tion. It  is  akin  to  the  medieval  medi- 
cal practice  of  bleeding.  Bleeding  and 
monetarism!  The  analogy  is  uncom- 
fortably apt. 

While  some  pain  of  economic  ad- 
justment to  price  stability  cannot  be 
avoided,  it  can  perhaps  be  minimized. 
The  supply-side  tax  cuts  already  en- 
acted help  somewhat  in  this  respect 
although,  in  actual  fact,  they  were  too 
small  to  do  much  good.  An  announce- 
ment by  the  authorities  that  they 
were  seriously  committed  to  the  res- 
toration of  a  gold  standard  once  gener- 
al price  stabilization  had  been 
achieved  would  also  facilitate  the  re- 
turn to  stability.  Such  a  commitment 
would  engender  market  confidence. 
The  learned  doctors  of  economics 
might  not  be  impressed,  but  those  "3 
billion"  other  people  would  be. 

Indeed,  should  the  authorities  omit 
a  serious  commitment  to  the 
eventual  restoration  of  a  link  to  gold, 
the  stabilization  program  would  stand 
to  lose  market  support.  Why,  it  would 
be  asked,  has  there  been  no  commit- 
ment to  restore  a  gold  link?  Were  the 
authorities  too  timid  to  risk  it?  Do 
they  themselves  lack  the  confidence 
they  expect  of  others? 

If  prices  are  in  fact  to  be  stabilized, 
a  gold  link  poses  no  problem.  There  is 
nothing  to  be  lost  but  something  to  be 
gained  from  including  an  explicitly 
stated  official  commitment  to  restore 
the  dollar  to  gold. 

It  is  sometimes  argued  that  if  you 
can  stabilize  prices  successfully  with- 
out gold  you  don't  need  gold.  People 
who  believe  that  probably  believe 
there  is  no  difference  between  a  cou- 
ple's living  together  and  living  togeth- 
er in  marriage.  The  difference  should 
be  obvious.  Marriage  involves  the  idea 
of  a  life-long  commitment — a  perma- 
nency— that  is  lacking  in  its  absence. 
We  are  seeking  an  enduring  interna- 
tional monetary  standard,  not  merely 
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The  six  fallacies 


Most  thoughtful  people  have  heard  in  one  form  or 
another  some  or  all  of  the  following  arguments 
against  a  return  to  the  gold  standard.  I  call  them  the 
six  fallacies.  I  summarize  them  below  and  rebut  each 
in  its  turn. 

Fallacy  #1:  A  gold  standard  would  benefit  South  Africa 

and  the  Soviet  Union.  The  1971  demonetization  of 
gold  has  so  enhanced  gold  as  an  inflation  hedge  as  to 
have  sharply  run  up  its  price.  Unhinging  the  dollar  from 
gold  has  therefore  had  the  paradoxical  consequence  of 
conferring  huge  windfall  gains  on  those  two  major 
producing  countries.  Those  who  opposed  an  increase  in 
the  price  of  gold  have  only  succeeded  in  conferring  a 
policy  blessing  on  those  two  countries. 

Fallacy  #2:  The  gold  standard  does  not  stabilize  prices. 

The  period  1882  to  1913  is  often  cited  as  "proving"  that 
price  stability  did  not  really  exist  under  the  gold  stan- 
dard era  in  U.S.  history.  U.S.  prices  were  at  approxi- 
mately the  same  level  in  1 9 13  as  in  1 882,  but  the  point  is 
made  that  prices  fell  by  some  47%  from  1882  to  1896, 
after  which  prices  bounced  back  up,  so  that  by  1913  they 
were  nearly  back  to  their  level  of  1882. 

It  seems  odd  that  those  who  cite  these  data  invari- 
ably fail  to  note  that  the  price  series  to  which  they  refer 
do  not  represent  consumer  prices,  but  rather  wholesale 
prices.  Wholesale  prices  are  notoriously  more  volatile 
than  consumer  prices.  Even  so,  the  deflationary  and 
inflationary  phases  of  these  price  movements  turn  out 
to  represent  a  4.5%  per  annum  rate  of  decline  (1882- 
96),  and  a  2.4%  per  annum  rate  of  increase. 

Perhaps  more  interestingly,  indexes  of  consumer 
prices — which  seem  never  to  be  cited  in  this  connec- 
tion— reveal  a  vastly  different  picture.  The  officially 
reported  consumer  price  index  shows  a  mere  1.05%  per 
annum  rate  of  decline  from  1882  to  1896,  and  a  1%  per 
annum  rate  of  increase  during  the  subsequent  1896- 
1913  period. 

Contrast  this  relatively  exemplary  price  perfor- 
mance with  the  miserable  price  record  of  the  current 
paper  dollar  decade.  During  the  period  1971-81,  U.S. 
wholesale  prices  soared  at  a  9.94%  per  annum  rate, 
while  consumer  prices  soared  at  an  8.4%  per  annum 
clip.  The  gold  standard  wins  the  stabilization  derby 
hands  down. 

Fallacy  #3:  The  price  of  gold  is  too  volatile.  We  are 

experiencing  extremes  in  interest  rate,  exchange  rate 
and  wholesale  price  volatility  that  are  symptomatic  of 
the  lack  of  a  reference  point  or  central  tendency  for 
stability  within  the  present  monetary  system.  Without 
monetary  order  and  discipline,  rumors  wreak  havoc  in 
the  financial  and  commodity  markets.  The  confused 
and  rudderless  financial  markets  respond  to  the  mouth- 
ings  of  false  prophets  like  Granville.  Henry  Kaufman's 
predictions  are  elevated  to  gospel. 

The  wild  swings  in  gold  prices  over  recent  years 
have  no  relation  to  what  would  happen  were  a  link  to 
be  reestablished  between  the  dollar  and  gold.  After 
general  price  stability  had  been  attained  during  the 
transitional  period  of  economic  stabilization  as  de- 
scribed in  this  article,  the  government  authorities 
could  set  an  appropriate  price  for  reentry  to  gold 


without  particular  difficulty. 

Fallacy  #4:  Introducing  "gold  notes"  as  a  step  toward  a 
gold  standard.  It  has  been  suggested  that  a  gold  stan- 
dard could  be  restored  gradually  by  first  issuing  U.S. 
Treasury  gold  notes  in  limited  quantity.  Interest  and 
principal  on  such  notes  would  be  payable  in  grams  or 
ounces  of  gold.  Advocates  of  this  approach  suggest  that 
such  gold  notes  would  reduce  budgetary  interest 
costs — e.g.,  interest  rates  on  such  notes  as  low  as  2% 
have  been  suggested  as  a  possibility. 

Such  gold  notes  are  reminiscent  of  so-called  Pinay 
bonds  issued  in  France  after  World  War  n.  These  bonds, 
which  still  circulate  in  France,  are  indexed  to  gold. 
They  have  had  no  effect  whatever  in  curtailing  French 
inflation  rates.  Although  nominal  interest  rates  appear 
to  have  been  reduced,  costs  have  not.  In  fact,  what  has 
happened  is  that  interest  costs  have  been  transformed 
into  the  gold  price  index-link  adjustment. 

For  the  U.S.,  an  issue  of  gold  notes  would  have  as 
much  to  contribute  to  the  reintroduction  of  a  gold 
standard  as  the  past  issuance  of  U.S.  Treasury  obliga- 
tions denominated  in  deutsche  marks  and  Swiss  francs 
have  had  to  do  with  putting  the  dollar  onto  a  DM  or 
Swiss  franc  standard. 

Fallacy  #5:  The  gold  standard  creates  financial  panics. 

In  the  historical  experience  of  the  gold  standard  in  the 
U.S.,  financial  crises  occurred  from  time  to  time.  These 
were  generally  associated  with  banking  panics.  Howev- 
er, there  has  been  no  recurrence  of  panics  since  intro- 
duction of  the  Federal  Deposit  Insurance  Corp.  in  the 
1930s.  During  the  years  that  have  followed  and,  most 
particularly,  during  the  quarter-century  following 
World  War  II  in  which  the  dollar  was  linked  to  gold  and 
other  currencies  were  linked  to  the  dollar,  there  were 
no  financial  panics  in  the  U.S.  Accordingly,  the  criti- 
cism that  the  gold  standard  caused  financial  panics  is 
more  correctly  a  criticism  of  the  banking  system  of  the 
day.  On  the  contrary,  since  the  dollar  broke  from  gold 
in  1971,  financial  disturbances  are  mounting  so  high  as 
to  suggest  for  the  first  time  in  50  years  a  serious 
potential  for  a  financial  crisis. 

Fallacy  #6:  A  return  to  a  gold  standard  would  render 
the  world  open  to  blackmail  by  an  OPEC-like  cartel  of 
gold-producing  nations.  By  threatening  to  withhold 
production,  such  an  outfit  could  force  the  price  of  gold 
out  of  sight.  Unlike  oil,  gold  doesn't  get  used  up;  most 
of  what  has  been  produced  throughout  history  still 
exists.  In  1980  South  Africa  produced  675  tons  of  gold. 
In  Fort  Knox  alone  are  stacked  8,000  tons.  Thus  the 
U.S.  could  supply  the  market  with  the  equivalent  of 
South  Africa's  production  for  many  years.  Could  South 
Africa  hold  out  that  long?  Could  even  a  combination  of 
the  Soviet  Union  and  South  Africa?  In  addition  to  Fort 
Knox'  stocks,  there  is  another  27,000  tons  of  bullion 
sitting  in  the  vaults  of  other  non-Communist  coun- 
tries. A  combined  effort  by  the  major  gold-holding 
countries  could  easily  break  any  producers'  strike. 

It  is  true,  of  course,  that  rising  costs  of  production 
may  put  upward  pressure  on  gold  prices  but  this  can 
easily  be  accommodated  by  infrequent  moderate,  co- 
ordinated upward  adjustments. — E.A.B. 
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contemporary  price  stabilization. 

A  gold  standard  does  require  that 
the  government  conduct  its  affairs 
within  reasonably  prudent  limits  so 
that  future  revenue  collections  (of 
gold-linked  dollars)  will  meet  future 
spending  and  debt  service  require- 
ments (in  gold-linked  dollars).  If  we 
really  mean  what  we  say  about  ending 
inflation,  government  policy  must  re- 
spect the  disciplines  of  a  noninflation- 
ary  currency.  Is  this  unreasonable? 
Economic  freedom,  like  all  other  free- 
doms, requires  a  certain  degree  of  or- 
dered discipline,  or  the  energies  of 
human  initiatives  are  wasted. 

William  Jennings  Bryan  orated 
against  crucifying  mankind  on  a 
golden  cross.  What  nonsense!  A  gold 
standard  system  would  not  prevent 
the  adoption  of  social  programs  in- 
tended to  better  the  conditions  of  so- 
ciety— only  insure  that  the  reforms  be 
done  in  a  realistic  way,  with  the  un- 
derstanding that  someone  would  have 
to  pay  for  them.  The  New  Deal  and 
the  Marshall  Plan  were  in  fact  adopted 
in  an  era  in  which  the  dollar  was 
linked  to  gold.  That  a  gold  standard 
would  be  too  restrictive  for  a  demo- 
cratic society  is  completely  contra- 
dicted by  the  facts. 

The  system  of  fixed  exchange  rates 
and  gold  convertible  dollars  (for  cen- 
tral banks)  created  at  Bretton 
Woods — though  not  perfect — was  ex- 
emplary in  its  stability,  growth  and 
global  economic  progress.  Since  the 
1971  collapse  of  that  system  the  fi- 
nancial tumult  has  become  increas- 
ingly threatening.  Never  before  in 
U.S.  history  has  the  Treasury  had  to 
pay  15%  for  30-year  bonds,  and  prices 
of  gold,  oil,  silver  and  other  commod- 
ities have  risen  more  than  tenfold. 

The  Bretton  Woods  system  broke 
down  because  the  $35  gold  price,  es- 
tablished in  1934,  could  no  longer  sus- 
tain the  cumulative  inflationary  after- 
maths of  World  War  II,  the  Korean 
War,  the  "guns  and  butter"  inflation 
of  the  Vietnam  War  and  the  Great 
Society.  At  the  time  of  the  break- 
down, anti-Vietnam  War  sentiments 
prevented  the  institution  of  a  credible 
economic  stabilization  program,  and 
the  U.S.  adamantly  resisted  a  signifi- 
cant increase  in  the  official  price  of 
gold.  The  gold  standard  cannot  stand 
up  well  against  the  passions  of  an  un- 
popular war.  So  gold,  like  patriotism, 
became  a  victim  of  the  Vietnam  War. 
One  hopes  that  neither  is  permanent- 
ly out  of  action.  ■ 


Eugene  A.  Birnhaum,  a  former  economist  with 
the  International Monetary  /  'unci  anil  the  White 
House  Council  of  Economic  Advisers,  Lt  current- 
ly an  economic  consultant  in  Xeic  York 


Consider  the  return  on  your  investment. 

The  finest  handmade  quality  in  13  sizes. 
Starting  at  $1.10  the  cigar. 

H.UPMANN 


H  Upmdnn  Ci^irs.  15  Columbus  Circle.  NY  IIW.'l 
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Gould  focuses  on 
growth  in  electronics  and 
electrical  products. 


Sales 


Pretax  earnings 


Before  Divestiture 

For  the  six  months  ended  June  30, 1981 


Sales 


Pretax  earnings 


After  Divestiture 

Restated  for  the  six  months  ended  June  30, 


1981 


Gould  sells  industrial  group. 

With  the  sale  of  this  group,  Gould  accelerates  a 
major  program  to  redeploy  assets  and  to  focus 
its  talents  on  those  areas  where  growth  can  be 
maximized 

Over  the  last  five  years,  a  growing  part  of 
our  sales  and  an  even  larger  part  of  our  net  earnings 
have  come  from  our  electronics  businesses 

Electronics  will  continue  to  be  the  major 
area  of  emphasis  And  that's  why  Gould  recently 
acguired  several  electronics  companies,  such  as 
Systems  Engineering  Labs,  Gettys,  Deltec,  SRL 
Medical  and  De  Anza  Systems. 

All  of  which  fit  into  Gould's  strategy  of 
exploiting  the  opportunities  of  tomorrow 
Gould  concentrates  on  six  markets. 
We're  emphasizing  markets  where  technology 


can  have  great  impact:  minicomputers,  factory 
automation,  test  and  measurement,  medical 
instrumentation,  defense  systems,  and  electronic 
components  and  materials. 
Gould's  building  block  strategy. 
To  best  serve  these  high-technology  electronics 
markets,  Gould  products  function  as  interrelated 
building  blocks.  Our  minicomputers,  programmable 
controllers,  servo  drives,  transducers,  power 
supplies  and  controls  can  all  work  together  in 
different  systems 

By  making  products  that  are  compatible 
and  multi-functional,  we're  building  technological 
leadership  and  aiming  for  market  growth  that 
provides  above-average  returns.  To  find  out  more, 
write:  Gould  Inc.,  Department  H-4, 10  Gould 
Center.  Rolling  Meadows,  IL  60008. 


■>  GOULD 

Electronics  &  Electrical  Products 


Supermarkets  General  isn't  the  biggest 
food  chain,  and  it  isn't  the  fastest  growing. 
It  just  sells  more  groceries  in  less  space. 


The  lettuce  says, 
"Buy  me" 


By  Jeff  Blyskal 


SAFEWAY  IS  LOTS  BIGGER,  Winn- 
Dixie  has  better  sales  growth, 
and  many  regional  chains  post 
fatter  margins.  But  in  the  grocery 
business,  the  real  measure  of  perfor- 
mance is  sales  per  square  foot.  That's 
where  Supermarkets  General  Corp.  is 
light-years  ahead  of  the  pack. 

Last  year  the  $2.6  billion  chain 
wrung  $708  in  sales  from  each  square 
foot  of  space.  The  closest  contender, 
California-based  Lucky  Stores,  rang 
up  a  relatively  paltry  $430,  and  the 
industry  median,  according  to  Paine 
Webber,  is  close  to  $249.  That  helped 
give  SGC  five-year  earnings  growth  of 
24.3% — placing  it  first  among  major 
supermarkets  in  the  Forbes  1980 
rankings.  If  that  isn't  enough,  SGC 
also  maintains  a  regular  19%  -plus  re- 
turn on  equity. 

What's  the  secret?  The  simple  an- 
swer is  that  SGC's  enormous  volume 
is  like  a  perpetual  motion  machine: 
Lower  prices  draw  more  customers, 
who  buy  more  merchandise,  which 
reduces  unit  costs,  which  allows  lower 
prices.  Nothing,  of  course,  is  so  sim- 
ple— but  SGC  Chairman  Alex  Aidek- 
man  isn't  about  to  elaborate.  He  shies 
away  from  the  press,  citing  competi- 
tive pressures  and  past  trouble  with  a 
president  who  did  "an  awful  lot  more 
talking  than  he  should  have." 

Good  management,  in  fact,  is  what 
sets  the  company  apart  from  the  rest, 
as  Fred  Sullivan,  eight-year  SGC  di- 
rector and  Kidde,  Inc.  chairman,  sees 
things.  A  tight  triumvirate  runs  the 
company:  Aidekman,  President  Herb 
Brody  and  Bernard  Paroly,  who,  as 
head  of  the  Pathmark  division,  is  re- 
sponsible for  87%  of  total  sales.  "The 
policy  is  not  to  make  a  lot  of  profit  on 
each  unit  sold,"  says  a  former  indus- 
try executive.  "That  frightens  a  lot  of 
people  because  to  make  money  you 


have  to  move  a  lot  of  merchandise." 

Aidekman  and  Brody,  a  veteran 
northeastern  grocer,  set  up  shop  in 
the  early  Fifties  with  the  Shop-Rite 
cooperative  of  grocers,  later  called  Su- 
permarkets Operating  Co.  In  1966  the 
two  top  members  of  the  powerful  200- 


A  Pathmark  Super  Center  in  New  Jersey 
Scaring  competition  with  volume. 

store  co-op  merged  with  the  late  Mil- 
ton Perlmutter's  General  Supermar- 
ket Corp.  and  broke  free  from  Shop- 
Rite  two  years  later. 

That  split  gave  SGC  the  core  of  its 
present  store  network  and  allowed  the 
company  to  situate  warehouses  con- 
venient to  stores,  rather  than  the  oth- 
er way  around.  The  so-called  full-line 
super  store  concept  lured  in  the  cus- 
tomers. SGC's  118  outlets  are  about 
8,000  selling-square-feet  larger  than 
the  average  supermarket,  giving  cus- 
tomers a  wider  choice  of  brands.  It 
also  leaves  room  for  higher-margin 
pharmacies,  part  of  the  "one-stop 
shopping"  pitch.  Beyond  that,  SGC 
stores  are  clean  and  merchandise  is 
attractively  displayed.  Says  one  assis- 


tant manager:  "This  may  sound 
corny,  but  when  I  put  a  head  of  lettuce 
out  on  the  produce  counter,  I  want  it 
to  say,  'Buy  me!  Buy  me!'  " 

A  distribution  system  that  many 
suppliers  consider  among  the  most  so- 
phisticated in  the  business  keeps  SGC 
shelves  continuously  stocked.  Stores 
place  orders  via  computer  seven  days 
a  week  for  most  items.  Full  truckloads 
are  dispatched  from  efficient  ware- 
houses like  the  268,000-square-foot 
facility  next  door  to  corporate  head- 
quarters in  Woodbridge,  N.J.  Deliv- 
eries are  made  throughout  the  day, 
and  crews  move  much  of  the  mer- 
chandise from  the  trucks  directly  on 
to  the  selling  floor  to  be  shelved,  re- 
ducing the  need  for  extensive  back- 
room storage  space.  Finally,  100  of  the 
bestselling  items  are  displayed  in  por- 
table bins;  when  they  are  empty,  a 
stock  boy  can  simply  roll  in  an  imme- 
diate prefilled  replacement. 

Still,  big  isn't  big  enough  for  SGC. 
So,  since  1978  the  company  has  been 
pioneering  Super  Centers — cavernous 
50,000-square-foot  stores — on  the 
East  Coast.  The  full-service  stores  car- 
ry more  food,  but  an  even  wider  vari- 
ety of  nonfood  items  whose  25%  or 
better  gross  margins  are  twice  those 
on  groceries.  Scanners  speed  shoppers 
through  checkout.  How  well  does  the 
idea  work?  One  recently  opened  Super 
Center  in  Staten  Island,  N.Y.  did  $1.3 
million  in  sales  its  first  week.  Com- 
pare that  with  last  year's  Pathmark 
store  average  of  $370,000  per  week  or 
the  industry  average  of  $110,000. 

During  the  intensely  competitive 
first  quarter  this  year,  being  the  low- 
est-cost, highest-volume  retailer 
helped  SGC  "gain  market."  That's  in- 
dustry parlance  for  cutting  prices  and 
earnings  to  boost  sales,  and  in  SGC's 
case  they  rose  by  15%.  The  payoff 
came  in  the  second  quarter,  when 
competition  eased:  On  still  higher 
sales,  SGC's  net  income  was  up  42%. 
Analysts  project  only  modest  earnings 
gains  to  $3.20  per  sbare  for  this  year, 
but  SGC  is  clearly  well  positioned  for 
the  time  when  the  industry's  dol- 
drums come  to  an  end. 

Meanwhile,  SGC  expects  to  in- 
crease the  number  of  Super  Centers  to 
51  this  year,  and  outside  sources  say 
Pathmark  plans  to  move  its  territory 
deeper  into  New  York,  Pennsylvania, 
Connecticut  and  Delaware  with  an 
eye  on  the  Baltimore/Washington 
market.  Herb  Brody  summed  up  cor- 
porate strategy  at  a  recent  board 
meeting:  "Wherever  there  are  people 
there's  business,  and  we're  not  afraid 
to  go  in  and  get  it."  That  makes 
sense — and  means  trouble  for  the 
competition.  ■ 
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Personal 
Affairs 


Edited  By  William  G.  Flanagan 

"tarmac  torture 

If  you  have  flown  at  all  lately,  you 
don't  have  to  be  told  that  it  is  the 
passengers  who  are  really  paying  for 
the  greed  and  stupidity  of  the  air  con- 
trollers' union.  Delays  are  the  rule  at 
major  airports  (see  box).  The  holiday 
crush  and  winter  weather  will  mean 
even  worse  conditions. 

But,  inconvenient  or  not,  many  of 
us  must  fly.  So  here  are  some  tips  to 
keep  in  mind,  gleaned  from  the  Air- 
line Passengers  Association  and  the 
Federal  Aviation  Administration. 

Try  to  travel  off-peak.  And  there  are 
different  peak  hours  at  different  air- 
ports, and  varying  delays.  Not  all  air- 
ports were  hit  as  hard  by  the  control- 
lers' strike.  (New  York  and  Chicago 
airports  were  most  affected.)  Accord- 
ing to  the  FAA,  here  are  the  best  and 
worst  times  to  fly  to  and  from  various 
major  air  terminals: 

LaGuardia  is  a  mess  almost  all  the 
time.  About  the  only  times  planes 
aren't  late  is  before  8  a.m.  and  after  8 
p.m.  Otherwise,  expect  delays  averag- 
ing 30  minutes.  The  situation  is  only 
marginally  better  at  JFK  and  even 
worse  at  Newark  Airport,  which  share 
the  same  air  space  as  LaGuardia. 

LAX  was  less  hurt  by  the  strike,  and 
delays  in  the  morning  are  down  to  a 
maximum  of  20  minutes  or  so.  In  late 
afternoon  and  early  evening  hours, 
however,  delays  are  averaging  close  to 
an  hour. 

National  is  best  during  midday,  as 
you  might  expect.  From  10  a.m.  to 
about  4  p.m.,  delays  average  only  18 
minutes.  But  flights  scheduled  to  de- 
part between  8  a.m.  and  9  a.m.,  and 
from  4  p.m.  to  7  p.m.  have  been  leav- 
ing an  hour  or  so  late. 

O'Hare  starts  off  trouble-free  and 
gets  worse — but  not  intolerable — as 
the  day  goes  on.  There  have  been  no 
appreciable  delays  in  the  morning,  but 
by  2  p.m.  until  about  8  p.m.,  expect 
30-  to  45-minute  holdups.  Still,  for  the 
■'olume  of  traffic,  the  controllers  have 
been  coping  quite  well. 

Datlas-Ft.  Worth  has  the  dubious  dis- 
tinction of  being  the  worst  bottleneck 
in  the  nation.  It's  fine  until  about 
noon,,  but  after  4  p.m.  better  bring 
along  a  lot  of  reading  material.  The 
FAA  says  delays  after  then  have  been 


Hurry  up  and  wait 


Remember  when  airlines  used 
to  brag  about  their  on-time  rec- 
ords? Nowadays  every  flight  is 
"or  thereabouts,"  with  delays 
being  the  norm.  But  some  air- 
ports are  worse  than  others. 
O'Hare  and  Los  Angeles  are  bet- 
ter overall  than  LaGuardia  and 
Dallas-Ft.  Worth,  but  be  sure  to 
pack  a  good  novel  wherever  you 
are  bound.  Below  are  the  FAA's 
figures  for  the  number  of  delays 
of  30  minutes  or  more  at  select- 
ed airports  for  the  period  of  Oct. 
1  through  Oct.  26,  for  both  this 
year  and  last. 


Delays 


Airport 

1981 

1980 

LaGuardia 

1,127 

162 

J.F.  Kennedy 

1,011 

30 

Dallas-Ft.  Worth 

913 

24 

Atlanta 

625 

27 

O'Hare 

404 

25 

Los  Angeles 

812 

172 

National  (D.C.) 

591 

6 

averaging  30  to  60  minutes  but  the 
APA  says  two  hours  is  more  typical. 
Note:  The  problem  here,  as  at  many 
other  major  airports,  is  not  its  own 
controllers  so  much  as  delays  placed 
on  incoming  traffic  at  destination  tei- 
minals  such  as  New  York. 

Miami  has  minor  delays  until  about 
3  p.m.,  when  waiting  time  is  a  half 
hour  or  more. 

Atlanta  is  perhaps  the  best  of  the 
major  airports  in  terms  of  delays.  From 
8  a.m.  to  1  p.m.  there  is  an  average 
wait  of  17-22  minutes,  but  by  evening, 
delays  average  30  minutes  plus. 

Tying  your  trips  together  is  one 
way  of  reducing  dead  time  on  the  tar- 
mac or  in  the  airport  lounges.  You 
eliminate  the  delays  coming  out  of 
your  home  city — where  some  of  the 
worst  delays  may  be.  A  New  Yorker 
might  consider  linking  his  Chicago 
and  L.A.  trips,  for  example.  But  note: 
Janna  Aynes,  public  relations  manager 
for  the  Airline  Passengers  Associ- 
ation, notes  that  you  should  now  al- 
low at  least  one  hour  to  make  connec- 
tions at  -major  hub  cities,  instead  of 
the  usual  20-minute  cushion  typical 
before  the  strike.  (Nowadays,  howev- 
er, "spoke"  flights  are  often  held  until 
"feeder"  flights  arrive  at  hubs.) 

If  you  can  use  smaller  airports,  you 
will  usually  be  better  off.  Use  airports 
like  Dulles  and  Baltimore- Washing- 
ton instead  of  National;  Ft.  Lauder- 
dale instead  of  Miami;  Ontario  in- 
stead of  Los  Angeles. 

But  note:  The  commuter  airports — 
Love  in  Dallas,  Hobby  in  Houston, 
Teterboro  in  the  New  York  area,  Mid- 
way in  Chicago,  etc. — share  air  space 
with  the  major  airports  and  are  sub- 
ject to  similar  delays. 

If  there  is  one  day  of  the  week  not 
to  fly,  it's  Thursday.  "It  used  to  be 
Friday,"  says  an  FAA  spokesman, 
"when  everyone  was  trying  to 
squeeze  in  an  extra  day  before  the 
weekend."  Now,  apparently,  business 
travelers  fear  getting  home  very  late 
on  Friday  night,  or  having  to  stay  over 
another  day. 

ThebesY  day  to  fly — and  keep  this  in 
mind  for  vacation  trips — is  Saturday. 
The  average  delays  on  Saturday 
through  the  entire  continental  flight 
system  are  only  15  minutes. 

It's  worth  a  try  to  call  the  airline 
reservation  and  information  number 
before  you  leave  for  the  airport  to  see 
if  your  flight  is  delayed.  But  in  many 
cases  you  simply  will  not  get  through 
the  phone  lines.  And  note:  If  you  have 
a  discount  air  ticket  that  you  bought 
some  time  ago  for  a  specific  flight, 
double  check  that  the  flight  still  ex- 
ists. Carriers  have  reduced  flights  as  a 
result  of  the  strike  and  new  schedules 
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are  still  being  drawn  up. 

Consider  the  alternatives.  In  the 
Northeast,  where  the  air  situation  is 
the  worst,  Amtrak  may  be  suitable. 
(Because  of  budget  cuts,  however, 
there  are  fewer  Boston-New  York- 
Washington  trains  than  before.)  But 
some  trains  have  been  speeded  up — 
with  fewer  stops.  You  can  travel  from 
New  York  to  downtown  Washington 
in  just  under  three  hours,  for  $39,  vs. 
$59  for  the  Eastern  shuttle. 

Despite  what  you  might  expect, 
Greyhound  has  not  experienced  any 
great  spurt  in  ridership  since  the  con- 
trollers' strike  and  has  no  plans  to  beef 
up  service. — Gerald  Odening 


Rope  a  dope  with  the  IRS 

Financial  planning,  like  line  tailor- 
ing, often  has  to  be  custom-fitted 
I  for  those  with  unusual  financial  di- 
i  mensions.  While  there  are  not  many 
I  professional  boxers   among  Forbes 
I  readers,  we  asked  Randy  Neumann,  a 
I  former  top-ranked  heavyweight  him- 
I  self  and  currently  a  financial  consul- 
tant to  professional  athletes,  to  de- 
! :  scribe  how  he  sets  up  financial  plans  for 
young  pros  who  have  short,  sometimes 
!  spectacular  earnings  careers.  This  plan 
is  ingenious,  interesting  and  could  be 
I  useful  to  anyone  who  foresees  a  rela- 
1  tively  brief  bulge  in  income. 

By  Randy  Neumann 

Tony  Ayala  Jr.  is  an  undefeated 
1  prizefighter  who,  some  say,  will  one 
i  day  be  world  middleweight  champi- 
j:  on.  That  has  been  said  of  scores  of 
fighters — many  of  whom  have  gone  in 
.  green  and  hungry  and  come  out  gray 
j  and  broke.  This  kid  is  different.  He's 


certainly  hungry  but  he's  not  so  green, 
having  won  all  14  of  his  professional 
fights,  12  by  knockout.  His  record  as 
an  amateur  was  140-8  with  60  KOs. 
Whatever  his  future,  Ayala  may  come 
out  gray,  but  not  broke. 

Tony  Ayala  Jr.,  18,  is  employed  by 
Tony  Ayala  Jr.  Inc.  His  father,  Tony 
Sr.,  is  in  charge  of  boxing  skills;  busi- 
ness affairs  are  handled  by  Lou  Duva 
and  son  Dan.  Besides  Ayala  they  man- 
age a  half  dozen  other  fighters  includ- 
ing Rocky  Lockridge,  a  promising 
featherweight.  The  Duvas  have  good 
television  connections  (where  the 
money  is  today)  so  their  fighters  work 
often  and  are  well  compensated. 

Tony  Ayala  Jr.  Inc.  will  gross  ap- 
proximately $200,000  for  eight  fights 
in  1981.  A  fighter  making  a  lot  of 
money  is  nothing  new,  of  course. 
Both  Joe  Louis  and  Beau  Jack  did. 
Louis  died  broke  and  Jack  is  shining 
shoes.  But  Tony  Ayala  Jr.  has  a  plan. 

Ayala's  financial  plan,  simply  stat- 
ed, protects  him  against  earnings  loss 
through  insurance,  and  provides  for 
gain  through  tax  and  investment  plan- 
ning. I  know  something  about  finan- 
cial planning  because  it's  what  I  do, 
and  I  know  something  about  prize- 
fighting, because  it's  what  I  did  for  ten 
years.  The  following  are  highlights  of 
the  plan  I  designed  for  Tony  Ayala  Jr. 

The  first  risk  to  consider  with  any 
athlete  is  health.  Normally  in  a  one- 
person  corporation  we  would  install  a 
medical  insurance  policy  that  pro- 
vides 100%  coverage  and  a  medical 
reimbursement  plan.  This  gives  the 
corporation  hefty  deductions  for  the 
premiums  and  for  any  other  medical 
expenses  not  covered  by  the  insur- 
ance policy. 


GemLoK.When  anything  less 
is  too  little. 


The  Anniversary  Ru  ig 
features  the  original  patented 
GemLok  design  which  protects 
precious  gems  with  a  no-snag 

setting.  Available  only  at 
authorized  jewelers  displaying 
the  GemLok  seal. 


Elaine  Cooper 
Chestnut  Hill,  PA 

Bakes  of  Green  Bay 
Green  Bay.  Wl 

George  L.  Gaines  Jewelers 
Lakeland.  FL 

Gale  Grossman 
Kansas  City.  MO 

Betteridge 
Greenwich.  CT 

La\'iano  Jewelers 
Westwood.  NJ 

i 

Kaiser  Jewelry,  Inc. 
Jefferson  City,  MO 

Albert  S.  Smyth  Co. ,  Inc. 
Timonium,  MD 


Middleiveight  fyala  en  route  to  another  KO 
Unlike  Louis,  he  wont  go  out  broke. 


... 
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o  natural  liquid-energy  storage 
system  created  by  the  slow  decomposi- 
tion of  organic  matter  buried  under 
hundreds  of  tons  of  pressure  for 
200  million  years.  Prudence  dictates 
that  we  use  it  sparingly. 


The  1982  Volkswagen  Rabbit  with  its 
diesel  engine  not  only  accomplishes  that 
goal  admirably,  it  does  it  better  than  any 
other  car  on  the  road* 


Its  engine  operates  on  Rudolf  Diesel's 
principle  of  compression  ignition.  The 
is,  fuel,  injected  into  a  cylinder  filled  w 
hot  compressed  air,  ignites  instantly. 
And  it  doesn't  need  spark  plugs,  coila 
a  distributor. 


esse 


othing  else 
a  Volkswagen. 


he  Rabbit  has  features  that  would 
pss  even  Dr.  Diesel.  It  has  a  faster 
glow  plug  warm-up  time,  a  unique 
nft  light  that  tells  you  exactly  when 
i  ft  for  optimum  mileage,  and  an 
pibly  light  engine  that  gives  the 
<cellent  pickup  and  passing  power. 


Add  that  to  front-wheel  drive,  rack-and- 
pinion  steering,  and  all  the  other 
details  found  on  a  Rabbit  and  you  wind 
up  with  a  diesel  that  behaves  like  a 
Volkswagen. 

And  nothing  short  of  one. 


*  EPA  estimated  [45]  mpg,  58  highway 
estimate.  (Use  'estimated  mpg"  for 
comparisons.  Your  mileage  may  vary 
with  weather,  speed  and  trip  length. 
Actual  highway  mileage  will  probably 
be  less.) 


Personal 
Affairs 


In  the  case  of  Ayala,  however,  we 
shopped  the  market  extensively  but 
couldn't  find  a  carrier  that  would  offer 
medical  insurance  to  a  prizefighter.  I 
found  thai  surprising  because  fighters 
seldom  get  "hurt"  that  badly.  Sure,  they 
get  facial  lacerations  (I  acquired  40 
stitches  in  as  many  fights),  an  occa- 
sional concussion  and  some  bumps  and 
bruises  along  the  way.  But  that  is  light 
punishment  compared  to  football  play- 
ers who  tear  up  their  muscular,  skeletal 
and  visceral  systems.  Even  Lloyd's  of 
London  turned  down  the  medical  risk 
on  Ayala,  but  at  least  the  medical  reim- 
bursement plan  is  in  effect.  So  the 
corporation  would  pay  medical  ex- 
penses— not  Tony  personally. 

Two  other  areas  of  physical  risk  to 
be  covered  are  long-term  disability 
and  death.  If  the  insurance  underwrit- 
ers thought  the  request  for  medical 
insurance  on  a  pugilist  was  amusing, 
they  found  the  one  for  long-term  dis- 
ability coverage  hilarious.  No  dice. 

Death  protection  is  provided  in 
Ayala's  pension  plan,  however.  That 
is,  should  Ayala  die  before  his  time, 
the  substantial  pension  plan  we  cre- 
ated would  go  to  his  beneficiary.  In 
fact,  it  is  the  pension  plan  that  gives 
us  the  best  means  for  tax  deferral. 

Nothing  affects  a  fighter's  income 
the  way  taxes  do.  Without  many  of 
the  deductions  commonly  associated 
with  other  upper-income  earners 
(high  interest  payments,  for  example) 
taxes  can  easily  eat  up  more  than  half 
a  fighter's  income.  The  tax  problem  is 
painful  enough  for  the  average  client, 
who  might  have  many  years  of  high 
earnings,  but  professional  athletes 
usually  don't  have  that  luxury. 

But  because  he  is  incorporated,  "El 
Torrito"  gets  several  important  tax 
breaks.  Besides  paying  taxes  at  a  low- 
er rate,  the  corporation  can  deduct 
things  the  individual  usually  cannot — 
the  medical  reimbursement  plan  and 
life  insurance,  for  example.  And,  the 
corporation  also  deducts  all  necessary 
business  expenses — transportation, 
business  entertainment  (e.g.  the 
press),  lodging,  equipment  (including 
sparring  partners),  manager's  fees  and 
salary  Ayala  himself  is  paid  only 
$25,000  a  year  (which  is  still  not  bad 
for  an  18-year-old). 

An  analogy  to  the  world  of  fisticuffs 
would  equate  these  deductions  with 


jabs.  But  the  real  haymaker  of  the 
corporate  entity  is  the  defined  benefit 
plan,  for  the  substantial  tax  shelter  it 
provides.  A  "defined  benefit"  plan  al- 
lows you  to  set  aside  as  many  dollars 
as  are  needed  to  fund  a  certain  defined 
compensation  at  retirement.  In  this 
case  we  are  now  setting  aside  $17,833 
per  year. 

How  can  so  much  be  set  aside? 
Well,  normally  the  earliest  you  can 
retire,  using  a  defined  benefit  plan,  is 
age  55.  But  boxing  is  hardly  a  normal 
business,  and  actuaries  set  retirement 
at  age  33. 

The  result:  When  Tony  retires  at 
that  age,  he  will  have  a  pension  trust 


worth  $402,787,  which  will  yield  him 
a  monthly  retirement  benefit  of 
$2,498— for  the  rest  of  his  life.  Better 
than  scar  tissue  as  a  remembrance  of 
years  in  the  ring. 

If  Tony  becomes  the  big  earner  we 
hope  he  will,  and  as  more  dollars 
come  in,  we  will  be  looking  at  tax- 
advantaged  investments  such  as  oil 
and  gas  and  real  estate,  since  they 
offer  cash  flow  and  capital  apprecia- 
tion potential  in  addition  to  the  tax 
shelter  benefits. 

For  the  present,  I  think  it's  fair  to 
say  that  Tony  Ayala  Jr.  Inc.'s  financial 
machine  is  working  as  efficiently  as 
the  corporation's  fighting  machine. 


The  Hobie  roonohull 


Hobie  Alter  and  his  newly  launched  Hobie  33  monohidl 
Considered  a  reasonable  buy  at  540,000. 


Hobie  Alter,  the  man  who  brought 
the  world  the  Hobie  family  of 
catamarans — and  thereby  introduced 
a  lot  of  landlubbers  to  sailing — is  at  it 
again.  This  time  it  is  a  single-hull 
sloop,  the  Hobie  33. 

The  new  boat,  33  feet  in  length, 
weighing  4,000  pounds  and  sleeping  up 
to  seven,  also  has  a  retractable  keel  and 
a  removable  mast  to  make  it  trail- 
erable.  Marina  slips  will  be  scarce  in 
the  future,  explains  Alter.  To  say  noth- 
ing of  growing  pilferage  at  marinas. 

Base  selling  price  is  $30,000,  but 
sails,  trailer,  motor,  electronics,  etc., 
will  add  $10,000  or  more— still  rea- 
sonable for  boats  in  its  class.  Alter 
estimates  that  some  250  boats  will  be 
made  in  1982,  to  be  sold  through  50  of 
the  350  Hobie  dealers. 

Alter,  48,  who  retired  in  1976  when 
he  sold  his  company  to  Coleman  Co., 
the  outdoor-equipment  maker,  was 
induced  by  Coleman  to  design  and 


manufacture  a  monohull.  Four  years 
and  $1  million  later,  the  first  sloop  hit 
the  water.  It  recently  finished  27th 
out  of  the  750  monohulls  in  the  En- 
senada  races. 

The  boat  began  as  a  24-footer  to 
compete  with  the  J-24,  the  hottest 
racing  sailboat  today,  but  grew  into  a 
racer-cruiser.  It  is  not  designed  for 
the  first-time  boat  owner.  "They 
wouldn't  appreciate  it,"  Alter  says. 
For  them,  there  are  still  plenty  of 
Hobie  Cats  available. — Ellen  Paris 

Loose  ends 

When  a  company  issues  a  press 
release  ascribing  the  sudden  de- 
parture of  a  key  executive  to  "con- 
flicts over  business  goals,"  most  of  us 
figure  the  guy  was  fired.  Not  necessar- 
ily, says  Boyden  Associates,  a  large 
executive  search  firm.  Most  execu- 
tives looking  for  new  jobs  really  don't 
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get  along  with  their  bosses,  the  firm 
reports  after  surveying  some  450  ex- 
ecutive job  seekers.  Differences  over 
goals  and  simple,  outright  personality 
conflicts  ranked  first  and  second  as 
reasons  for  job  dissatisfaction.  Salary 
complaints  were  last.  The  typical  dis- 
gruntled executive  is  a  married  male, 
36  to  45  years  old,  with  an  M.B.A.  or 
other  advanced  degree.  His  position — 
most  frequently  vice  president  or  gen- 
eral manager — warrants  a  salary  rang- 
ing from  about  $45,000  to  $150,000 
annually. 

The  prospect  of  serious  surgery  is  bad 
enough,  but  suppose  you  go  into  it 
with  less  life  insurance  than  you 
need?  Now  you  can  buy  a  one-shot, 
30-day  policy  for  coverage  up  to 
$500,000 — for  even  the  riskiest  oper- 
ation. Cost,  depending  on  the  severity 
of  the  operation  and  your  age,  ranges 
from  1%  to  5%  of  the  policy.  Profes- 
sional Intermediaries  Associates  of 
New  York  offers  coverage  through  its 
affiliate,  Lloyd's  of  London.  Group 
coverage  is  also  available  to  corpora- 
tions at  a  rate  no  higher  than  5%  of 
the  policy.  Says  Marshall  Rattner, 
president  of  the  company,  "No  person 
under  such  a  corporate  plan  will  be 
denied  coverage." 


Help  wanted 

Stuck  in  your  career?  Want  to 
change,  but  don't  know 
where  to  go?  Finishing  up  in 
graduate  school,  and  don't  know 
what  to  do  in  the  real  world? 
No,  we  are  not  offering  you  as- 
sistance— yet.  But  Personal  Af- 
fairs is  currently  researching  a 
story  on  where  to  go  to  get  good, 
effective  career  counseling.  And 
we  would  like  your  help.  If  you 
have  changed  careers  or  have 
been  put  on  the  right  path  at  the 
start  by  an  individual  or  organi- 
zation that  you  trust,  we  would 
like  to  hear  from  you.  We  are 
looking  for  case  histories  of 
Forbes  readers  who  have  bene- 
fited from  books,  counseling 
services,  college  counselors — 
even  the  old  man — in  changing 
or  choosing  careers.  Case  his- 
tories will  be  included  in  our 
upcoming  story,  and  identities 
will  be  confidential  or  not,  as 
you  prefer.  Write:  Personal  Af- 
fairs, Careers,  Forbes  Maga- 
zine, 60  Fifth  Ave.,  New  York, 
N.Y.  10011. 


FORBES,  NOVEMBER  23,  1981 


If  you'd  like  a  wall  poster  of  our  distillery's  founder,  drop  us  a  line 


MR.  CLAYTON  TOSH  has  more  good 
tales  about  Jack  Daniel  than  most  folks  can 
ever  believe. 

He'll  tell  you  that  Mr.  Jack 
promised  marriage  to  two 
girls  at  once  in  1875;  that 
nobody  ever  saw  him  with- 
out  a  coat  and  tie;  and 
that  he  perfected  a  way  of 
manufacturing  his  whiskey 
(called  char-  ^ 
coal  mellowing)  that  made 
it  uncommonly  smooth.  Of 
course,  there's  no  one  living 
who  can  vouch  for  the  first 
two  tales.  But  after  a  sip  of 
Jack  Daniel's,  most  everyone 
goes  along  with  the  third. 


CHARCOAL 
MELLOWED 

DROP 

6 

BY  DROP 


Tennessee  Whiskey  •  90  Proof  •  Distilled  and  Bottled  by  Jack  Daniel  Distillery 
Lem  Motlow,  Prop  ,  Inc ,  Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
Placed  in  the  National  Register  of  Historic  Places  by  the  United  States  Government. 

187 


The  Funds 


Dual  purpose  funds,  which  have  been 
making  heavy  weather  for  years,  look  bet- 
ter the  closer  they  get  to  self-destructing. 


ducklings 


By  Richard  Phalon 


aybe  there  is  something  to 
be  said  for  the  mellowing  ef- 
fects of  time  and  evolution 
on  ugly-duckling  investments.  Look 
at  the  covey  of  dual  purpose  closed- 
end  funds  Wall  Street  brought  out  in 
the  late  Sixties.  These  funds  sold  two 
kinds  of  stock:  income  shares  that 
carry  the  right  to  all  portfolio  divi- 
dends and  capital  shares  that  carry  the 
right  to  all  capital  gains. 

Skeptics  doubted  that  even  gifted 
managers  could  achieve  both  rising 
income  and  fat  capital  gains  with  any 
precision,  and  investors  saw  dual  pur- 
pose funds  as  hybrids — neither  fish  nor 
fowl.  An  unkind  equity  market,  factor- 


ing in  the  opportunity  cost  of  money, 
knocked  the  capital  shares  to  deep 
discounts  on  the  grounds  that  the  cap- 
ital gains — if  any — would  not  be  paid 
out  until  the  funds  liquidated  some  15 
years  later.  The  income  shares  paid  out 
annually  but,  like  most  income  vehi- 
cles, were  overwhelmed  by  the  rising 
tide  of  interest  rates. 

Ugly  ducklings  indeed.  Investors 
who  had  hoped  to  get  the  best  of  two 
possible  worlds  painfully  discovered 
they  were  getting  the  worst  of  both. 
That  is  not  to  say  that  even  dual  pur- 
pose funds  haven't  had  their  mo- 
ments over  the  years — and  one  of 
them  seems  to  be  shaping  up  right 
now.  Three  of  the  funds — Income  & 
Capital  Shares,  Scudder  Duo- Vest  and 


Dual  world 


Carrying  water  on  both  shoulders  is  Gemini  matching  the  top  open-end 
never  easy.  Dual  funds  did  better  for  funds.  On  the  growth  side,  however, 
investors  on  the  income  side,  with    the  duals  lagged  far  behind. 


Fund 


Price 


Net       Premium  5-year 

asset  or  per-        Date  of  Redemp- 

value      discount  formance*  maturity  tion  price 


Income  Shares 

Income  &  Capital  Shares  93A 

Gemini  Fund  14% 

Hemisphere  Fund  8% 

Leverage  Fund  of  Boston  14 

Putnam  Duofund  18 

Scudder  Duo- Vest  9'/« 


$10.55 
11.74 
12.38 
14.81 
20.25 
9.15 


-8%     78.63%   3/31/82  $10.00 


26 
-32 

-5 
-11 
-0.2 


189.24 
42.62 
74.78 
67.35 
66.80 


12/31/84 
6/30/85 
1/4/82 
1/3/83 
4/1/82 


1 1 .00 
11.44 

13.73 
19.75 
9.15 


Capital  Shares 

Income  &  Capital  Shares  lOVi  11.41  -8  11.05  3/31/82  NA 

Gemini  Fund  347/8  38.89  -10  68.05  12/31/84  NA 

Hemisphere  Fund  3V*  2.34  39  11.38  6/30/85  NA 

I  verage  Fund  of  Boston  ISVz  26.79  -5  54.37  1/4/82  NA 

Putnam  Duofund  12  14.26  -16  37.07  1/3/83  NA 

Scudder  Duo-Vest  12!/g  13.50  -10  26.03  4/1/82  NA 


'Performance  calculated  on  net  asset  value  to  Sept.  30.    NA:  Not  applicable. 

Source:  Upper  Analytical  Distributors 


Leverage  Fund  of  Boston  (see  table) — 
are  slated  to  expire,  as  originally 
scheduled,  early  in  1982.  Three  others 
are  scheduled  to  expire  over  the  suc- 
ceeding four  years.  And,  in  a  way,  the 
expiration  date  will  finally  bring  a 
happy  ending — the  instant  at  which 
the  ugly  ducklings  turn  into  swans. 

Most  of  the  funds  seem  likely  to 
make  this  transformation  by  choosing 
to  open-end  themselves  or  merge  with 
an  existing  open-end  rather  than  opt- 
ing for  outright  liquidation.  Whichev- 
er route  they  choose,  though,  the  dis- 
count will  get  wiped  out.  That  profit- 
able prospect  is  the  big  reason  closed- 
end  specialists  like  Thomas  J.  Herz- 
feld,  head  of  the  Miami-based  broker- 
age firm  that  bears  his  name,  have 
been  nibbling  at  items  like  Scudder 
Duo-Vest.  Scudder,  over  the  last  two 
years,  has  been  selling  at  discounts  as 
deep  as  19.4%  below  net  asset  value. 
Traders  who  have  been  buying  its  cap- 
ital stock  at  the  current  price  of  around 
12'/s  a  share  stand  to  get  back  $13.50  a 
share  when  Scudder  Duo  either  self- 
destructs  or  metamorphoses  next 
April.  The  prognosis,  of  course,  is  that 
the  discounts  will  progressively  nar- 
row as  the  funds  draw  closer  to  their 
respective  redemption  dates. 

That  tends  to  put  a  floor  under  the 
stocks,  but  it  is  no  guarantee  that 
asset  values  won't  be  scrambled  by 
yet  another  downward  turn  of  the 
market.  Tom  Herzfeld  is  not  the  only 
sophisticated  player  willing  to  run 
that  risk.  Greyhound  Corp.  owns 
407,300  of  Scudder  Duo's  5.4  million 
income  shares  and  Saul  Steinberg's 
Reliance  Financial  Services  Corp. 
owns  127,500  of  Hemisphere's  in- 
come shares.  There  has  also  been 
enough  demand  for  Hemisphere's 
capital  shares  to  push  them  to  a  pre- 
mium. A  low  price  may  explain  some 
of  the  momentum.  Hemisphere's  cap- 
ital shares  have  moved  from  2V»  to 
about  3%  in  the  last  couple  of  months, 
a  vector  that  suggests  to  investment 
company  analyst  Michael  Lipper  "that 
there  really  is  some  interest  in  these 
things  at  the  moment." 

The  interest  from  corporate  inves- 
tors such  as  Reliance  and  Greyhound 
seems  to  be  twofold:  a  deeply  dis- 
counted stream  of  income  that  quali- 
fies for  the  85%  dividends-received 
tax  exemption  and  also  offers — with 
no  downside  risk — the  sort  of  income 
growth  that  can't  be  found  in  a  pre- 
ferred stock  or  bonds.  Corporations 
(and  widows),  says  Albert  Toney, 
president  of  Leverage  Fund  of  Boston, 
are  in  fact  among  the  major  holders  of 
dual  fund  income  shares. 

Other  more  speculative  investors 
like  ].  Randolph  Updyke,  who  runs 
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Because  you  expect  the  best,  you'll  need  a 
sound,  individualized  financial  plan  to  maximize  your  present 
personal  worth  while  providing  for  future  financial  needs. 

That  kind  of  professional  attention  demands  people  who 
understand  all  your  individual  needs  and  goals. 

At  National  Life  of  Vermont,  solving  difficult  problems  just 
like  yours  is  what  we've  done  best  for  over  130  years. 

Quality  by  Design. 

National  Life 

of  Vermont 

National  Life  Insurance  Company  Home  Office:  Montpelier,  Vermont  05602 
LIFE  INSURANCE,  BUSINESS  INSURANCE,  DISABILITY  INSURANCE,  PENSION  AND  PROFIT-SHARING  PLANS. 

THROUGH  OUR  AFFILIATE,  EQUITY  SERVICES,  INC.  -  MUTUAL  FUNDS,  VARIABLE  ANNUITIES. 


!  5  million  of  pri  vate  money  in  Phila- 
elphia,  have  seized  on  Hemisphere 
as  a  cheap  way  of  getting  a  highly 
leveraged  play  on  the  market  as  a 
whole.  The  leverage  comes  from  the 
relationship  between  the  capital  and 
the  income  shares.  At  Hemisphere, 
says  Updyke  with  a  delighted  chuck- 
le, the  ratio  is  now  a  little  more  than 
3-to-l.  That  means  Hemisphere's  cap- 
ital assets  will  rise  (or  fall)  3  times 
faster  than  the  fund's  total  assets.  "If 
the  market  does  only  modestly  well," 
says  Updyke,  "you  can  do  very  well." 
He  sees  it  as  a  frugal  way  of  getting  "a 
nice  leveraged  play  on  the  market,  as 
opposed  to  going  out  and  borrowing 
money  on  a  margin  account  and  hav- 
ing to  pay  interest  on  it,  and  secondly 
also  being  subject  to  the  margin  ac- 
count being  called." 


Updyke,  in  fact,  is  so  enthusiastic 
about  Hemisphere  that  he  says  he  at 
one  point  made  an  offer  to  buy  out  the 
management  of  the  fund.  He  was  given 
the  brush  by  Neuberger  &  Berman, 
which  had  itself  come  in  as  a  new 
broom  several  months  before  when 
Hemisphere's  capital  assets  had  all  but 
evaporated.  The  brokerage  firm  has 
begun  to  turn  the  fund's  performance 
around,  and  the  analysts  at  Value  Line 
think  that  Hemisphere — and  the  con- 
sistently well-performing  Gemini 
Fund — offers  the  prospect  of  "superior 
capital  gains  potential"  before  its 
scheduled  self-destruct  in  June  1985. 

Over  the  last  five  years,  in  fact, 
Gemini  has  been  at  the  top  of  the  dual 
fund  performance  heap  on  both  the 
capital  and  income  sides — a  tribute  to 
the  Street  smarts  of  Wellington  mon- 


ey man  |ohn  Neff.  His  results  seem  to 
validate  the  concept  that  good  man- 
agement really  can  confound  the  crit- 
ics by  achieving  seemingly  irreconci- 
lable investment  goals — but  only  if 
you  are  looking  at  the  limited  envi- 
ronment of  dual  funds. 

If  you  were  searching  for  capital 
gains  five  years  ago,  you  would  have 
done  better  in  even  the  average  open- 
end  equity  fund,  and  a  lot  better  in 
such  top-of-the-line  outfits  as  Twenti- 
eth Century  Growth  and  American 
General  Pace.  The  dual  purpose  funds 
did  better  for  their  stockholders  on 
the  income  side,  but  even  there  high- 
er yielding  alternatives  were  easy 
enough  to  find,  at  least  in  retrospect. 

Moral:  There's  a  swan  behind  every 
ugly  duckling,  but  only  if  you  buy  at  a 
deep  discount.  ■ 


How  can  you  get  high  yields  and  apprecia- 
tion potential  without  going  into  long- 
term  bonds?  Try  the  stock  market,  where 
some  dividends  look  mouth-watering. 

Interesting 
returns 


By  Paul  Bornstein 


Y1  ou  don't  have  to  buy  bonds 
to  lock  in  high  yields.  Here  is  a 
list  of  13  Big  Board  stocks — ex- 
cluding interest-sensitive  issues  such 
as  banks  and  utilities — that  offer  divi- 
dend income  amounting  to  9%  or 
more  and  a  high  degree  of  safety.  Each 
of  the  companies  has  revenues  of 
$400  million  or  more,  and  current 
payouts  are  amply  covered  by  earn- 
ings. In  addition,  most  of  these  stocks 
are  trading  at  the  low  end  of  their  52- 
week  price  range  and  have  price/earn- 
ings ratios  of  9  or  less. 

Ignore   the   yield,   however,  and 
many  Wall  Street  analysts  like  some 
of  these  companies  based  simply  on 
he  potential  for  capital  appreciation. 
.  F.  Hutton's  Blake  Gall,  for  example, 
expects  that  low  volatility  stocks 
with  iat  dividends  and  large  capital- 
ization will  be  among  the  best  per- 
formers over  the  next  few  months. 
Paine  Webber's  Thomas  Mack  is 
srticularly  partial  to  Lucky  Stores 


and  Woolworth.  He  expects  they  will 
have  a  total  return  of  around  30%, 
higher  than  the  20%  he  sees  for  the 
market  averages,  with  Woolworth  be- 
ing a  turnaround  situation  and  Lucky 
Stores  a  growth  opportunity  in  spe- 
cialty retailing. 

The  three  energy  giants  may  be  par- 


Statistical  Spotlight 


ticularly  attractive.  Occidental  Petro- 
leum could  offer  even  more  potential. 
"It's  a  Harry  Truman  stock,"  says 
Hutton's  Bill  Craig.  "If  you  can't 
stand  the  heat,  don't  go  into  the 
kitchen."  Even  though  Craig  con- 
cedes that  Occidental  has  been  hurt 
by  the  miners'  strike,  high  Libyan  oil 
prices,  high  taxes  on  its  North  Sea  oil 
and  depressed  chemical  operations,  it 
makes  his  buy  list  thanks  to  aggres- 
sive oil  drilling  and  large  coal  reserves. 

Finally,  like  all  equities  these  stocks 
offer  one  potential  benefit  that  no 
bond  can  match.  Most  of  the  compa- 
nies have  a  policy  of  regularly  raising 
their  payouts.  Lucky  Stores  and  Texa- 
co, for  example,  both  recently  boosted 
their  dividends.  Others  might  follow 
their  lead. 

Check  this  list  closely — and  consid- 
er the  potential  for  double-barreled 
capital  gains  before  you  stock  up  on 
too  many  long-term  bonds. 


Better  than  bonds? 


These  13  companies  offer  secure  yields  of  9%  or  better. 


Latest 

Book 

Recent 

P/E 

value  " 

Price  range 

Current 

Company 

price 

ratio 

per  share 

52  weeks 

dividend 

Yield 

Chicago  Pneumatic  Tool 

18'/2 

8.7 

$32.34 

24%-17'/8 

$2.00 

10.8% 

Equifax 

23 

4.9 

15.32 

26% -19% 

2.40 

10.4 

Occidental  Petroleum 

24V4 

3.6 

24.28 

39'/s-21% 

2.50 

10.3 

Safeway  Stores 

25  Vs 

6.0 

40.63 

37%-24'/2 

2.60 

10.3 

FW  Woolworth 

18 

3.8 

45.29 

275/8-17% 

1.80 

10.0 

Exxon 

305/s 

4.5 

29.41 

44%-291/2 

3.00 

9.8 

International  Tel  &  Tel 

26'/2 

6.8 

37.71 

3  5  5/s -25  '/s 

2.60 

9.8 

Fieldcrest  Mills 

20% 

5.5 

42.97 

36l/4-195/8 

2.00 

9.6 

National  Dist  &  Chem 

23 

6.1 

27.74 

3278-22 

2.20 

9.6 

Reynolds  Metals 

25% 

3.5 

68.16 

39% -24% 

2.40 

9.5 

Texaco 

31% 

3.7 

46.64 

54%-31% 

3.00 

9.4 

Lucky  Stores 

12% 

7.1 

8.64 

17% -12% 

1.16 

9.1 

Avon  Products 

33  lA 

8.5 

15.31 

42»/8-31% 

3.00 

9.0 
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Downtown  Dallas 
to  the  heart  of  Houston 

75  minutes. 


SIKORSKY  S-76 

BECAUSE  TIME  IS  MONEY 


■ 

SIKORSKY 
AIRCRAFT 


'We're  not  here  at  Glacier  National  Park 
just  to  enjoy  the  scenery."  John  w  Teets 

Chief  Executive  Officer 
The  Greyhound  Corporation 


he 

e 


Glacier  National  Park  is  a  million  acres  of  the  last, 
unspoiled  wilderness  in  America.  A  land  of  awesome 
oeaks  and  thundering  waterfalls,  of  emerald  glacier  lakes 
and  grizzly  bears.  Man  does  not  dominate  here.  He  is 
only  a  pilgrim  in  this  ancient  place  that  has  endured  for 
eons,  witness  to  the  cataclysmic  upheaval  of  mountain 
ranges  and  the  silent  footfall  of  the  Indian. 

Greyhound  is  likewise  a  venerator  of  this  place.  We 
operate  all  of  the  park  s  food  and  lodging  facilities  with  a 
pride  that  bespeaks  the  specialness  of  this  ancient  land 


We  do  it  by  being  here  in  person.  By  watching, 
checking,  probing,  caring.  It's  called  commitment. 
Commitment  to  quality  and  service.  When  the  chairma 
the  board  and  the  chief  executive  officer  can  take  time 
visit  Greyhound's  operations  in  person,  then  it's  no  sur 
to  find  our  top  management  on  the  front  line  everywhei 
throughout  the  organization  ...in  our  restaurant  kitcher 
our  bus  terminals,  in  our  food  plants  and  our  soap  facti 

Being  there.  It  makes  all  the  difference  in  our  peop 
our  products,  our  commitment  to  excellence. 


e're  here  to  make  certain  that 

te  view  of  Greyhound  lives  up  to  the 

ew  of  Glacier!"  Gerald  H.  Trautman 

Chairman,  The  Greyhound  Corporation 


V 

- 


I'he  Greyhound  Corporation  is  a  diverse  group  of 
iianies  with  one  purpose,  to  provide  the  best  in 
jets  and  services.  Our  people  know  this  requires 
thing  more  than  just  putting  in  their  time ...  it  requires 
and  self-esteem,  the  conviction  that  no  one  else  can 
U  job  quite  the  same  or  quite  as  well.  Our  people  give 
jDest  every  single  day.  They  are  what  makes  us  The 
pound  Corporation,  a  company  for  the  80's. 


The  Greyhound  Corporation 


A  company  for  the  Eighties. 


Faces 

BehindThe  Figures 


Edited  by  Barbara  Ettorre 


McMincemeat 

"I  wake  up  in  the  morning,  and  I'm 
still  working  on  the  McDonald's  ac- 
count. That's  the  way  it  should  be, 
has  been  for  nearly  12  years  and  will 
be  until  Jan.  12."  The  person  speaking 
is  Keith  Reinhard,  president  of  Need- 
ham,  Harper  &  Steers'  Chicago  office 
and  the  man  outmaneuvered  by  rival 
Leo  Burnett  Co.'s  recent  capture  of 
the  $75  million  (1982  billings) 
McDonald's  account. 

"You  get  blindsided  in  this  busi- 
ness every  day,"  Reinhard  says,  re- 
markably sanguine  about  the  loss  of 
an  account  generating  a  whopping 
25%  of  Needham/Chicago's  business, 
and  supporting  90  account  staffers 
who  have  turned  out  150  television 
commercials  this  year  alone.  This 
business  "is  not  for  people  who 
thrive  on  predictability,  certainty, 
stability,  security,"  says  the  46-year- 
old  Reinhard,  who,  as  Needham's  cre- 
ative director,  helped  win  the  then- 
$7  million  McDonald's  account  in 
1970.  McDonald's  kept  saying  that  it 
wanted  fresh  faces,  he  explains.  And 
Burnett  Chairman  Jack  Kopp  was 
right  on  the  spot,  guaranteeing  an 


Needham  s  President  Keith  Reinhard 
Even  outsiders  got  the  chills. 


entire  agency  of  new  faces. 

Did  Needham/Chicago  miss  the 
usual  signals  that  the  agency-client 
marriage  was  on  the  rocks?  Simple 
signals,  like  the  client  not  phoning  so 
often  or  stalling  on  project  approvals? 
When  pressed,  Reinhard  concedes  he 
knew  McDonald's  wasn't  100% 
pleased  with  Needham:  "At  our  regu- 
lar performance  review  18  months 
ago,  they  asked  us  to  work  on  some 
specific  areas  of  marketing,  to  take 
more  initiative.  But  we  were  given  to 
believe  that  we'd  solved  the  problems 
to  McDonald's  satisfaction." 

Still,  he  isn't  bitter:  "McDonald's 
has  always  done  everything  right," 
says  Reinhard,  a  warm,  engaging  man 
who  typifies  the  so-called  emotional 
touch  advertising  Needham  invented 
for  McDonald's.  "Up  to  its  most 
recent  decsion,  that  is."  Meanwhile, 
Burnett's  Kopp  left  on  a  Florida  vaca- 
tion as  soon  as  McDonald's  had 
signed.  And  the  Chicago  ad  commu- 
nity shudders.  "It  could  happen  to 
anyone,  anytime,"  says  one  execu- 
tive. "I'm  getting  chills  just  talking 
about  this." — Lisa  Gross 

Heigh-ho,  silver!  Away! 

Roy  Markon  of  the  General  Services 
Administration  is  auctioning  off  the 
world's  largest  known  hoard  of  silver. 
But  it  seems  nobody  is  entirely  happy 
with  the  situation.  Silver  producers 
are  upset  because  the  government  is 
having  a  sale  at  all.  Potential  silver 
buyers  wish  their  low  bids  would  be 
accepted.  And  Congress  is  wondering 
whether  minting  and  selling  silver 
coins  might  not  be  a  better  and  more 
profitable  idea. 

In  the  middle  is  Markon,  a  56-year- 
old  lawyer  and  career  bureaucrat  who 
is  Uncle  Sam's  man  in  the  pit:  He  can 
sell  up  to  1.25  million  ounces  of  silver 
a  week  at  auction.  At  that  rate,  he 
could  sell  46  million  ounces,  or  about 
one-third  the  annual  U.S.  industrial 
consumption,  by  next  October. 

The  silver  at  auction  comes  from  a 
139.5-million-ounce  cache  belonging 
to  the  strategic  stockpile,  a  group  of 
materials  the  government  stores  in 
case  of  war.  For  years  silver  producers 
and  silver  users  have  argued  over 
whether  the  silver  should  be  sold,  but 
this  year  the  pro-sale  forces  won  by 
tying  the  acquisition  of  new  materi- 
als to  the  metal's  disposal.  So  the 
more  money  Markon  can  get  for  the 
silver,  the  more  he  can  spend  on 
stockpile  necessities  like  cobalt 
(there  is  no  domestic  supply),  castor 
oil  (a  good  industrial  lubricant)  and 
opium  (used  as  a  painkiller  in  a  nucle- 
ar war). 


■ 


GSA  Commissioner  Roy  Markon 
Where's  the  silver  lining? 

Markon  is  under  congressional  or- 
ders "not  to  disrupt  the  market."  At 
the  first  three  auctions,  he  sold  at 
close  to  the  spot  price  but  awarded 
only  one-fourth  of  the  total  silver 
available  to  be  sold.  Potential  buyers 
must  bid  for  at  least  8,000  ounces,  a 
policy  that  lets  out  small,  private  sil- 
ver collectors  and  has  them  grum- 
bling, too.  "Everybody's  yelling,  'Go 
faster!'  or  'Stop!'  "  says  Markon,  rath- 
er calm  about  the  whole  thing.  "As 
long  as  all  sides  are  complaining,  I 
must  be  doing  something  right." 

But  Markon  the  auctioneer  may 
soon  be  out  of  a  job.  Congress,  dis- 
turbed that  silver  fell  more  than  $2  an 
ounce  after  the  sales  were  announced, 
is  looking  into  other  options.  By 
Christmas,  in  fact,  the  auctions  may 
be  halted  altogether. — Laura  Saunders 

The  Pittsburgh  reelers 

A  film's  chance  of  success  has  little  to 
do  with  its  production  cost,  says  di- 
rector George  A.  Romero.  He  should 
know.  His  Night  of  the  Living  Dead, 
made  in  1968  for  $114,000,  has  be- 
come a  horror  film  cult  classic  gross- 
ing about  $40  million  to  date.  It  re- 
sides in  the  permanent  collection  of 
the  Museum  of  Modern  Art.  "Film  is 
an  expensive  medium,"  he  says.  "But 
that  money  needs  to  be  managed,  and 
the  production  needs  to  be  managed." 
Two  years  ago  Romero  and  a  longtime 
business  partner,  Richard  P.  Rubin- 
stein, formed  Laurel  Entertainment  to 
package  and  sell  films,  financing  it 
with  about  $150,000  in  seed  money 
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mm  director  George  Romero  ( left)  and  actor  Hal  Holbrook  on  the  set 
Hot  just  a  hired  gun. 


ind  $2  million  raised  when  they  took 
^aurel  public  in  June  1980  at  $3.25  a 
ihare.  The  stock  now  sells  o-t-c  for  $4 
[i  share. 

,  Romero's  early  financial  success  as 
lin  independent  director — he  made  a 
sequel,  Dawn  of  the  Dead,  for  less  than 
B1.5  million  in  1979  that  has  grossed 
more  than  $55  million  to  date — didn't 
hecessarily  translate  into  control  over 
[lis  projects.  "I  was  stubbornly  cling- 
ing to  what  I  defined  as  independence 
!n  this  business,  but  I  didn't  really 
lave  an  understanding  of  the  indus- 
ry,"  says  Romero.  "In  some  situa- 
tions, directors  are  hired  guns  work- 
ng  for  someone  else's  corporation  or 
or  a  producer  who  literally  just  hired 
i  director  the  way  one  might  hire  a 
|  echnician."  So,  to  keep  more  control, 
laurel  takes  care  of  the  whole  deal:  It 
|.upplies  a  director  (usually  Romero),  a 
jcreenplay,  the  actors  and  all  the  oth- 
Ir  elements  and  peddles  the  package 
o  the  industry  for  financing.  The  idea 
is  no  different  from  those  of  other 
inajor  independent  operations,  but 
Romero  says  that  Laurel,  whose  pro- 
duction facilities  are  in  Pittsburgh,  is 
i:mong  the  few  regional  independents 
vorking  today.  But  the  business  is 
ough.  Laurel's  Knightriders  opened 
ast  spring  for  four  weeks  in  a  few 
inarkets  before  being  pulled.  Now  Ro- 
mero is  directing  Creepshow ,  an  $8 
pillion  collection  of  horror  vignettes 
vntten  by  Stephen  King,  who  wrote 
rarrie.  After  that  Romero  may  start 
Droduction  on  the  third — and,  he 
naintains,  last — Dead  film.  The  title? 
vay  of  the  Dead. — Janet  Bamford 


Computer  logic 

When  IBM  began  marketing  its  mi- 
crocomputer recently,  the  word  pro- 
cessing software  came  from  tiny  ($1.3 
million  sales)  IUS,  Inc.  The  relation- 
ship between  the  two  companies  is  a 
good '  example  of  the  ability  of  the 
small  producer  to  plug  into  the  big 
computer  system  (see  cover  story,  p. 
123).  But  IUS  President  William  Baker 
IE  had  to  weigh  the  risks.  On  one 
side,  IBM  will  provide  IUS  with  a  phe- 
nomenal market  and  sales  potential 


that  the  four-year-old  private  com- 
pany couldn't  develop  alone.  On  the 
other  side,  there  is  the  risk  of  having  a 
contract  disappear  when  you  have 
come  to  depend  on  it.  But  IBM-watch- 
ers point  out  that  IUS  has  a  good  thing 
going:  IBM  is  jumping  into  the  mini- 
computer business  a  good  three  years 
after  competitors,  and  it  can't  afford 
to  be  all  things  to  all  customers. 
Hence,  a  place  for  tiny  IUS. 

Baker,  only  26,  founded  IUS  with 
money  he  saved  from  his  job  at  an 
Indiana  bank.  The  Berkeley,  Calif, 
company  has  already  captured  about 
10%  of  the  Apple  computer's  word 
processing  software  market  with  a 
similar  version  of  the  program,  called 
"Easy  Writer."  These  days,  Baker 
hardly  designs  software.  He  works  on 
finances  and  promotion.  IUS  will 
need  more  capital  than  its  reinvested 
30%  margin  can  provide,  so  Baker  is 
negotiating  for  a  line  of  credit.  He  also 
says  he  expects  IUS  to  go  public  even- 
tually. But  profit  isn't  all  to  Baker.  He 
claims  a  calling  "to  advance  human- 
ity" through  computers.  "If  leisure 
time  is  what  you  want,  then  we're 
extending  humanity  because  we  let 
people  work  not  longer  hours  but 
smarter  hours,"  he  says.  "Everybody 
asks  me,  'How  did  you  do  all  this  by 
26?'  "—Robert  McGough 

Let  'em  haul  wine 

What's  a  tanker  tycoon  to  do  when 
the  world  oil  glut  still  hangs  over  the 
shipping  industry?  For  Norway's  Hans 
Peter  Westfal-Larsen,  head  of  Ber- 


IUS  President  William  Baker  III 
26  .  .  .  and  counting. 


Shipowner  Hans  Peter  Westfal-Larsen 
Anything  but  oil  tankers. 
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Lockheed  knows  how. 


The  aircraft  you  see  above  — the  SR-71  and  the  L-101 1 
TriStar  —  are  worlds  apart  in  performance,  yet  each  represents 
a  significant  aerodynamic  advance. 

The  SR-71  flies  for  the  Strategic  Air  Command  — higher, 
faster  than  any 
other  aircraft.  Look 
at  the  chines  on  the 
front  of  the  SR-71  at 
the  right.  Without 
them,  most  of  the 
"lift"  would  be  in 

therear-andthe  chi(/ 
aircraft  would  dive  MSH 
as  it  flew.  With  the  chines,  lift  also  is  spread  across  the 
fuselage,  helping  the  SR-71  to  cruise  over  2000  mph.  The 
SR-71  was  the  first  operational  aircraft  to  use  chines.  Now 
you  find  them  on  advanced  fighters. 

The  Aerodynamic  Fuel  Saver. 

A  unique  aerodynamic  advance  on  the  L-101 1  TriStar  is  help- 
ing airlines  save  fuel.  Note  those  long  wings.  They've  been 


DUli 


lengthened  nine  feet  since  the  L-101 1  first  flew. 

An  exclusive  system  of  computer-driven  Active  Coi 
Ailerons  made  this  possible  without  costly,  time-consi 
redesign.  Automatically,  they  work  in  flight  to  reduce 
structural  loads,  decrease  drag,  produce  a  smoother 
ride— and  save  enormous  amounts  of  fuel  over  the  lif« 
each  L-101 1. 

In  the  future,  other  jetliners  will  have  Active  Contrd 
after  they  first  appeared  on  the  L-1011. 

The  Aerodynamic  Range  Stretcher. 

The  Navy  told  Lockheed  that  its  newest  fleet  ballistic 
Trident,  must  have  twice  the  range  of  the  earlier  Posei< 
But  Trident's  overall  physical  dimensions  could  not  be| 
larger  than  Poseidon's. 

This  meant  Lockheed  had  to 
give  Trident  a  blunt  nose. 
(Poseidon  had  employed  a  sharp, 
aerodynamically  efficient  nose.) 
This  also  meant  more  aero- 
dynamic drag— and  drag  works 
against  range. 

The  solution:  fool  Mother 
Nature.  Lockheed  engineers 
developed  an  ingenious  tele- 
scoping spike  that  extends  more 
than  four  feet  and  locks  into 
place  at  a  precise  moment  after 
Trident  is  launched. 

Instead  of  flying  through  the 
atmosphere  with  the  blunt  nose 
slamming  into  air,  a  small  disc 


3nt  of  the  aerospike  diverts  airflow  and  creates  the 
iamic  illusion  that  Trident  is  bullet-shaped.  This 
ong  with  other  advances,  enabled  Lockheed  to  meet 
y's  requirement  of  doubled  range. 

Urlifter  Afterbody  Champion. 

s  are  a  special  breed.  To  airdrop  large  equipment, 
?d  wide  rear  doors  that  create  a  flat,  two-dimensional 
To  provide  fast,  easy  loading,  their  cargo  decks  must 

m 


iug  the  ground    and  this  means  airlifters  need  a 
pswept  fuselage  afterbody  to  let  the  tail  clear  the 
)n  takeoff,  particularly  short  field  takeoff.  Both  the 
surface  and  upswept  afterbody  create  aerodynamic 
t  you  do  not  encounter  in  passenger  jetliners, 
(aused  the  first  great  airlifter,  Lockheed's  C-130 
s,  to  have  10%  of  its  overall  drag  in  the  afterbody, 
linking  of  structural,  mechanical  and  aerodynamic 
nabled  Lockheed  to  reduce  afterbody  drag  on  the 
kreat  airlifter,  the  C-141  StarLifter,  to  3%.  In  the  third 
[lifter,  the  huge  C-5  Galaxy,  Lockheed  engineers 
\  afterbody  drag  down  to  an  incredible  1%. 


The  Aerodynamic  Lift/Drag  Champion. 

In  aerodynamics,  lift  is  good,  drag  is  bad.  The  more  lift  and 
the  less  drag,  the  more  efficient  the  aircraft.  And  that's  where 
the  U-2  reconnaissance  aircraft  stands  out.  Those  long, 
slender  wings  give  it  the  highest  lift-to-drag  ratio  of  any 
operational  powered  aircraft  in  the  world.  But  there's  even 
more  to  the  U-2's  stellar  record.  The  wings  are  so  successful, 
in  part,  because  they  are  extremely  light  in  weight.  Manu- 
facturing those  feathery  wings  was  as  great  a  triumph  as 
designing  them. 


The  U-2  story  is  far  from  over.  An  advanced  version,  the 
TR-1  recently  entered  production  at  Lockheed. 

What's  next?  Lockheed's  past  and  present  record  says  new 
advances  are  coming,  in  many  forms  of  flight. 


^^Lockheed 


gen's  Westfal-Larsen  &  Co.,  the  an- 
swer is  to  replace  that  empty  tanker 
capacity  with  vessels  able  to  carry 
some  unusual  commodities. 

Since  the  oil  tanker  market  col- 
lapsed in  1974,  Westfal-Larsen  has 
built  several  hundred  thousand  tons  of 
sophisticated  chemical  tankers, 
whose  stainless  steel  tanks  will  ac- 
commodate any  liquid  from  wine  and 
molasses  to  phosphoric  and  sulfuric 
acid.  Westfal-Larsen  is  a  medium-size 
company  that  ranks  below  Norway's 
top  ten  in  deadweight  tons,  so  it 
hasn't  been  easy — each  30,000-ton 
tanker  costs  $40  million. 

These  expensive  vessels,  plying  the 
world's  seaways  at  the  behest  of  the 
great  chemical  companies  (Dow  is 
Westfal-Larsen's  biggest  customer), 
epitomize  the  evolution  of  shipping 
into  a  high-technology,  capital-inten- 
sive business.  Norway's  edge  in  this 
new  world  is  that  over  85%  of  its  fleet 
is  under  ten  years  old,  vs.  some  60%  of 
the  world  fleet.  And  these  days,  ves- 
sels built  before  the  mid-1970s  are 
obsolete  because  their  fuel  costs  can 
exceed  half  of  total  operating  expense. 
Says  Westfal-Larsen:  "We  have  found 
our  niche." — Dero  A.  Saunders 


Extra,  extra! 
See  all  about  it! 

Alvah  H.  Chapman  Jr.,  president  of 
Knight-Ridder,  isn't  worried  that 
news  delivered  through  home  televi- 
sion sets  will  put  newspaper  publish- 
ers out  of  business.  In  fact,  Knight- 
Ridder  has  invested  $2  million  in 
Viewtron,  its  version  of  the  electronic 
newspaper,  and  it  plans  to  spend 


Knight- Ridder's  Alvah  H.  Chapman  Jr. 
n.ews  when  you  want  it. 


Paces 

BehindThe  Figures 


much  more.  As  Chapman  sees  it,  the 
transmission  method  isn't  that  im- 
portant, but  the  information  is.  "Now 
we  transmit  information  to  the  reader 
using  newsprint,  gasoline,  trucks,  bi- 
cycles, delivery  wagons  or  whatever," 
he  says. 

Viewtron  became  more  important 
to  the  $1.1  billion  (sales)  company 
(which  publishes  the  Miami  Herald, 
Detroit  Free  Press  and  Philadelphia  In- 
quirer, among  others)  after  its  joint 
venture  with  Dow  Jones  to  acquire 
UA-Columbia  Cablevision  fell 
through  in  June.  Company  officials 
are  looking  to  make  a  similar  cable 
acquisition. 

Viewtron  is  a  two-way  cable  system 
where  subscribers  press  buttons  for 
information  or  type  requests  onto  a 
television-connected  keyboard.  Dur- 
ing a  pilot  project  in  204  homes  in 
Coral  Gables,  Fla.,  viewers  learned 
about  current  supermarket  specials, 
airline  schedules  and  stock  prices. 
Knight-Ridder  provided  the  informa- 
tion and  AT&T  supplied  the  hard- 
ware. News,  the  company  found,  was 
the  most  popular  feature.  This  does 
not  surprise  Chapman.  "Newspapers 
have  one  significant  failing:  They  are 
printed  only  when  the  publishers 
want  to  print  them,"  he  says.  With 
electronic  newspapers,  "you  get  the 
news  when  you  want."  AT&T  esti- 
mates that  the  electronic  newspaper 
market  has  a  $5  billion  to  $10  billion 
potential.  Chapman  agrees. 

Financing  Viewtron  out  of  cash 
flow,  Knight-Ridder  plans  to  sell  the 
concept  to  5,000  homes  in  southern 
Florida  in  1983.  If  the  as-yet  unpriced 
service  is  successful,  the  company 
plans  to  expand  nationwide,  taking  in 
partners  to  provide  both  information 
and  financing.  Knight-Ridder  has  just 
signed  a  preliminary  agreement  with 
the  Boston  Globe  to  bring  Viewtron  to 
Boston. — Paul  B.  Brown 


Sweet  charity 

The  Internal  Revenue  Service  isn't 
too  happy  about  a  new,  five-year 
experimental  provision  in  the  U.S. 
Tax  Code  allowing  users  of  the  1040 
short  form  to  take  an  extra  item- 
ized deduction  for  charity-giving. 
But  David  Roderick,  chairman  of 
U.S.   Steel  Corp.,   thinks  that  the 


• 


U.S.  Steel  Chairman  David  Roderick 
Tunneling  under,  charitably. 


more  taxpayers  know  about  the  pro- 
vision, the  better. 

He  says  the  IRS  is  "fundamentally  i 
opposed"  to  the  deduction,  which  can  I 
be  taken  for  the  first  time  for  the  1982  [ 
tax  year.  "I  don't  think  they  will  gc  ' 
out  of  their  way  to  advertise  it,"  he  i 
says.  "We  have  to  make  sure  people  I 
are  aware  of  it."  Heavily  involved  h 
himself  in  charities  as  United  Way  of  I 
America  governor,  board  member  of  t 
the  Pittsburgh  Symphony  and  section  l 
head  of  the  Metropolitan  Opera's  I 
$100  million  fund  drive,  Roderick  ! 
plans  to  tell  U.S.  Steel's  165,000  em-  » 
ployees  about  the  tax  provision  in  I 
company  house  organs,  posters  and 
speeches  to  employees.  Roderick  says  [' 
his  company  expects  to  contribute  $8 
million  to  charity  next  year  and  is 
considering  a  program  permitting  em- 
ployees to  give  deductible  gifts  to 
charitable  organizations  on  a  com- 
pany-approved list,  with  U.S.  Steel 
matching  the  contributions. 

The  new  tax  code  provision  allows  J 
short-form  users  a  25%  deduction  on 
up  to  $100  in  contributions  in  1982 
and  1983,  25%  on  up  to  $300  in  1984, 
50%  on  any  contribution  in  1985  and 
100%  in  1986.  The  Treasury  esti- 
mates the  new  deduction  will  cost  it 
$3  billion  over  five  years.  That's  on 
top  of  the  standard  deduction.  Justifi- 
able, Roderick  says.  With  federal  sup- 
port of  the  arts  cut,  more  money  must 
come  from  private  donations. 

He  adds  that  small  businesses  must 
also  be  encouraged  to  give  more  to 
charity.  "Major  corporations  have 
done  a  reasonably  conscientious  job," 
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ling  Trust  Executive  Vice 
wsident  Jim  Kuharski.  He 
a  his  Muff  know  all  the 
\ys  to  help  medium-size 
uptimes  raise  growth  capital. 


Report  from  Number  One  Wall  Street 


Irving  Trust  is  the  only  bank  a 
medium-size  company  needs  for  growth. 

"We're  committed  to  financing  the  future  for  companies  on  the  move." 
Speaking:  James  P.  Kuharski,  Executive  Vice  President  and  head  of 
Irving  Trusts  Financial  Services  Group. 

"We  work  closely  with  our  Domestic  and  International  corporate  banking 
specialists  to  offer  innovative  financial  alternatives. 

"Our  leasing  specialists  can  help  you  acquire  fixed  assets  without  draining 
working  capital.  And  they're  experts  in  tax  leases. 

"Irving  Trust  manages  the  second  largest,  bank-owned  domestic  factoring 
operation  in  the  nation.  Our  specialists  can  brief  you  on  new  factoring 
techniques  such  as  on-line  credit  checking  and  off-premise  factoring,  as 
well  as  traditional  factoring  services. 

"Our  Commercial  Finance  specialists  go  beyond  merely  financing  accounts 
receivable  and  inventory.  We  blend  new  and  traditional  methods  to 
structure  complete  finance  packages  to  meet  our  client's  total  requirements. 


"We  can  also  provide  longer-term  capital.  If  you  have  sound  growth  pros- 
pects, but  do  not  yet  qualify  for  traditional  sources  of  long-term  debt  or 
equity,  ask  about  this. 

"Financial  Services  Units  are  located  at  Irving  Business  Centers  in  major 
markets  across  the  U.S.  Write  to  me  for  more  information  at  Irving  Trust 
Company.  One  Wall  Street,  New  York,  N  Y  10015." 


mhi-r  KDIC 


Irving  Trust 

Unique.  Worldwide. 
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he  says.  "But  70%  of  all  corporations 
report  no  giving  on  their  corporate 
iiH  ome  taxes." — Allan  Dodds  Frank 

A  long  coal  winter 

Since  1975,  when  Montana  increased 
its  severance  tax  on  coal  to  30%  of  the 
market  value,  an  OPEC-like  situation 
has  sprung  up  in  our  own  backyard. 
And  Montana  Democratic  State  Sena- 
tor Thomas  Towe  is  in  the  thick  of  it. 
Towe,  who  has  led  the  fight  to  keep 
the  tax  at  its  current  high  rate,  calls 
the  conflict  "energy  crisis  colonial- 
ism." The  battle  is  being  waged  be- 
tween energy-rich  Montana  (which 
supplies  27%  of  the  nation's  coal)  and 
ihe  coal  companies  that  mine  coal 
and  pay  the  tax.  Even  more  strongly 
opposed  to  the  tax  are  the  midwestern 
utility  companies  who  buy  the  coal — 
and,  of  course,  ultimately  pass  on  the 
cost  to  consumers. 

Skirmishes  notwithstanding,  Towe 
says  the  bigger  issue  is  Montana's 
right  to  determine  for  itself  how 
much  money  is  needed  to  take  care  of 
the  impact  caused  by  coal  develop- 
ment. He  says  that  two  bills  propos- 
ing a  tax  cut  currently  in  Congress  put 


Boston  Stock  Exchange's  Charles  Mohr 
He  did  not  come  to  Boston  just  to  die. 


Montana  State  Senator  Thomas  Towe 
States'  rights  or  homegrown  OPEC? 


restrictions  on  Montana's  taxing  au- 
thority. "This  to  me  seems  like  an 
effort  by  others  outside  the  state  of 
Montana  to  take  advantage  of  the 
state,  its  people  and  its  resources,"  he 
says  loftily.  He  is  buoyed  by  the  U.S. 
Supreme  Court  decision  last  July  that 
ruled  the  tax  constitutional — thus 
throwing  it  back  to  Congress. 

According  to  Towe,  44,  Montana's 
severance  tax  is  smaller  than  those  of 
other  states.  He  says  that  in  fiscal 
1980  Montana  collected  about  $75 
million,  whereas  Texas  collected 
more  than  $1.5  billion  in  oil  and  gas 
severance  taxes.  Towe  blames  the  Na- 
tional Coal  Consumers  Alliance  for 
taking  Montana's  tax  issue  to  the  pub- 
lic, claiming  the  alliance  spent  more 
than  $800,000  fighting  the  tax  in  the 
first  nine  months  of  last  year.  Towe 
and  his  supporters  are  taking  no 
chances.  They  recently  hired  a  profes- 
sional lobbyist  to  ply  the  halls  of 
Congress. — Ellen  Paris 

Mohr  for  Boston 

Dealing  with  the  Boston  Stock  Ex- 
change, says  one  longtime  Boston 
broker,  "is  like  handling  an  old  book. 
Every  time  you  talk  to  them,  the  dust 
comes  out." 

Charles  Mohr  hopes  to  change  that. 
Mohr,  until  recently  a  vice  president 
at  the  New  York  Stock  Exchange,  is 
the  Boston  Exchange's  first  full-time 
CEO — and  the  exchange  needs  it. 
With  only  1%  of  the  nation's  total 
trading  volume,  Boston  trails  regional 
exchanges  in  Philadelphia,  Chicago 
and  Los  Angeles.  A  series  of  oper- 
ational headaches  has  it  running  near- 


ly a  $500,000  deficit  on  this  year's) 
revenues  of  $3  million.  Rumors 
abound  that  exchange  members  will! 
be  assessed  to  help  the  coffers,  and  a 
seat  recently  sold  for  only  $500. 

Mohr,  34,  flatly  refuses  to  tell  his 
salary,  but  outsiders  put  it  at  overl 
$125,000.  In  any  case,  he's  moving 
fast — already  he  has  chopped  back  am 
antique,  labor-intensive  clearing  sys 
tern  that  was  Boston's  chief  source  ofl 
trouble.  Next  comes  intense  market 
ing.  Says  Mohr:  "I've  got  to  let  people 
know  we've  entered  the  20th  century, 
that  it  makes  no  difference  trading  in 
Boston  versus  New  York." 

Isn't  that  a  brave  statement?  Mohr 
maintains  regional  exchanges  willl 
survive  as  places  where  small  compa- 
nies can  evolve:  "In  the  NASDAQ, 
you've  got  a  lot  of  dealers  playing  with 
your  stocks,  and  an  exchange  market 
is  a  good  step  up." 

But  he  knows  that  Boston-based 
stocks  won't  provide  the  major  part  of 
the  exchange's  revenues.  What  will 
help  Boston  be  competitive  is  ITS  (for 
Intermarket  Trading  System),  a  com- 
munications link  that  allows  dealers 
in  five  regional  exchanges,  the  AMEX 
and  the  New  York  exchange  to  trade 
on  each  other's  floors.  Mohr  helped 
develop  the  system,  fostered  by  the 
SEC  to  promote  competition,  while  at 
the  NYSE.  It  now  accounts  for  15%  of 
all  trades,  and  Mohr  wants  a  bigger 
piece  of  the  action  for  Boston. 

In  fact,  he  will  be  looking  for  results 
in  about  six  months.  "I  hate  losing," 
he  says.  "I  didn't  leave  a  good  job  and 
a  future  in  New  York  to  come  up  here 
and  die." — Laura  Saunders 
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IHE  SHAPE  OF 
STABILITY 

representing  the  fullest  spectrum  of  products  and 
services:  chemicals,  semiconductors  and 
computers,  electronics  and  communications, 
energy  and  resources,  trade,  construction  and  en- 
gineering, insurance  and  securities,  public  services. 

Broaden  your  business  perspective  by  learning 
more  about  the  shape  of  things  at  THE  LUCKY 
GROUP.  Contact  our  trading  house,  Bando  Sangsa 
Co.,  Ltd.,  537  Namdaemun-ro  5-ga,  CPO  Box 
1899,Jung-gu,  Seoul  100,  Korea.  Phone:  771-32, 
Cable:  FOURCLOVER  SEOUL,  Telex:  K27266, 
K27470. 


Transforming  dreams  into  reality 

THE  LUCKY  GROUP 


□  Lucky,  Ltd.  DBando  Sangsa  I  IGold  Star  Co.,  Ltd.  OGold  Star  Cable  □  Lucky  Continental  Carbon  L  J  Gold  Star  Tele-Electric  CJLucky  Development  GGold  Star 
Electric  [IHee  Sung  DKukje  Securities  f  IGold  Star  Instrument  &  Electric  TJGold  Star  Precision  Industries  ClLucky  Engineering  DShinyeong  Electric  nGold  Star 
Semiconductor  T  JHonam  Oil  Refinery  GKorea  Mining  &  Smelting  GPan  Korea  Insurance  GGold  Star  Alps  DThe  Yonam  Foundation  DThe  Yonam  Educational  Institute 


To  the  eye,  the  classic  form  of  Korean 
Yi  Dynasty  ceramics  can  be  an  inspir- 
ing example  of  stability  and  timeless 
perfection. 

Keen  business  insight  stresses  the  value  of 
stability  but  the  keenest  optimizes  innovation 
without  trading  off  stability. 

THE  LUCKY  GROUP  has  been  continuing  to  give 
new  shape  to  both  the  Korean  and  international 
business  scene  since  1947.  By  stressing  stable 
growth  through  careful  diversification,  THE  LUCKY 
GROUP  reached  sales. of  US$4.9  billion  last  year 


J 


Guess  whose  dividend  just  went  up  for  the  20th  year  in  a  row 

With  the  latest  increase  in  the  annual  dividend  rate  on  our  If  you  don't  already  know  who  we  are  (or  even  if  you  do,  but 

non  stock,  our  shareholders  who  have  maintained  their  invest-  would  still  like  to  see  our  latest  annual  and  quarterly  reports), 

s  have  enjoyed  20  consecutive  years  of  dividend  increases.  write  to  James  R.  Harvey,  600  Montgomery  Street,  ban  hrancis 

lew  rate  is  more  than  double  the  rate  in  effect  five  years  ago.  California  94111. 


The  Forbes/ Wilshire  5000  Review 


~  Market  value  of  Wilshire  5000: 
—  $1,255.0  billion  as  of  10/30/81- 
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:  Wilshire  5000  equity  index 
;  The  total  price  of  all  stocks  for 
-  which  daily  quotations  are 
!  available,  weighted  by  market  value. 
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.  Dow  Jones  industial  average 
_  The  total  price  of  30  blue-chip  industrial 
stocks,  adjusted  to  reflect  splits. 
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Make  way  for  a  fall  rally.  Wall  Street  is  getting  serious 
ibout  regaining  lost  ground.  There  should  be  considerable 
:esting  over  the  next  few  months,  but  barring  unexpected 
3ad  news  the  market  seems  largely  to  have  discounted  the 
current  recession.  The  mood  is  upbeat,  and  investors  are 
ooking  ahead  to  better  times.  Good  news  is  also  to  be  had. 
nterest  rates  are  moving  down,  if  only  temporarily,  and 
VIobil's  tender  offer  for  Marathon  Oil  has  brought  back 
nuch  of  the  old  takeover  excitement.  The  Wilshire,  which 
lit  a  low  of  982.40  in  1 980,  is  not  likely  to  fall  that  low  again. 

Over  the  last  four  weeks,  the  Wilshire  gained  2.7% — a 
winning  streak  that  is  no  small  potatoes.  It  helped  restore 
llmost  $39  billion  in  market  value.  The  speculative  sec- 


ondary stocks  are  helping  to  pull  up  the  averages.  The 
NASDAQ  index  gained  a  hefty  5.9%,  but  investors  are 
picking  and  choosing  very  carefully.  Even  though  the 
Dow  industrials  fell  1%,  the  NYSE  index,  a  much  better 
measure  of  large  industrial  stocks,  performed  about  in 
step  with  the  Wilshire.  The  fall  rally,  it  seems,  is  stronger 
at  the  ends  than  in  the  middle. 

If  the  economy  rebounds  in  the  second  half  of  next  year, 
smaller  companies  have  the  greatest  potential  to  leverage 
their  growth.  Our  investor  yardsticks  show  Wall  Street's 
growing  affinity  for  these  stocks.  Still,  investors  have  not 
been  ignoring  bargains  among  higher-grade  industrials. 
These  stocks,  too,  made  impressive  gains.   


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.7 

-1.0 

2.6 

1.4 

5.9 

in  last  52  weeks 

-4.0 

-7.8 

-3.9 

-7.1 

1.3 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

7.3 

3.3 

6.8 

5.0 

2.9 

5.4 

7.2 

3.3 

3.7 

4.8 

in  last  52  weeks 

1.9 

10.1 

-6.6 

5.1 

5.3 

4.7 

3.3 

6.2 

-2.9 

8.2 

A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Vote:  All  data  for  periods  ending  10/30/81  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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WhereThe  Action  Is 


Another  high  stakes  poker  game?  Having  lost  the  bat- 
tle for  Conoco  to  Du  Pont,  Mobil  is  now  making  a  bid  for 
Marathon  Oil.  Mobil's  tender  offer  helped  to  kick  off  a 
new  round  of  acquisition  fever  in  the  energy  sector  and 
pushed  energy  securities  up  3.9%  over  the  last  two  weeks. 

Technology  stocks,  meanwhile,  continued  on  a  come- 
back trail  with  a  3.2%  gain.  Black  boxes  are  back  in  style 
on  Wall  Street.  Utilities  continued  their  recent  strength 


with  a  2.7%  advance,  and  consumer  nondurables  were  uj 
2.6%.  These  two  sectors  have  been  behaving  well  over  th< 
past  several  months.  Also,  they  show  the  best  relative 
performance  of  all  groups  over  the  last  52  weeks.  Minoi 
setbacks  were  posted  by  raw  materials  and  capital  goods 
down  1.1%  and  0.3%  respectively.  And  consumer  dura 
bles,  still  reeling  from  the  latest  collapse  in  auto  anc 
housing  sales,  took  its  lumps  again.  This  sector  fell  3.6% 


Percent  change  in  last  52  weeks         lY^K/7  P«cent  change  in  last  two  weeks 


Capital  goods 


+75% 


+  50 


+25 


Consumer  durables 


+  75% 


+50 


+25 


Consumer  nondurables  and  services 


+75% 


+  50 


+25 


M  I  I  I  I  I  I  I  I  I  I  I  I  i  I  |  1  1  11  1  ■  1  1  ■ 


'80 


'81 


Energy 


+75% 
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Finance 


+75% 
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+25 
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Raw  materials 


+75% 
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Technology 
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Transportation 
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Utilities 


1-75% 


+50 


►  25 


Note:  All  data  for  periods  ending  10/30/81  .  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Corporate  balance,  a  report  by  Robert  Dickey  II 
Chairman  and  President,  Dravo  Corporation. 


"Our  balanced 
approach 

to  business 

combines 

stability  with 

expansion 

and  growth." 


"Throughout  our 
worldwide  organization,  vari- 
ous characteristics  of  individ- 
ual businesses  balance  and 
supplement  those  of  others. 
Stability  offsets  cyclicality, 
while  security  offsets  risks. 
Weve  also  achieved  a  healthy 
relationship  between  domes- 
tic and  international  business 
and  between  several  key 
growth  markets. 

"Dravo's  balance  pro- 
vides tangible  returns.  The 
day-to-day  reliability  of  many 
of  our  businesses  assures  a 
stable  earnings  base,  permit- 
ting us  to  apply  profits  gener- 
ated by  other  operations  to 
the  funding  of  expansion  and 
new  ventures. 

"Our  commitment  to 
balance  is  evident  in  our 


strong  position  in  energy, 
widely  accepted  as  the  lead- 
ing growth  industry  of  the 
'80s.  Half  of  Dravo's  36  stra- 
tegic businesses  are  engaged 
in  energy-oriented  activities. 
These  include  steady  income 
producers  as  well  as  enter- 
prises which  involve  a  higher 
element  of  risk.  Energy- 
oriented  work  spans  all  of  our 
major  operating  segments,  is 
being  performed  on  six  con- 
tinents and  involves  virtually 
every  developing  energy 
alternative. 

"This  "mix"  is  character- 
istic of  our  participation  in 
other  markets.  It  is  repre- 
sentative of  the  balanced 
approach  to  business  which 
remains  central  to  Dravo  as 
we  look  toward  the  future!" 


Hie  '80s,  the  decade  of  opportunity.  Dravo  is  ready. 


Engineering  Construction  Manufacturing  Transportation  Natural  Resources  Equipment 


The  Streetwalker 


577/5  year  practically  everything  that  could 
go  wrong  for  Dow  Chemical  did.  Does  this 
mean  its  stock  is  a  buy? 


Murphy's  Law 
in  Midland,  Mich. 


By  Thomas  Jaffe 


Ask  Wall  Street  analysts  about 
Dow  Chemical  Co.  and  you  get 
i  little  but  scorn.  "I  could  sell  ice 
cream  to  the  Eskimos  easier,"  says 
one  chemicals  specialist. 

In  fact,  Murphy's  Law  has  hit  the 
S12  billion-a-year  Michigan  giant 
with  a  vengeance.  This  year  Dow  will 
earn  about  $550  million,  or  S3  a  share, 
off  more  than  30%  from  1980.  That's 
less  than  the  company  netted  in  1974. 
Meanwhile,  Dow's  shares  have 
dropped  some  32%,  from  39  in  March 
to  a  recent  26V2 . 

All  chemical  stocks,  of  course,  are 
down  this  year.  One  reason  is  reces- 
sion-induced discounting,  both  in  the 
U.S.  and  abroad.  Beyond  that,  high 
interest  rates  have  forced  customers 
to  hold  inventories  low. 

But  Dow  has  a  litany  of  specific  woes 
to  add  to  that  general  malaise.  With 
over  half  its  volume  overseas  (a  greater 
share  than  that  of  domestic  competi- 
tors), thestrongdollar  will  have  cost  the 
company  as  much  as  75  cents  to  SI  a 
share  by  year's  end.  Then  there's  the 
matter  of  servicing  its  massive  debt. 
That  amounts  to  almost  S4  billion, 
40%  of  total  capital  and  the  highest 
ratio  in  the  industry.  The  result:  Depre- 
ciation and  financing  charges  will 
amount  to  around  S4.80  per  share. 

Expansion — another  Dow  hall- 
mark— is  hurting  too.  In  1 976  its  cap- 
ital spending  in  current  dollars  was 
triple  the  rate  of  the  early  Seventies. 
Over  the  past  five  years,  however,  the 
company  has  poured  another  $5.9  bil- 
lion into  plant,  property  and  equip- 
ment— roughly  doubling  its  invest- 
ment. At  the  same  time,  operating 
■  come  as  a  percentage  of  sales  is  off 


50%  compared  with  1975-76. 

Nevertheless,  1981  socked  Dow 
right  in  the  solar  plexus.  The  com- 
pany opened  four  new  facilities — pet- 
rochemical plants  in  South  Korea  and 
Canada,  a  Gulf  Coast  crude  oil  pro- 
cessing plant  (COPP)  and  a  heavy-ole- 
fins  cracker  in  Louisiana — represent- 
ing a  $1.4  billion  total  investment.  In 
February  of  last  year,  Merrill  Lynch's 
Harry  Flavin  predicted  these  would 
add  about  $1.40  a  share  to  this  year's 


earnings.  So  far,  Canada  has  lived  up 
to  expectations;  the  cracker  is  run- 
ning at  a  slight  loss;  Korea  operates  at 
an  estimated  70%  of  capacity  rather 
than  the  expected  sellout;  and  COPP 
is  an  outright  disaster.  The  chastened 
Flavin  now  estimates  COPP's  annual 
losses  at  35  cents  a  share. 

What  happened?  COPP  was  built  to 
process  crude  into  heavy  fuel  oil. 
"With  natural  gas  cheap,"  says  Flavin, 
"anyone  opting  to  run  his  chemical 
refiners  on  that  heavy  stuff  would  be 
plumb  loco.  At  one  point  Dow  had 
over  $500  million  in  gross  plant  in- 
vestment and  another  S518  million  in 
working  capital  tied  up  in  COPP.  The 
interest  cost  was  staggering!" 

Not  surprisingly,  Dow  has  shut 
COPP  down  and  aims  to  reduce  in- 
ventory to  under  SI 00  million  by 
year's  end.  That  also  will  go  a  long 
way  toward  chopping  short-term 
debt — SI. 2  billion  as  of  September. 
Meanwhile,  the  company  is  eager  to 
sell  half-interest  in  the  venture.  Only 


masochists  may  be  interested — espe 
cially  when,  according  to  Flavin,  i 
could  take  another  $500  million  t< 
convert  the  plant  for  the  processing  o 
lighter  products. 

Small  wonder,  then,  that  Wal 
Street  has  given  Dow  a  black  eye 
Even  with  the  prospect  of  an  econom 
ic  turnaround,  Flavin  estimates  198! 
earnings  at  just  $3.60,  well  below  th 
$4.42  of  1980.  To  his  clients  Flavin': 
message  is,  "Steer  clear." 

Still,  there  are  optimists.  Martii 
Roher  of  Neuberger  &  Berman  think 
Dow  shares  just  might  reach  their  1 97< 
stock  price  high  of  S57  within  two  o 
three  years.  Aside  from  the  benefits  ( 
an  economic  turnaround,  he's  bankinj 
on  the  company's  noncommodit1 
chemicals  businesses.  These  includ 
oilfield  services,  consumer  product 
like  Ziploc  plastic  bags,  agricultura 
chemicals  and  health  care  and  pharma 
ceuticals — bolstered  by  the  S260  mil 
lion  acquisition  of  Richardson-Mer 
rell's  drug  operations  last  year.  In  1976 
for  example,  Dow's  oilfield  service 
business  earned  just  24  cents  a  share.  I 
should  earn  SI  this  year. 

Optimists,  in  fact,  are  betting  tha 
the  noncommodity  side  of  Dow  wil 
come  close  to  offsetting  the  1981 
chemicals  decline.  "Put  that  togethe 
with  an  80%  operating  rate  in  chemi 
cals  instead  of  the  70%  range  they're 
now  running  at,  and  there's  absolutely 
nothing  wrong  with  Dow,"  says  Rich 
ard  Derbes  of  Oppenheimer  &.  Co 
Still,  last  year,  when  Dow  earnings  hi 
a  record  $4.42  a  share,  basic  chemi 
cals  and  plastics  operations  accountec 
for  over  80%  of  volume.  Regardless  o 
how  quickly  the  company  can  buil 
up  its  other  areas,  the  commodity  ex 
posure  is  tremendous. 

For  Dow  to  make  a  real  comebacl 
in  1982,  the  company  still  needs  low 
er  interest  rates  worldwide,  a  weakei 
dollar  and  some  signs  that  the  reces 
sion  is  over.  Even  if  all  that  happens- 
and  oil  prices  don't  skyrocket — a 
Dean  Witter  Reynolds'  Williarr 
Young  sees  next  year  is  $4.25  a  share 

Why  hang  out  a  buy  sign  with  s< 
many  unpredictables?  Prices,  for  on 
thing.  Dow  is  now  trading  close  to  it 
nine-year  low  of  22,  so  there  may  be 
little  downside  risk  left.  Upside?  "It'i 
already  been  at  57,"  says  Paul  Steg 
mayer  of  Morgan  Guaranty,  "so  60  isn't 
al  1  that  aggressive.  Maybe  80or  90  is  th 
proper  target,  but  people  would  throw 
you  out  of  the  office  with  a  recommen- 
dation like  that.  On  the  other  hand, 
goal  of  doubling  three  years  out  is  fai 
from  outrageous." 

Maybe.  But  don't  jump  in  quite  yet 
At  least  until  there's  a  sign  that  Mur 
phy's  Law  no  longer  prevails. 
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'ricking  the  LIFO  cushion 

aandy  &  Harman,  one  of  the  coun- 
try's biggest  refiners  and  fabrica- 
tors of  gold  and  silver,  announced  at 
:s  annual  meeting  in  May  that  it  is 
onsidering  liquidation  by  year-end. 
landy  stock  soared  to  an  alltime  high 
f  34V2  as  a  result.  Investors  are  at- 
racted  by  the  real  worth  of  the  com- 
any's  precious  metals  inventory — 
88,000  ounces  of  gold  on  the  books 
t  an  average  gold  price  of  $35  per 
unce  and  18.5  million  ounces  of  sil- 
er  at  about  $3  per  ounce.  Gold  has 
;cently  been  trading  at  $427  per 
unce;  silver  at  about  $9.12. 
The  New  York-based  outfit  isn't 
sally  interested  in  going  out  of  busi- 
ess.  It  has  spent  the  last  decade  try- 
ig  to  strengthen  itself  by  diversifying 
lto  other  areas. 

The  problem  stems  from  a  rider  at- 
ached  by  former  Senator  Adlai  Stev- 
nson  HI  to  the  Windfall  Profits  Tax 
.ct  of  1980.  This  legislation  (Forbes, 
'ay  12,  1980  and  July  21,  1981 )  wipes 
ut  much  of  the  advantage  of  LIFO 
ccounting.  It  requires  that  if  a  corn- 
any  is  liquidated — which  could  occur 
s  a  result  of  sale  or  restructuring — it 
lust  pay  taxes  at  ordinary  rates  on  its 
IFO  cushion.  That  cushion,  the  dif- 
;rence  between  what  inventories  ac- 


tually cost  and  current  market  value, 
amounts  to  perhaps  $237.6  million,  or 
$17.41  per  share,  for  Handy  &  Har- 
man. The  only  way  the  company  can 
be  sure  it  won't  have  to  pay  taxes  on 
that  difference  in  the  future  is  to  an- 
nounce a  plan  of  liquidation  by  Dec. 
31  and  implement  it  before  the  end  of 
next  year. 

Hidden  assets,  of  course,  have  al- 
ways been  alluring  at  Handy  &  Har- 
man; its  stock  typically  moves  with 
precious  metals  prices.  Well-known 
investors  Warren  Buffett,  Ezra  Zilkha 
and  Philip  Carret  own  shares  in  the 
company.  Buffett,  in  fact,  has  said  he 


may  acquire  as  much  as  40%  of  its 
stock  through  his  Berkshire  Hathaway 
company.  Zilkha  and  Carret  are  on  the 
board  of  directors.  Despite  the  liquida- 
tion prospects,  however,  Handy  &. 
Harman  shares  haven't  fared  well 
since  May.  Recently  they  have  been 
trading  at  22% — roughly  where  they 
stood  before  all  the  excitement. 

The  company  isn't  discussing  its 
plans,  but  longtime  Handy  &  Harman 
followers  aren't  expecting  big  gains  in 
its  market  value.  Evans  &  Co.'s  Jonas 
Gerstl  says  earnings  will  amount  to 
$1.75  per  share  this  year — worth,  in 
his  view,  $12  per  share.  At  current 


Watch  out,  windfall  ahead 


Each  of  these  companies  has  hidden  value — considerable  amounts  of 
gold  and  silver  carried  on  the  books  well  below  market  prices.  If  they 
liquidate  these  inventories  in  response  to  an  alteration  in  the  tax  law, 
stockholders  will  benefit.  If  they  don't,  unless  the  law  is  changed  or 
precious  metals  prices  soar,  share  prices  could  fall. 

 Value  of  inventory   Book 

Latest  12-month   market   value 

revenues  stated       total         per  per  Recent 

Company  (million)     EPS     (million)  (million)    share  share  price 

Consolidated  Refining  $  67.8  $1.39  $  2.0*  $  17.0*  $12.60*  $11.47  18 

Handy  &  Harman  655.0  1.69  54.1*  291.7*  21.37*  7.82  225/8 

Jostens  353.8  1.90  61.4  93.6  7.41  9.12  15% 

Seligman  &  Latz  289.1  0.89  61.0  95.0  44.06  13.76  1VA 

'Figure  is  for  precious  metals  only  Other  inventory  items  not  included. 


SCUDDER 


AYROLL  DEDUCTION 
IRA  PLANS 
FOR  EMPLOYERS 


Scudder  offers  special  IRA  plans 
for  corporate,  public,  and  other 

employers 
seeking  ways 
to  give  their 
employees 
access  to  the 
new  IRA 

benefits.  Automatic  payroll  deduction 
plans  are  available.  Call  for  our 
comprehensive  booklet  describing 
Scudder's  plans  for  employers. 

Investment  options  are  flexible  and 
include  six  Scudder  no-load  mutual 
funds:  money  market,  common  stock, 
income,  and  international. 


SCUDDER  INDIVIDUAL 
RETIREMENT  ACCOUNTS 

Scudder  Fund  Distributors,  Inc. 
175  Federal  Street,  Boston,  MA  02110 

Call  or  write  for  details. 

NATIONAL  GROUP 
IRA  DEPARTMENT 

1-800-225-2471 


(within  Mass.,  call  collect 
617-482-3990) 


THE  SCUDDER  NATIONAL  SERVICE  NETWORK 

Boca  Raton  •  Boston  •  Chicago  •  Cincinnati  •  Cleveland  •  Dallas  •  Houston 
Los  Angeles  •  New  York  •  Philadelphia  •  Portland,  (Ore.)  •  San  Francisco 


gold  and  silver  prices,  he  figures  the 
turn's  precious  metals  inventory  is 
worth  about  $21  per  share.  Other  as- 
sets are  worth  perhaps  $2.  That  pack- 
age comes  to  $35,  but  Gerstl  thinks  it 
is  fully  priced  at  a  recent  22%. 

Why?  Remember  that  unless  Handy 
&  Harman  opts  for  liquidation,  the 
specter  of  taxes  at  normal  corporate 
rates  will  cut  its  hidden  value  in  half 
by  year-end.  If  it  does  adopt  such  a 
plan,  however,  Gerstl  doesn't  expect 
its  shares  to  go  much  higher  than  $25 
or  $28  as  arbitragers  await  actual  liq- 
uidation. Unless,  of  course,  gold  and 
silver  prices  start  to  climb. 

Whatever  happens,  Handy  &  Har- 
man is  not  likely  to  go  out  of  business. 


By  Barbara  Rudolph 

Corporate  America  loves  the 
small  investor — unless  he's 
too  small.  The  old  New  York 
Stock  Exchange  slogan,  "Own  your 
share  in  America,"  should  today  in- 
clude a  postscript:  "While  you're  at  it, 
spring  for  a  round  lot." 

In  an  attempt  to  cut  costs,  corpora- 
tions— ranging  from  the  Armstrong 
Rubber  Co.  to  the  Delta  Queen 
Steamboat  Co. — are  actively  acquir- 
ing stock  held  by  small  investors. 
These  so-called  odd-lot  buybacks  are 
available  at  prices  10%  or  so  above 
market.  They  also  offer  a  chance  to 
avoid  brokerage  fees. 

Since  such  transaction  costs  are  of- 
ten a  minimum  of  $30,  it  can  make 
little  economic  sense  to  own  only  a 
handful  of  shares.  Still,  76%  of  GM's 
lers  hold  fewer  than  100  shares, 
and  55%  hold  fewer  than  50  shares. 
Playboy  Enterprises,  too,  has  a  dispro- 
portionate number  of  investors  who 
)ld  only  a  few  shares,  but  there's  a 
reason:  Its  stock  certificate  features  a 


Perhaps  it  will  create  a  separate  liqui- 
dating trust,  with  LIFO  reserve  bene- 
fits flowing  directly  to  shareholders. 
Or,  Handy  &  Harman  might  encour- 
age a  takeover  by  a  friendly  suitor 
(Buffett  perhaps),  with  the  acquirer 
writing  up  its  inventories  to  their  real 
value.  In  either  case,  operations  would 
continue,  but  without  the  lure  of  un- 
dervalued assets. 

Handy  &  Harman  is  by  far  the  best 
known  of  the  firms  that  must  con- 
front this  problem — but  others  are  in 
similar  situations.  Consolidated  Re- 
fining, for  example,  has  big  invest- 
ments in  gold  and  other  precious  met- 
als, fostens  and  Seligman  &  Latz  have 
storerooms  full  of  jewelry. 


scantily  clad  Playmate.  Not  only  do 
you  get  a  piece  of  America,  there's  a 
bit  of  cheesecake  thrown  in. 

No  one  is  keeping  score,  but  best 
estimates  are  that  about  100  compa- 
nies— more  than  usual — have  made 
odd-lot  buybacks  within  the  past  year. 
The  savings  can  be  significant,  as  it 
typically  costs  at  least  $7  annually  just 
to  keep  a  shareholder  on  the  books.  In 


Before  year-end,  some  of  these  coi 
porations  will  probably  announc 
they  have  adopted  liquidation  plans- 
and  that  could  give  their  shares  a 
least  a  temporary  jump.  Don't  be  mi; 
led.  Such  a  move  could  simply  be 
"protective  device" — to  keep  option 
open,  according  to  Hans  Romaine 
Consolidated  Refining's  vice  pres; 
dent  of  finance.  "A  plan  can  always  h 
abandoned,"  he  points  out.  In  Was! 
ington,  meanwhile,  lobbyists  are  bu; 
ily  working  to  repeal  the  LIFO  cusr 
ion  tax  changes. 

The  bottom  line:  Confusion  reign: 
And  investors  should  be  careful  not  t 
count  inventory  gains  before  they'i 
hatched. — Jean  A.  Briggs 


January,  for  example,  Esmark  ter 
dered  to  owners  of  99  shares  or  less- 
64%  of  its  stockholders  with  a  con 
bined  ownership  of  only  6%  of  it 
stock.  The  result:  5,500  shareholdei 
were  eliminated.  "We  saved  $37,00 
in  servicing  expense,  and  that's  a  sa-v 
ings  we'll  get  every  year,"  says  Corpc 
rate  Secretary  Earl  Grimm. 

There  is  a  knack  to  making  smal 
holder  tenders.  You  don't  just  saj 
"You're  a  pipsqueak,  get  off  my  share 
holder  list."  Instead,  the  solicitatio 
should  be  delicately  worded.  Alex  Mi 
ler  of  Shareholder  Communicatior 
Corp.,  which  specializes  in  odd-k 
buybacks,  suggests  a  line  such  as,  " 
you  want  to  remain  in  our  famih 
hang  on  to  your  stock,"  so  that  share 
holders  don't  feel  the  corporatio 
doesn't  love  them. 

Fuqua  Industries,  which  last  Augus 
tried  to  get  rid  of  all  its  public  share 
holders  by  going  private,  pioneered 
variation  on  the  small-holder  tende 
two  years  ago.  It  gave  holders 
chance  to  "buy  up"  as  well  as  sell  ou 
"The  price  was  set  between  buyei 
and  sellers,  and  in  the  end  almost  s 
many  shares  were  bought  as  sold, 
recalls  Corporate  Secretary  Hirar 
Nowlan.  Why  haven't  other  comp; 
nies  followed  Fuqua's  lead?  "It's  a  pai 
in  the  neck  to  do  both  buyouts  an 
buyups,"  he  says.  "There's  a  lot  ( 
nitty-gritty  clerical  work." 

Despite  this,  Fuqua  is  still  bedevile 
by  gnats:  45%  of  its  holders  have  fev 
er  than  100  shares.  They  account  fc 
just  3.6%  of  the  shares.  Nowlan  sa> 
the  company  hasn't  ruled  out  anotht 
buyout  proposal  because  "there's  n 
question  that  we  still  have  an  awfi 
lot  of  teeny  tiny  accounts." 

So  here's  a  toast  to  the  small  share 
holder,  the  backbone  of  America.  E\ 
eryone  wants  there  to  be  lots  of  littl 
shareholders — so  long  as  they  owt 
shares  in  someone  else's  company.  I 


Let's  all  encourage  the  small  shareholder 
to  get  back  in  the  market— just  so  long  as 
he  is  investing  in  someone  else's  company. 

Corporate 
gnat-picking 
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It  solved  a  lot  of  capital  problems  for  the 
folks  who  run  ACLI  International  when 
Donaldson,  Lufkin  &  fenrette  bought  into 
the  volatile  commodities  business. 


Ace's  best  trade 


By  Richard  L.  Stern 


mm 

mm 
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ACLI  International's  Ace  Israel 

"There  will  be  an  ACLI  SO  years  from  now. 


T\  HERE  WERE  RUMORS  not  SO  longl 
ago  on  Wall  Street  that  the  big 
ACLI  International  commod- 
ities trading  firm,  headed  by  Adrian 
C.  (Ace)  Israel  and  owned  by  various 
Israel  uncles,  sons,  cousins  and  em- 
ployees, was  in  trouble.  Battered  by 
the  most  volatile  markets  since  1921, 
ACLI  (which  stands  for  A.C.  and  his 
cousin  Leon  Israel)  had  lost  money  in 
coffee  and  cocoa  and  was  short  on 
capital — or  so  the  story  ran.  Accounts 
receivable  are  allegedly  due  from  a 
group  surrounding  Naji  Nahas,  a  Bra- 
zilian who  lost  big  in  the  Hunt  silvei 
debacle,  and  now-bankrupt  National 
Sugar  Refining  Co. 

But  last  month,  sitting  in  the  plush 
family  dining  room  of  ACLI's  head- 
quarters in  White  Plains,  N.Y.,  Ace 
was  all  smiles  and  graciousness.  Be- 
tween sips  of  a  prelunch  Bloody  Mary 
the  66-year-old  Israel  was  able  to  pro- 
claim: "There  will  be  an  ACLI  8C 
years  from  now."  Ace  himself  is 
second-generation  participant  in  the 
family's  83-year-old  firm,  and  to  keep 
the  heritage  intact  a  fourth-genera- 
tion heir  is  already  learning  the  ropes 
as  a  coffee  trader  down  in  ACLI's  big 
operation  in  Brazil,  where  the  family 
also  has  a  10,000-acre  plantation. 

Ace  Israel  has  every  reason  to  be 
proud.  A  Wall  Street  elder  statesman 
who  was  president  of  Bache  until 
1966,  he  presides  over  a  family  for- 
tune worth  well  over  $40  million. 
Among  the  assets  is  $20  million 
worth  of  stock  in  Peoples  Drug  Stores, 
a  $561  million-a-year  chain.  Though 
Ace  is  Peoples'  chairman,  his  first 
love  is  commodities— by  securing 
ACLI's  future,  he  pulled  off  what  is 
perhaps  the  deal  of  a  lifetime.  Notes 
an  envious  competitor,  "He  turned 
what  could  have  been  a  fire  sale  into 
breakfast  at  Tiffany's." 

Last  month  Israel  merged  ACLI 
into  Donaldson,  Lufkin  &  Jenrette, 
Wall  Street's  sixth-largest  publicly 
held  brokerage  firm,  in  return  for  $22 
million  in  DLJ  stock.  That  makes  Ace 
and  his  family  DLJ's  largest  share- 
holder, with  an  18%  stake.  Saudi  Ara- 
bian investor  Suliman  Olayan 
(Forbes,/w/v  6)  holds  a  16%  position, 
so  on  Wall  Street  at  least  the  Arabs 
and  the  Israels  seem  to  get  along  fine. 

The  Israels  and  DLJ  executives 
should  get  along  fine,  too.  There  are 
Yale  connections:  Ace,  class  of  '36, 
contributed  over  $1  million  when 
William  Donaldson,  a  founder  of  DLJ, 
established  Yale's  School  of  Organi- 
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If  you're  in 
igri  or  agro,  we're  bound 
to  meet  one  day 

By  providing  90%  of    US  $  360  billion  and  36,000        S  o  if  you're  in  agri  or 

all  loans  to  the  Dutch  agri-    offices,  helps  broaden  agro,  we're  bound  to  meet 

:ultural  sector,  Rabobank    Rabobank's  scope  con-  one  day.  And  when  we  meet 

is  the  largest  source  of  credit  siderably.  we'd  like  to  help, 
to  the  domestic  green 
sector.  And  plays  a  key  role 


in  agribusiness  finance. 
Df  all  Dutch  exports  25% 
:onsist  of  agricultural 
products.  The  importance 
3f  agribusiness  for  Dutch 
foreign  trade  gives  Rabo- 
bank an  extensive  and 
jp-to-date  knowledge  of 
nternational  trade  finance. 

With  total  assets  of 
Tiore  than  100  billion  Dutch 
guilders  (approx.  US  $  37 
billion)  Rabobank  ranks 
among  the  50  largest  banks 
n  the  world. 

Membership  in  the 
Jnico  Banking  Group,  in 
vhich  6  major  European 
:o-operative  banks  work 
ogether  with  total  assets  of 


Rembrandt  country  is  Rabobank  country.  The  country  where  traditions 
of  excellence  continue  to  flourish. 


Rabobank  Nederland,  International  Division,  Catharijnesingel  30, 
3511  GB  Utrecht,  the  Netherlands.  Telex  40200. 

Branch  Office  New  York,  245  Park  Avenue,  New  York,  NY  10167, 
United  States  of  America.  Telex  424337. 
Representative  Office  Frankfurt,  Friedrich-Ebert-Anlage  2-14, 
D-6000  Frankfurt  am  Main  1,  West  Germany.  Telex  413873. 
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Rembrandt  country  is  Rabobank  country 


Profiles 


Ace  with  son  Tommy,  ACLI's president  (left),  and  cousin  Larry  (center) 
Toasting  their  future  in  coffee. 


zation  and  Management.  Both  Ace's 
sons  went  to  Yale,  and  one  was  a 
friend  and  classmate  of  DLJ  Executive 
Vice  President  Jay  Hufford,  who  or- 
chestrated the  ACLI  deal. 

Still,  there's  more  to  good  business 
than  just  boola-boola,  and  some  in  the 
brokerage  community  think  DLJ  may 
be  buying  headaches  in  the  roller- 
coaster  world  of  commodities  trading. 
To  begin  v/ith,  ACLI  was  clearly  a 
business  in  trouble.  Why  else  would 
the  Israels  seek  a  partner?  "I  can  just 
see  it  now,"  says  a  cynical  competi- 
tor. "Mrs.  Israel  gets  up  one  morning, 
shakes  Ace  awake  and  says,  'You 
know,  I've  been  thinking.  We're  mak- 
ing too  much  money.  You  call  up  Dick 
Jenrette  and  sell  ACLI  to  him  so  we 
can  share  our  wealth.'  " 

Another  reason  the  fit  may  be  less 
than  perfect  is  that  DLJ,  founded  in 
1 959  as  a  model  of  Ivy  League  business 
school  knowhow,  has  never  lived  up  to 
its  own  publicity.  In  fact,  it  has  taken 
some  big  losses  in  the  past  in  risky  areas 
like  trading  government  bonds.  "DLJ's 
biggest  success  has  been  in  selling  its 
own  image,"  says  a  critic,  citing  the 
fact  that  the  firm's  profitability  is  con- 
sistently below  average. 

Jenrette,  however,  insists  that  his 
house  is  now  neatly  in  order.  He  notes 
year-to-year  profits  were  up  40%  in 
the  third  quarter  while  most  competi- 
tors' were  down.  DLJ,  he  says,  is  be- 
coming a  kind  of  "Morgan  Guaranty 
of  the  brokerage  business"  with  the 
emphasis    on    wholesaling  stocks, 


bonds  and  investment  management. 

Competitors  are  not  convinced. 
They  see  more  potential  in  the  recent 
merger  of  Salomon  Brothers  and  the 
commodities-trading  Phibro,  and 
Goldman,  Sachs'  acquisition  of  J. 
Aron  &.  Co.,  a  coffee  and  metals  trad- 
ing firm.  These  players  each  come  to 
their  new  relationships  with  combat 
ribbons  in  the  wars  of  risk  taking, 
while  DLJ  has  merely  earned  a  good 
conduct  medal. 

The  folks  at  DLJ,  though,  see  things 
differently.  Explains  Jenrette  in  a  soft, 
North  Carolina  accent,  buying  ACLI  is 
a  "synergistic"  dream.  His  firm,  he 
points  out,  has  no  commodities  oper- 
ation— an  area  that  yields  fat  commis- 
sion income  for  such  competitors  as 
Drexel  Burnham  and  Shearson.  "What 
would  it  have  cost  us  to  build  a  world- 
wide operation  with  2,000  employees 
and  offices  in  33  cities?"  asks  Jenrette. 
For  ACLI,  meanwhile,  DLJ  provides 
the  opportunity  to  build  a  new  retail 
commodities  business  using  the  195 
independent  brokerage  firms,  with 
5,000  salesmen,  that  are  correspon- 
dents of  DLJ's  Pershing  division. 

Whether  any  of  that  will  happen 
remains  to  be  seen.  But  the  Israels  are 
sitting  pretty  regardless.  Instead  of 
owning  a  commodities  business  that 
was  short  on  capital  and  plagued  by 
the  potential  of  Phibro  as  a  competi- 
tor, Ace  and  his  family  are  now  in  a 
position  to  have  a  big  voice  in  a  pub- 
licly traded  brokerage  firm  with  a  cap- 
ital base  of  $170  million — an  enviable 


role  what  with  fat-cat  corporation 
paying  big  to  buy  into  Wall  Street.  A| 
a  result  of  the  deal,  Ace  becomes  vie 
chairman  of  DLJ  and  he  and  cousil 
Sam  Jr.  become  directors. 

The  stock  market,  of  course, 
nothing  new  to  Israel.  He  left  Bache  £ 
Co.  after  a  21 -year  career  there — be 
cause  founder  Harold  Bache  wouldn' 
make  him  heir  apparent — and  thej 
are  still  telling  stories  of  Israel's  integ 
rity  in  the  brokerage  community.  / 
former  ACLI  employee  describe: 
what  happened  when  he  told  Ace  hi 
was  resigning.  "Ace  urged  me  not  t» 
take  the  position  I  had  been  offered 
because  he  was  convinced  it  wasn't 
good  place  to  work.  He  even  said  he'e 
get  me  as  good  a  job  elsewhere,  but 
wouldn't  listen.  He  was  right." 

Perhaps  the  most  important  aspec 
of  the  merger  is  that  there  won't  bi 
major  management  changes,  ever 
though  ACLI  has  already  cut  back  ot 
sugar  and  soybean  operations,  by  fir 
ing  some  of  the  traders.  Another  buy 
er  was  reported  negotiating  to  acquir 
ACLI — but  only  if  the  Israels  woulc 
cede  operating  control.  That  wasn't  ; 
popular  suggestion.  For  ACLI  began  ir 
a  Louisiana  general  store  run  by  Ace' 
grandfather.  Leon  Sr.,  one  of  five  sons 
left  for  New  Orleans  in  1898  and 
founded  a  small  coffee  trading  firm 
Other  brothers  followed,  and  Gustav« 
Levy,  the  man  who  built  Goldman 
Sachs,  roomed  with  the  Israels  whilt 
he  was  a  student  at  Tulane.  By  190? 
there  was  an  ACLI  office  in  Brazil 
and  so  the  growth  began. 

Today  ACLI  may  well  be  th 
world's  largest  coffee  dealer,  buying 
shipping  and  insuring  beans  from  Bra 
zil,  the  Ivory  Coast  and  Indonesia 
The  family  also  grows  coffee  on  it! 
Brazilian  plantation — something  tha 
helped  bring  a  raft  of  trading  profits  ir 
1975.  "The  manager  phoned  in  th 
middle  of  the  night  to  report  that  fros 
had  destroyed  both  the  current  crop 
and  the  trees,"  says  cousin  Larry  Isra 
el,  ACLI  senior  vice  president.  "We 
bought  all  we  could  for  the  next  24 
hours  until  everybody  else  knew  wha 
had  happened."  ACLI  also  deals  ii 
cocoa,  rubber,  fertilizers,  metals,  fro 
zen  shrimp  and  government  bonds. 

What  really  makes  ACLI  run,  how 
ever,  is  a  freewheeling  trading  spirit 
Israel,  for  example,  is  out  of  bed  near 
ly  every  morning  at  6  a.m.  After  i 
quick  swim  in  the  pond  on  his  Stam 
ford  estate,  he's  on  the  telephone  tc 
London  checking  coffee  or  cocoa 
prices  and  doing  deals.  Lately,  of 
course,  Ace  has  been  in  more  than 
his  share  of  bad  trades — but  the  big 
one  with  DLJ  is  sweet  enough  to  off- 
set a  lot  of  mistakes.  ■ 
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The  best 
solution  is 
often  the  most 
obvious* 


This  remarkably  effective  symbol  influences  the  buying 
decisions  of  8  out  of  10  women-9  out  of  10,  age  18-24. 


rce:  Crosslcv  Studies,  1977. 

OD  HOUSEKEEPING  IS  A  PUBLICATION  OF  HEARST  MAGAZINES.  A  DIVISION  OF  THE  HEARST  CORPORATION 
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wm  From  the  beginning,  knowledge  has  shaped  the  future. 

Now,  America  is  entering  a  new  age,  the  Information  Age.  Bell  scientists  Y 
used  their  knowledge  to  invent  the  tools  for  managing  information  in  this  new  age: 
the  transistor,  magnetic  bubbles  and  other  breakthroughs  showr  We  a 

nowledge  to  advanced  systems  for  business  by  drawing  on  our  knowledge  of 
<rmation  networks  and  of  each  industry's  specific  information  management  needs 
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This  knowledge  can  be  applied  to  your  business  with  the  help  of  your  local  Bell 
jant  Executive,  an  industry  specialist,  to  produce  a  single,  integrated  system. This 
lie  system  can  add  to  your  profits  by  increasing  productivity,  saving  energy,  improving 
y  of  life  for  your  employees. 

A  typical  example  is  our  Dimension®  PBX  system  for  managing  information  in 
tals.  In  addition  to  updating  voice  communications,  it  distributes  timely  information 
dent  bills,  medical  records,  prescribed  diets.  It  reports  bed  status,  staff  availability, 
Jtment  inventories.  A  special  feature  transmits  energy-saving  information  to  heating, 
|ig  and  lighting  units,  reducing  energy  costs  as  much  as  20  percent. 

The  system  we  design  for  you  will  be  part  of  our  nationwide  network,  the 
K  and  most  advanced  system  in  the  world  for  managing  information.  You  can  make 
)wn  changes  as  your  business  changes  and  grows.  Your  system  will  be  flexible,  to 
\modate  further  advances  in  technology;  it  will  be  backed  by  and  integrated  with  the 
System. 

The  knowledge  business  can  help  you  move  into  the  Information  Age. 

The  knowledge  business 


At  a  time  when  money  is  almost  unbeliev- 
ably dear,  the  brokers  have  $9  billion  that 
doesn't  cost  them  a  penny 


Brokerage 
or  banking? 


By  Richard  L.  Stern 


It  used  to  be  said  that  America's 
slaughterhouses  packaged  every- 
thing but  the  oink.  America's  bro- 
kerage houses  sell  the  oink,  too.  In 
fact,  Wall  Street  firms  currently  earn 
more  money  from  financing  and  in- 
vesting customer  balances  than  from 
buying  and  selling  stock. 

Here's  how:  There's  always  a  delay 
between  the  time  a  broker  issues  a 
check  and  the  time  a  customer  cashes 
it.  This  money,  together  with  cus- 
tomers' account  balances,  currently 
amounts  to  $9  billion.  Brokers  put 
such  funds  to  work  for  their  own 
benefit — lending  to  other  customers 
who  have  debit  balances  in  their  mar- 
gin accounts  or  financing  their  own 
trading  in  stocks  and  bonds. 

In  addition  to  this  free  capital,  Wall 
Street  firms  make  additional  sums  by 
borrowing  money  wholesale  and  lend- 
ing to  customers  at  retail.  On  a  mar- 
gin account  debit  balance,  for  exam- 
ple, a  broker  will  charge  a  customer 
anywhere  from  one-half  of  1%  to  as 
high  as  3%  over  the  rate  the  banks 
charge  the  brokers.  Sometimes  the 
brokers  will  finance  this  profitable 
business  by  borrowing  from  their  own 
customers  at  a  cheaper  rate  than  they 
would  get  from  the  banks. 

Many  firms,  such  as  Goldman 
Sachs,  Bear  Stearns  and  San  Francis- 
co's Sutro  &  Co.,  encourage  custom- 
ers to  leave  large  sums  in  their  ac- 
counts by  paying  interest  on  cash  bal- 
ances. The  going  rate  was  recently 
15% — better  than  banks  but  lower 
than  money  market  funds. 

This  allows  a  convenient  profit 
spread  and  also  generates  considerable 
controversy.  Brokers  argue  that  pay- 
ing interest  is  a  customer  conve- 
nience, while  bankers  see  it  as  an 
invasion  of  their  turf.  Some  aggressive 
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Merrill's  Greg  Fitz-Gerald 

A  money  desk  for  the  space  age. 

brokerage  firms,  in  fact,  were  courting 
business  by  advertising  for  cash.  This 
sparked  a  fight  with  the  banks,  and 
the  Securities  Investor  Protection 
Corp.,  which  insures  brokerage  firm 
customer  accounts,  recently  warned 
that  it  doesn't  insure  cash-  in  broker- 
age accounts  if  the  money  is  there 
simply  to  earn  interest. 

Add  up  all  these  goodies,  and  in 
1980  $1.5  billion  of  the  $2.3  billion 
earned  before  taxes  by  the  New  York 
Stock  Exchange  member  firms  came 
from  "net  interest  earned."  Most  of 
that  comes  from  interest  earned  on 
customer  accounts.  The  balance  of 
the  total — $746  million — came  from 
sources  more  usually  associated  with 
Wall  Street's  business.  Merrill  Lynch 
itself  earned  $251  million  in  interest 
income  out  of  its  total  $366  million 
pretax  earnings.  Similarly,  at  E.F.  Hut- 
ton  $96  million  of  its  $156  million 
pretax  was  on  interest  income.  Don- 


aldson, Lufkin  &.  Jenrette  would  havl 
lost  money  if  it  hadn't  been  for  thJ 
$22  million  in  pretax  earnings  on  inl 
terest.  Pretax  income  was  $16  mill 
lion.  In  198 1,  which  has  mostly  been  I 
down  year  for  The  Street,  it's  a  safjl 
bet  that  the  industry  would  probabl  I 
be  in  the  red  without  its  moneylendl 
ing  activities.  In  fact,  in  the  lagl 
quarter  DLJ,  Hutton  and  Merrill 
were  profitable  only  because  of  nel 
interest  earned.  No  wonder  the  firmjl 
are  creating  big  operations  to  manl 
age  this  money. 

At  DLJ,  Treasurer  Richar 
Brueckner  has  50  people  in  his  opei 
ation.  Merrill  Lynch  has  built  at  it 
New  York  headquarters  the  mos 
modern  computerized  money  man 
agement  desk  in  the  world.  It  ever 
tually  will  be  connected  by  satellit 
to  an  already  existing  money  desk  i 
London  and  new  operations  probabl 
in  Bahrain  and  either  Singapore  c 
Hong  Kong.  The  idea:  to  float  Me! 
rill's  borrowing  needs  around  th 
globe  on  a  24-hour  basis,  searchin 
for  the  cheapest  interest  rates  in  th 
world.  The  less  the  money  cos! 
Merrill,  the  more  it  makes  on  th 
spread. 

The  float  continues  to  rise  despit 
the  fact  that  several  years  back  th 
Securities  &  Exchange  Commissio 
frowned  on  firms  who  send  checks  t 
their  East  Coast  customers  that  an 
written  on  West  Coast  banks  an 
West  Coast  customers  checks  writte 
on  banks  in  the  East. 

Wall  Street  also  makes  big  dollai 
by  lending  out  the  millions  upon  mi 
lions  of  stock  certificates  customei 
leave  on  deposit.  The  stock  is  lent  oi 
to  other  firms  who  need  it  to  cove 
short  positions.  In  return  for  the  cu 
tomer  stocks,  brokerage  firms  get  tt 
value  of  the  stock  in  cash,  which  the 
then  lend  out.  Nifty. 

"We've  worked  very  hard,"  says 
Gregory  Fitz-Gerald,  chief  financi. 
officer  of  Merrill  Lynch,  "to  let  peop 
around  the  world  know  that  we  ai 
available  to  take  down  huge  chunks 
cash.  If  there's  $100  million  in  Loi 
don  to  loan  out  for  three  days,  the 
may  well  come  to  us.  There  aren 
many  places  they  can  lay  off  that  kir 
of  money  all  at  once." 

Merrill's  Fitz-Gerald  has  a  pon 
when  he  says  you  can't  separate  tr 
moneylending  from  the  brokeraj 
business  "any  more  than  you  cou 
look  at  an  airline  balance  sheet  ar 
conclude  that  all  the  profits  coir 
from  selling  liquor  and  carrying  bel 
cargo."  But  the  point  remains:  II 
getting  harder  and  harder  to  tell  whe 
the  brokerage  business  lets  off  and  tl 
banking  business  begins.  ■ 
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they  have  the  leading  business  magazines 

in  Europe  (including  UK,  Germany,  Italy,  Spain, 

Sweden,  Norway,  Denmark  and  Finland)  in 
Africa,  the  Middle  East  and  Latin  America  and  in 
the  Pacific  (including  Australia,  China  and  Japan) 
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Our  case  for 
sex  discrimination. 

Sex  no  longer  determines  who,  if  anyone,  wears  the  pants. 
So  why,  a  lot  of  you  are  demanding,  should  it  determine  in- 
surance rates? 

Consider  the  nearly  double  crack-up  rate  of  male  drivers  25 


sand  under  versus  female  drivers  25  and  under. 

Suppose  we  at  /Etna  Life  &  Casualty  ignored  this  statistical 
reality.  Sister  Sue  would  pay  40%  more  for  auto  insurance  so 
Brother  Bob  could  pay  20%  less.  Unfair!1 

Now  let's  sauce  the  gander.  Say  we  had  unisex  insurance 
rates.  Collective  Bobs  would  more  than  chivalrously  pay  for 
collective  Sues'  annuities,  since  women  live  to  collect  longer. 
Equally  unfair! 

Accusations  of  Neanderthalism  aside,  /Etna  simply  isn't 
going  to  toss  out  cost  differences  based  on  criteria  like  sex  and 
age  when  the  results  would  be  inequitable? 
I  But  we  do  have  squads  of  experts  studying  the  impact  of 
changing  life  patterns  on  auto,  life,  and  other  insurance?  And 
ongoing  analysis  has  already  eliminated  some  risk  criteria  and 
(instituted  others,  including  factors  you  control  personally. 

Example:  We  give  young  driver-training  graduates  an 
(average  12.3%  discount?  And  we  now  reduce  individual  life 
premiums  for  non-smokers. 

That's  fairer,  we  think,  than  changes  that  would  make 
insurance  less  affordable  for  a  lot  of  us — men  and  women  alike. 

|     .  Jitna 

ants  insurance  to  be  affordable, 

xordingtoan  /Etna  study  2 We  admit  it  can  be  rankling  charged  accordingly  — what  we  in  accident-free  drivers,  for  cars  less 

insurance  made  in  1979,  to  be  treated  as  a  statistic.  But  the  insurance  call  "cost-based  pricing."  prone  to  damage  or  theft,  and  for 

;nerally  warmed  to  the  idea  whole  idea  of  insurance  is  the  'At  last  count,  we  had  some  homes  equipped  with  burglar  and 

rates  for  different  groups,  pooling  of  risk  among  groups  of  135  people  looking  into  how  risk  fire  alarms.  We  think  positive 

;n  they  were  informed  of  individuals.  Those  groups  are  de-  can  be  measured  in  life,  casualty-  incentives  make  more  sense  than 

t  on  their  pocketbooks.  the  fined  by  the  loss  experience  of  property,  and  group  insurance.  experimental  policies  that  turn 

I  turned  thumbs  down.  up  to  millions  of  cases,  and  are  4 /Etna  also  charges  less  to  their  backs  on  actual  experience. 
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The 
trouble  with 
Fischbach. 

The  trouble  is,  not  enough  people  in  the  investmen 
community  know  us. 

And  of  those  who  do,  many  don't  realize  how  bi^ 
diversified  we've  become. 

So,  after  63  years  of  quietly  explosive  growth,  j 
decided  that  a  little  visibility  is  in  order. 

To  that  end,  we've  commissioned  a  smart  new 
(below),  and  adopted  a  new  mascot  (at  left). 
Because  we  want  to  get  your  attention. 
Our  hope  is  that  even  if  you  forget  some  of  thd 
details  below,  you'll  remember  that  our  name  stai 
for  an  interesting  investment  opportunity. 
Here  are  the  details. 

The  Fischbach  now  traded  on  the  NYSE  is 
a  holding  company  created  in  1980,  with  a  billic 
dollars  in  1981  revenues.  We  are  into  electrical  a 
mechanical  construction,  energy  managemen 
signage,  power  plant  construction  and 
maintenance,  nuclear  plant  maintenance  ar| 
instrumentation. 

Our  Canadian  and  international  busine 
are  impressive.  And  acquisitions  outside 
the  construction  industry  are  part  of 
our  future.  We're  good  managers. 
And  we  are  playing  an  important 
role  in  the  reindustrialization 
of  this  country. 
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1980  was  the  best  year  in  our  history  and 
1981  promises  to  be  even  better. 

Our  finances  are  sound;  compound  revenue  c 
over  the  past  10  years  has  averaged  14%  —  net  inco 
has  grown  at  11%  compounded  over  the  same  peri  n«r 

The  trouble  with  Fischbach,  in  other  words,  is 
the  kind  of  trouble  we  believe  a  lot  of  investors  oug 
consider  for  their  portfolios 

For  more  information  about  Fischbach  Corpoi 
write  Mr.  Duane  O'Connor,  Vice  President,  at 
our  Executive  Offices.  485  Lexington  Ave. ,  New  Yd 
NY  10017.  Or  call  him  at  212-986-4100. 

Fischbach  - 

Fischbach  is  more  than  Fischbach  and  Moore. 


THE  FISCHBACH  COMPANIES  FISCHBACH  AND  MOORE  INCORPORATED  NATKIN  &  COMPANY  FISCHBACH  AND  MOORE  INTERNATIONAL  CORP  POWER  SYSTEMS  INC 
FISCHBACH  AND  MOORE  OF  CANADA.  LTD  MERCURY  COMPANY  OF  NORWOOD.  INC  W  HEATH  &  CO. 


Capital  Markets 


The  trouble  weak  borrowers  will  have 
does  not  add  up  to  a  crunch.  But  it's  a 
vood  reason  for  caution. 

THE  RISKS 
GET  RISKIER 


By  Ben  Weberman 


Hs.4 


Recession  and  high  money  costs  are 
Dringing  many  corporate  entities 
ind  governments  to  the  brink  of 
jinancial  collapse.  Some  will  go, 
{nost  won't. 

Strains  show  up  quickly.  Allis- 
iZhalmers  Credit  Corp.  lost  its  in- 
vestment quality  rating  on  commer- 
cial paper  in  late  October,  when 
Moody's  downgraded  the  instru- 
ment to  P-3  from  P-2.  That  change 
Eliminates  Allis'  paper  from  portfo- 
lio purchase  by  just  about  any  mon- 
ly  market  mutual  fund.  Most  buy 
|>nly  P-l  and  some  also  take  P-2  to 
let  a  higher  yield.  P-3  is  not  consid- 
ered for  investment. 
|  For  most  corporations,  such  a  loss 
if  credit  quality  would  be  financial- 
ly dangerous.  Even  the  soundest  of 
businesses  needs  money  on  a  daily 
itasis.  If  the  lenders  shy  away,  it's 
i  ossible  to  run  out  of  cash.  Allis- 
malmers  Credit,  for  the  moment, 
B  not  in  that  position.  It  has  only 
;625  million  of  commercial  paper 
'•utstanding  and  relies  on  a  small 
iroup  of  lenders  who  will  demand 
jigher  rates  to  keep  the  money 
Rowing.  If  the  credit  company  had, 
ay,  $2  billion  of  short-term  obliga- 
tions, that  wouldn't  be  possible. 

Moody's  decision  was  based  on 
be  belief  that  both  Allis-Chalmers 
Ind  its  finance  subsidiary  have  heav- 
illy  leveraged  balance  sheets  with 

\?n  Weberman  is  economics  editor  of 
I  orbes  magazine. 


high  interest  expense  and  a  fixed 
level  of  charges.  At  the  same  time, 
the  economic  slump  is  hurting  sales; 
downgrading  the  subsidiary's  credit 
rating  only  makes  bad  times  worse. 

All  this  makes  commercial-paper 
analysis  vitally  important  for  any- 
one who  invests  in  money  market 
mutual  fund  shares.  There  won't  be 
any  massive  failure  of  corporate  bor- 
rowers. But  a  fund  with  paper  that  is 
not  redeemed  at  maturity  must  as- 
sume a  capital  loss,  a  writedown 
that  offsets  part  of  the  tempting  in- 
terest payments  it  presumably  of- 
fers. I  don't  want  to  exaggerate  this 
risk.  Most,  perhaps  all,  money  mar- 
ket funds  will  suffer  no  capital 
loss — but  some  may  get  burned.  To 
be  sure  you  have  shares  in  a  sound 
fund,  get  a  copy  of  the  current  pro- 
spectus and  evaluate  portfolio  qual- 
ity. The  more  commercial  paper 
you  find  rated  P-2  or  lower,  the  less 
soundly  you  should  sleep. 

The  biggest  and  most  notable  of 
today's  financial  struggles,  however, 
is  taking  place  in  the  tax-free  mar- 
ket. Part  of  the  $15  billion  Washing- 
ton Public  Power  Supply  System, 
known  as  Woops  on  Wall  Street,  is 
now  struggling  to  remain  solvent. 
This  is  one  of  those  agencies  set  up 
to  take  advantage  of  tax-free  bor- 
rowing to  build  a  source  of  low-cost 
power  for  private  utilities  and  blue 
chip  corporations. 

There  are  five  separate  but  related 
Woops  generating  facilities — each 
one  basically  a  nuclear  power  plant. 
The  system  is  in  the  midst  of  nego- 
tiations to  mothball  projects  4  and 
5,  but  1,  2  and  3  are  not  affected 
directly.  That's  why  a  wide  gap  sep- 
arates the  credit  quality  of  the  first 
three  from  the  final  two. 

Many  tax-exempt  bond  mutual 
funds  and  unit  investment  trusts 
own  Woops  4  and  5  bonds.  They 
were  purchased  for  high  yield.  They 
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also  had  high  risk. 

Projects  1,  2  and  3  have  a  contrac- 
tual sales  arrangement  with  the 
Bonneville  Power  Administration 
and  through  this  agency  carry  what 
some  consider  to  be  a  "moral  obliga- 
tion" guarantee  from  the  federal 
government. 

The  contract,  the  "net  billing  ar- 
rangement" with  Bonneville,  re- 
quires the  federal  agency  to  pay 
enough  to  Woops  to  cover  debt  ser- 
vice. These  payments  are  due  re- 
gardless of  whether  Bonneville  actu- 
ally buys  power  from  Woops.  The 
two  remaining  facilities — 4  and  5 — 
aren't  linked  with  Bonneville  or  the 
federal  government  at  all.  They're 
clearly  in  trouble.  Half-completed 
nuclear  plants  aren't  worth  much. 

There  are  large  risks  today  for  any 
new  project.  But  they  become  enor- 
mous when  you  consider  that 
Woops  projects  1,  2  and  3 — those 
with  the  Bonneville  net  billing  ar- 
rangements— will  cost  $8.1  billion 
and  that  $3.6  billion  must  still  be 
financed.  The  numbers  look  worse 
for  projects  4  and  5:  Total  cost  is  at 
least  $7  billion,  of  which  $2.25  bil- 
lion has  been  raised  and  at  least  $5 
billion  is  yet  to  come.  All  the  while, 
however,  cutbacks  in  energy  use 
have  reduced  the  need  for  much  of 
the  electricity  that  these  generators 
will  turn  out. 

Are  there  bargains  here?  Al- 
though the  proposed  mothballing  of 
projects  4  and  5  could  have  adverse 
effects  on  projects  1,  2  and  3,  the  net 
billing  arrangement  with  Bonneville 
makes  these  still  excellent-quality 
bonds.  They  carry  a  generous  15% 
long-term  yield.  Projects  4  and  5, 
meanwhile,  are  only  for  speculators. 
Risk  is  enormous  and  I  can't  recom- 
mend the  securities. 

The  12V2  %  project  4  and  5  bonds 
sell  at  78  to  yield  16%.  This  com- 
pares with  9lA%  coupon  bonds  of 
project  2,  which  sell  at  71  to  yield 
13%  to  maturity  in  201 1.  The  latter 
bonds  concede  3%  in  yield  but  will 
bear  up  much  better  in  time. 

Discount  bonds,  because  they  car- 
ry more  appreciation  potential  than 
current  coupon  bonds  such  as  the 
15%  projects  I,  2  and  3  of  2017  and 
2018,  sell  at  a  lower  13%%  yield. 
Buy  the  discount  bonds  to  play  the 
prospect  that  long-term  interest 
rates  will  fall.  Stick  with  the  15s  if 
you  want  high  income  and  care  less 
about  capital  gains.  ■ 


BES,  NOVEMBER  23,  1981 


221 


Stock  Comment 
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/  agree  that  stocks  are  now  generally 
undervalued,  but  I  suggest  not  squander- 
ing reserve  buying  power  prematurely. 

THE  MOMENT 
OF  TRUTH 


By  Heinz  H  Biel 


A  few  weeks  ago  the  President  con- 
ceded that  this  country's  economy 
is  now  in  a  state  of  "slight"  reces- 
sion. An  Administration  official, 
when  asked  whether  he  could  see  a 
light  at  the  end  of  the  tunnel,  an- 
swered strongly  in  the  affirmative 
and  quipped  "and,  it  isn't  the  light 
of  an  oncoming  train."  Well,  what 
else  would  you  have  expected  him 
to  say?  That  the  recession  is  going 
to  be  long  and  deep? 

Now,  only  about  a  year  after  his 
election,  Reagan  faces  the  moment 
of  truth.  He  does  not  have  many 
choices  of  action,  and  all  of  them 
are  decidedly  unpleasant,  if  not  po- 
tentially dangerous.  A  slight  reces- 
sion can  easily  grow  into  a  serious 
one  with  all  its  well-known  con- 
comitants: rising  unemployment, 
lower  tax  revenues,  mounting  defi- 
cits and,  last  but  not  least,  tremen- 
dous political  pressure  that  the  gov- 
ernment do  something  about  it. 

All  of  Reagan's  predecessors,  from 
Eisenhower  on,  have  been  subject  to 
this  kind  of  pressure,  and  in  every 
instance  the  presidential  knees  even- 
tually buckled.  What  will  Reagan  do- 
To  start  feeding  stimulants  to  the 
economy  at  this  early  stage  in  order 
to  reverse  recessionary  tendencies 
implies  the  jettisoning  of  the  key- 
stone of  Reagan's  economic  pro- 
gram— i.e.,  containing  inflation  and 

Heinz  H.  Biel  is  a  vice  president  of  the  NYSE 
firm  ofjanney  Montgomery  Scott 


reducing  it  to  a  less  intolerable  rate. 
It  is  a  terrible  dilemma  for  any  poli- 
tician, and  especially  for  Reagan, 
who  already  is  being  accused  of  do- 
ing nothing  for  the  unemployed  or 
for  distressed  businesses,  while  re- 
ducing taxes  "for  the  rich,"  al- 
though this  is  meant  to  stimulate 
investment  and  produce  more  jobs 
in  the  future. 

For  a  while  Fed  Chairman  Paul  A. 
Volcker  can  serve  as  a  scapegoat.  So 
far  he  seems  to  have  the  President's 
confidence  and  Treasury  Secretary 
Regan's  lukewarm  support,  but 
Congress  is  snapping  at  his  heels. 
As  if  Volcker  were  responsible  for 
the  fact  that  long-term  interest 
rates  are  high.  They  are  so  high  be- 
cause, at  long  last,  the  lenders  of 
investable  funds  are  refusing  to  sub- 
sidize the  borrower,  as  had  been  the 
practice  for  the  past  several  decades. 

If  the  Fed  should  be  "coerced" 
(presumably  post- Volcker)  into 
pumping  fresh  credit  into  our  econo- 
my, largely  by  monetizing  a  bigger 
portion  of  the  Treasury's  huge  fi- 
nancing needs,  short-term  interest 
rates  can  be  brought  down  rather 
quickly.  However,  that's  no  way  to 
help  the  housing  industry  or  finance 
any  other  business.  To  put  bank 
loans  into  brick  and  mortar  and  ma- 
chinery, as  is  already  being  done  to 
an  excessive  extent,  is  the  classic 
method  to  commit  financial  suicide. 

On  the  other  hand,  long-term  in- 
terest rates  cannot  be  forced  down 
that  easily.  Inflationary  expecta- 
tions will  soar  if  the  Fed  should 
yield  to  political  pressures.  It  will 
make  people  even  less  willing  to 
invest  in  anything  but  relatively 
short-term  bonds.  They  remember 
that  even  a  9%  inflation  rate — one 
of  the  Administration's  modest  ob- 
jectives for  1981 — will  reduce  the 
value  of  today's  dollar  by  more  than 
80%  in  just  20  years.  The  person 
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who  buys  a  bond  maturing  in  the 
year  2001  will  insist  on  being  ade 
quately  compensated  for  the  grave 
risk  he  is  taking — and  that  means 
inevitably,  very  high  interest  rates. 

The  stock  market  has  been  mo 
seying  along  for  some  time  within 
fairly  narrow  range,  but  it  has  a  dis 
tinctly  unhealthy  look.  The  leader 
ship  on  the  downside  is  exemplary 
with  stocks  like  General  Motors, 
IBM,  Du  Pont  and  some  of  the  most 
highly  regarded  oils  appearing  all 
too  often  in  the  listing  of  new  lows 

Some  third-quarter  earning 
statements  were  shockingly  bad 
and  the  market,  obviously,  is  nol 
yet  immune  to  unpleasant  surprises 
It  is  unfortunate  that  reported  per 
share  earnings,  the  most  generall) 
used  guidelines  for  investors,  ofter 
are  distorted  by  foreign  currenc} 
translations  and  the  inclusions  o| 
gains  or  losses  on  sales  of  certain 
properties,  neither  one  having  any 
thing  to  do  with  earnings. 

Most  analysts  believe  that  stock 
in  general  are  now  undervalued 
agree.  The  downside  risk  has  dimini 
ished  greatly  in  the  past  6  to  1 
months,  while  the  upside  potential 
has  grown  proportionately.  Thi 
does  not  mean,  however,  that  ther 
is  no  longer  a  downside  risk.  Union 
tunately  there  is,  and  unless  yol 
consider  yourself  an  infallible  stocl 
market  guru,  you  would  hesitate  t 
quantify  that  risk. 

I  don't  know  how  the  stock  mai 
ket  will  respond  to  President  Rea 
gan's  economic  policy  decisions 
which  should  be  forthcoming  befor 
long  because  political  pressures  wi 
be  mounting.  My  instinct  tells  m 
that  the  market  would  prefer  th 
President  to  hang  tough  and  contin 
ue  his  halfway  anti-inflation  polic> 
even  if  it  hurts  badly  for  a  while 
The  alternative,  more  "humane"  aj 
it  seems  on  the  surface,  will  eventu 
ally  lead  to  disaster. 

Although  the  risk/reward  ratio  ft 
the  stock  investor  is  more  favorabl 
now  than  it  has  been  for  well  over 
year,  I  suggest  not  squandering  re 
serve  buying  power  prematurely.  1 
is  probably  safer  not  to  anticipat 
the  turn  for  the  better,  even  if  late 
on  you  may  have  to  pay  a  few  point 
more  for  a  favored  stock. 

Reminder:  Almost  all  investoi 
have  a  rapidly  wasting  asset  in  the 
portfolios:  the  short-term  loss.  Tak 
it  before  it  evaporates.  ■ 
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The  Contrarian 


Few  people  get  rich  picking  tops  or  bot- 
toms of  the  market.  A  low  P/E  strategy 
works  well  in  either  direction. 

ARE  YOU  GOOD 
ON  THE  DEFENSE? 


By  David  Dreman 


jl  regularly  make  the  case  here  that, 
for  the  average  investor,  a  low  price/ 
earnings  ratio  strategy  is  the  sound- 
jest  way  to  go.  This  is  not  only  true 
:in  bull  markets,  it  is  equally  true  in 
Ibear  markets. 

The  table  below  indicates  the  re- 
sults of  a  study  in  a  poor  period  for 
jthe  market — that  between  May  31, 
11970  and  Aug.  31,  1974.  The  latter 
[date  was  near  the  bottom  of  the 
iworst  market  break  of  the  postwar 
period.  The  study  measured  the  per- 
formance of  2,000  of  the  largest  pub- 
licly traded  companies  on  the 
'NYSE,  Amex  and  over-the-counter 
for  the  4'/4  years. 

The  table  shows  how  the  top  30% 
bf  P/Es  (top  row)  performed  corn- 
oared  with  the  bottom  30%  (row 
(two).  The  final  row  shows  the  aver- 
age return  for  the  2,000  stocks 
hhrough  the  period.  The  annual  re- 
turn (the  first  column)  in  each  case 
Is  broken  down  into  its  two  compo- 
lents,  appreciation  and  dividends. 

The  study  makes  clear  that  the 
ow  P/E  stocks  don't  walk  on  eggs, 
n  bad  markets,  they  drop  too,  but 
certainly  far  fewer  of  your  eggs  are 
broken  than  in  the  high  P/E  group. 
> witching  every  year  through  the 
period,  for  example,  an  investor 
vould  have  lost  under  1%  annually 

Oavid  Dreman  is  managing  director  of  Dre- 
\ian,  Gray  &  King,  Investment  Counsel, 
yew  York,  and  author  of  Contrarian  Invest- 
ment Strategy. 


in  price  in  the  bottom  group,  vs.  5% 
for  the  high  P/Es. 

A  glance  at  the  third  column  in 
each  group  shows  why  the  defen- 
sive team  is  so  strong — dividends 
on  low  P/E  stocks  tend  to  be  sub- 
stantially higher.  Switching  annual- 
ly, the  low  price/earnings  stocks 
yield  4.2%,  fully  3  times  as  much  as 
the  high  P/E  group. 

The  bottom  line:  Yield  was  large 
enough  so  that  the  total  return  was 
a  positive  3.4%  annually  for  the 
lowest  30%, vs.  a  decline  of  3.5%  for 
the  top.  The  results  for  holding  the 
portfolio  without  change  for  4Vi 
years,  although  less  dramatic,  show 
the  same  pattern. 

There's  never  been  a  better  time 
for  a  low  P/E  strategy  than  right 
now.  There  is  downside  risk  in  the 
market,  no  doubt  about  it.  But  there 
is  also  tremendous  upside  potential 
in  a  market  that  is,  in  real  dollars, 
selling  at  less  than  half  its  level  of  a 
decade  ago.  With  a  low  P/E  strategy, 
you  have  a  reasonable  hedge  against 
a  further  big  drop  in  the  market, 
meanwhile  being  well  positioned 
for  a  major  rise. 

As  instruments  for  a  low  P/E 
strategy,  the  building  materials 
stocks  are  currently  promising.  The 
group  has  been  put  through  the 
wringer,  with  one  of  the  worst 
housing  markets  of  the  postwar  pe- 
riod. Although  the  underlying  de- 
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mographics  continue  to  improve, 
housing  starts  are  down  from  2.25 
million  units  in  the  mid-Seventies 
to  an  annualized  rate  of  918,000  in 
September,  the  third-lowest  figure 
since  World  War  II.  Still,  a  number 
of  stocks  provide  high  yields  and 
low  P/Es  on  very  depressed  earnings. 
When  construction  again  picks  up, 
earnings  are  likely  to  explode. 

Three  interesting  situations: 

Domtar  (19)  is  a  Canadian-owned 
international  company.  The  forest 
products  and  construction  divisions 
account  for  70%  of  sales.  Reduced 
residential  construction,  along  with 
a  strike  that  cost  the  company  $1 
per  share  in  1981,  will  cut  earnings 
significantly  this  year.  Next  year, 
with  some  improvement  in  con- 
struction and  more  normal  oper- 
ations, earnings  should  bounce  back 
sharply.  The  stock  is  trading  at  a  P/E 
of  only  5  times  depressed  1981  earn- 
ings and  yields  almost  8%. 

Armstrong  World  (15),  a  major 
building-products  producer,  should 
report  earnings  increases  in  both 
1981  and  1982.  The  stock  trades  at  a 
P/E  of  7  and  yields  7.5%. 

American  Standard  (28)  is  a  large 
producer  of  building  fixtures  and 
plumbing  products,  with  stakes  in 
transportation,  construction,  min- 
ing equipment,  graphics,  and  securi- 
ty systems.  Earnings  have  grown  at 
a  rate  of  over  30%  through  the  past 
five  difficult  years  and  should  in- 
crease again  in  1981  and  1982.  The 
stock  is  priced  at  a  P/E  of  5  and 
yields  7.7%. 

As  Bernard  Baruch  noted  over 
half  a  century  ago,  large  fortunes  are 
rarely  made  by  buying  at  the  bottom 
and  selling  at  the  top.  The  name  of 
the  game  is  to  preserve  most  of  your 
capital  in  bad  markets  for  the  next 
major  move  up.  A  low  price/earn- 
ings strategy  will  do  this  for  you. 
New-issue,  high-tech,  hot-stock 
chasing  won't.  ■ 


The  low  P/E  strategy  at  work 


This  study  of  the  performance  of  2,000  stocks  shows  the  "low  P/E 
strategy"  in  action.  The  annualized  rate  of  return  is  for  the  period  May 
31,  1970  to  Aug.  31,  1974 — one  of  the  decade's  poorer  market  periods. 


twitching  every  year- 


Holding  original 
-portfolio  for  4Vi  years - 


total 
return 


appre- 
ciation 


div- 
idend 


total 
return 


appre- 
ciation 


div- 
idend 


Top  30%  P/Es 
Bottom  30%  P/Es 
Average  return  on 
2,000  stocks 


-3.5% 
3.4 

-1.0 


-A.9% 
-0.8 

-4.0 


1.4% 
4.2 

3.0 


-1.6% 
1.9 

-0.6 


-3.1% 
-2.0 

^3.4 


1.5% 
3.9 

2.8 
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TEACHING 

KIDS 
BUSINESS 

IS  OUR 
BUSINESS. 


Stock  Trends 


Junior  Achievement  offers 
business  people  a  rare  opportunity. 
A  chance  to  share  their  knowledge 
with  the  next  generation  of 
business  people. 

In  our  JA  evening  program  you'll 
meet  once  a  week  with  high  school 
students  to  help  them  set  up  and 
run  their  own  companies.  Or,  in 
our  daytime  program,  Project 
Business,  you'll  go  into  classrooms 
once  a  week  to  teach  8th  or  9th 
graders  about  the  business  world. 

To  find  out  more  about  Junior 
Achievement  contact  our  local 
office  iisted  in  your  white  pages  or 
wr  ite  Junior  Achievement  Inc., 

National  Headquarters, 

550  Summer  St., 

Stamford,  Conn.  06901. 


3* 


14     A  DIVISION  Of  IUNIOH  AC  HIE  VF  M(  NT  INC 


OPULENT 


AIR  SHIPPEO 

IN  U.S. 


1  POUND  SIDE 

GENUINE 

SCOTCH  $35 
SMOKED  SALMON 

CALL :  TOLL  FREE    800  221  -1 020 

e>       •^*)^»  n.y  ST  at  F  212  759-7410 

Cards  accepted 

CAVIAR  CENTER  USA  ORDER  BEFORE  DEC.  5 
29  East  60  Street,  New  York,  10022 


1L  M8CELL8 

Ristorante  Italiano 

FORRES,  NEW  YORK  TIMES 
AND  GOURMET 

^1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310^ 


Between  now  and  early  next  year  the 
market  could  fluctuate  sharply  as  the 
good  and  bad  news  cancel  one  another. 

HOT  POTATOES 
AND  COLD  TURKEY 


mi 


By  Ann  C.  Brown 


As  the  nation  sits  down  to  Thanks- 
giving dinner  1981,  one  of  the 
many  things  to  be  thankful  for  is 
that  this  emotionally  wrenehing 
year  is  almost  over.  After  starting 
on  a  euphoric  high,  following  the 
cliff-hanger  homecoming  of  the 
American  hostages  from  Iran,  the 
populace  was  stunned  by  the  shoot- 
ing of  the  President.  Along  with 
Mr.  Reagan's  recovery  came  better 
spirits  in  general,  and  the  passage 
of  both  the  budget  cuts  and  the  tax- 
cut  package  convinced  many  that 
the  country  was  back  on  the  good 
old  new  track.  However,  when  in- 
terest rates  continued  high  and  the 
prospects  of  a  recession  loomed 
ever  larger,  pessimism  once  again 
prevailed. 

The  rest  of  the  world  added  its 
share  of  ups  and  downs,  sending 
shock  waves  through  our  main 
mood  meter,  the  stock  market, 
with  the  attack  on  the  Pope,  Isra- 
el's bombing  of  Iraq's  nuclear  reac- 
tor, the  swing  to  the  left  of  France 
and  Greece  and  the  assassination 
in  Egypt  of  Anwar  Sadat.  Russia 
and  Poland  continue  their  off-and- 
on  collision  course,  and  there  are 
so-called  small  wars  raging  every- 
where from  the  Sudan  to  South 
Africa  to  El  Salvador,  Lebanon  and 
Afghanistan. 

Ann  C  Brown  is  executive  rice  president  of 
the  New  York  investment  firm  of  Melbado, 
Flynn  &  Associates. 


pir. 
ooks 
act 

England  provided  about  the  only  m: 
event  upon  which  the  whole  work 
could  agree — the  marriage  of  it^ 
charming  prince  to  his  lovely  lady 
But  even  that  happy  moment  was 
touched  by  the  sadness  and  strife  ir 
Northern  Ireland. 

With  nearly  1 1  months  dowr 
and  1  to  go,  I  prefer  to  direct  my: 
attention  to  next  year  to  see  wha 
it  might  hold  for  investors  whose 
confidence  and  portfolios  for  the 
most  part  have  been  badly  shaken 
After  all,  it  is  in  1982  that  most  ol 
the  economic  changes  wrought  by 
Congress  this  year  begin  to  take 
effect. 

Looking  ahead,  I  see  a  couple  - 
more  of  flat-to-down  quarters  ir 
the  gross  national  product.  Thi 
should  qualify  whatever  we  are  cur 
rently  in  as  a  recession,  ever 
though  economists  keep  revising 
their  definition  of  the  word  u 
agree  with  their  past  predictions 

The  "slowing  of  America' 
should  result  in  more  moderatt 
wage  demands  by  the  unions  nex 
year,  when  a  number  of  big  con 
tracts  come  up  for  renewal.  Unem 
ployment  should  be  on  the  ris< 
during  the  first  half  of  the  year 
and  many  workers  may  decide  tc 
keep  a  reasonably  low  profile — anc 
the  jobs  they  currently  have.  If  la 
bor  costs  increase  at  a  decreasing  • 
rate,  the  pressure  on  companies  t< 
keep  raising  their  prices  will  bt 
lessened. 

Even  Henry  Kaufman  now  con 
cedes  that  interest  rates  are  soften 
ing,  at  least  for  now.  They  havt 
already  started  down  and  shouk 
continue  to  decline,  although  those 
long,  long-term  obligations  ma> 
not  show  as  much  of  a  change  a: 
those  of  shorter  duration.  To  to 
day's  money  manager  in  this  high 
ly  volatile  world  30  years  equal: 
eternity.   Lower  short-term  rate: 
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ould  breathe  a  little  life  into  auto 
;ales,  and  housing  starts  could  pick 
ip  as  a  result  of  recently  developed 
:reative  financing. 

By  mid-summer  1982,  the  sec- 
md  installment  of  the  individual 
ax  cuts  should  be  in  effect,  giving 
:onsumers  a  lift  going  into  the  last 
lalf  of  the  year,  when,  in  case  you 
lave  forgotten,  it's  election  time 
gain.  At  the  moment,  the  Senate 
ooks  safe  for  the  GOP,  and  they 
onceivably  could  extend  their  lead 
f  they  run  on  a  record  of  having 
owered  inflation,  lowered  govern- 
nent  spending,  lowered  taxes,  low- 
red  interest  rates,  lowered  govern- 
aent  interference  and  increased 
efense  expenditures.  The  House 
/ill  likely  remain  Democratic  in 
ame  but  de  facto  Republican 
hen  you  count  along  liberal/con- 
ervative  lines. 

If  the  recession  scenario  proves 
ij  b  be  correct,  then  corporate  earn- 
igs  will  be  down,  with  the  worst 
Jomparisons  due  to  be  reported 
fter  the  first   quarter  of  1982, 
ince  the  same  period  this  year 
i  'as  unexpectedly  strong.  Between 
ow  and  early  next  year  the  stock 
larket    could    fluctuate  sharply 
'ithin  a  relatively  narrow  range  as 
J]  lie  good  news  and  bad  news  can- 
i  el  out  one  another.  Part  of  the 
170   billion   or   so   currently  in 
noney  market  funds  will  likely  be 
i"  lifted  initially  into  short-to-inter- 
lediate-term  bonds.  However,  a 
)odly  portion  of  these  funds  will 
nd  their  way  into  stocks  as  in- 
;stors  begin  to  anticipate  a  better 
xond  half  of  1982  and  possibly  a 
;ry,  very  good  1983. 
With  so  many  stocks  selling  be- 
w  their  net  asset  values,  I  contin- 
:  to  expect  a  steady  stream  of 
keover    offers,    particularly  as 
•lort-term  interest  rates  decline.  I 
imtinue  to  like  the  33  stocks  rec- 
nmended   in    my   last  column 
orbes,  Oct.  26)  and  as  of  this 
riting  one  of  the  companies  raen- 
taned,  Santa  Fe  International,  is 
f>  some  20  points  on  an  offer  of 
§>1  a  share  from  the  Kuwaitis. 
)ok  for  other  oil  service  compa- 
es  to  attract  takeover  interest — 
pr  example,  Reading  &  Bates  (22) 
id  Tideicater,  Inc.  (37).  Also  on  the 
quisition  hit  lists:  cable  TV  relat- 
1-companies,     selected  smaller 
nks  and  the  few  remaining  pub- 
;ly  owned  brokerage  firms.  ■ 


R.J.Reynolds  Industries,  Inc. 
Common  Stock  Dividend  Increased 

A  quarterly  dividend  of  70  cents  per  share  has  been  declared 
on  the  Common  Stock  of  the  Company,  payable  December  5, 
1 981  to  stockholders  of  record  at  the  close  of  business 
November  10, 1981. 

The  dividend  represents  a  1 6.7%  increase  in  the  Company's 
quarterly  cash  payment  to  its  common  stockholders  and  a 
new  annual  rate  of  $2.80  per  share. 

RJR  has  raised  the  dividend  paid  to  common  stockholders 
in  each  of  the  last  28  years  with  the  exception  of  1 971 ,  when 
it  was  prevented  from  doing  so  by  federal  economic  guidelines. 

H.  C.  ROEMER 

Senior  Vice  President. 
General  Counsel  and  Secretary 
Winston-Salem.  N.  C  .  October  15,  1981 

Eighty-One  Consecutive  Years  of  Cash  Dividend  Payments 


Tobacco  Products 
Foods  and  Beverages 
Containerized  Shipping 


Energy 
Packaging 
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Financial  Strategy 


It's  selling  diamonds  that  is  the  good 
business,  not  owning  them. 


LIKE  A  STONE 


By  John  Train 


It  seems  incredible,  but  the  hard-sell 
diamond  business  is  still  going  great 
guns,  even  though  diamond  prices 
are  off  by  as  much  as  50%  from 
their  highs.  If  you  are  tempted  by 
lower  prices  to  buy  diamonds  as  an 
investment  now,  please  remember 
what  I  advised  in  a  1978  column 
when  diamond  prices  were  flying 
high :  Know  your  seller . 

There  are,  of  course,  any  number 
of  first-class  diamond  dealers — 
firms  of  high  integrity — so  the  pro- 
spective buyer  has  every  incentive 
to  do  some  research  on  any  dia- 
mond seller  who  contacts  him.  He 
does  have  alternatives. 

I  mentioned  International  Dia- 
mond Corp.,  of  San  Rafael,  Calif.,  in 
the  earlier  column.  With  several 
thousand  brokers,  it  has  probably 
now  become  the  largest  investment 
diamond-selling  organization  in  the 
country. 

According  to  Jewelers  Circular- 
Keystone,  a  trade  publication,  Ber- 
nard Dohrmann  was  president  of 
IDC  (though  the  company  denies  it), 
of  which  his  wife  was  an  owner. 
When  Dun  &  Bradstreet  told  IDC 
that  it  would  have  to  mention  Dohr- 
mann's  record  in  its  report  on  IDC 
(Dohrmann  was  convicted  of  a  se- 
curities offense  in  1976),  Dohrmann 


John  Train  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
of  The  Money  Masters  and  Dance  of  the 
Money  Bees. 


stepped  down  and  Thomas  Lew- 
sader,  his  lawyer,  became  president. 

IDC  was  back  in  the  news  again 
last  month  when  the  state  of  Mis- 
souri challenged  in  court  IDC's  sales 
practices,  charging  misrepresenta- 
tion on  prices,  on  guaranteed  buy- 
backs  and  on  whether  indeed  IDC's 
diamonds  are  suitable  for  invest- 
ment purposes  at  all.  In  effect,  every 
material  aspect  of  the  IDC  sales 
pitch.  Presumably,  IDC  will  contest 
the  charges. 

The  July  1981  issue  of  Gem  Market 
Reporter  (Post  Office  Box  39890, 
Phoenix,  Ariz.  85069)  has  this  to 
say  about  IDC: 

"Their  prices  are  sky  high!  .  .  . 

"Here  are  a  few  of  their  prices 
along  with  a  comparison  to  the 
prices  suggested  in  the  May  Precious 
Stones  Newsletter.  (Please  note  that 
the  PSN  prices  are  33%  over  true 
wholesale  prices.) 


ct. 


IDC 

Quality      selling  price 


PSN 
price 


1.06  WS2  F 
1.08  VS1  E 

1.07  VVS2  E 

1.08  VS1  F 
1.08  WS2  H 
1.08  VS2  G 

1.08  VS1  I 

1 .09  WS2  G 

1.09  VS2  H 

1.10  VVS2  F 
1.10  VS1  G 
1.10  VS1  H 

1.10  WS1  I 

1.11  VS2  F 


$25,980  $14,000 

26,460  14,000 

34,430  18,400 

18,210  10,933 

14,915  10,000 

12,925  8,000 

9,130  5,733 

18,400  10,933 

10,870  6,933 

26,960  14,000 

15,190  10,000 

13,170  8,000 

12,325  7,467 

15,300  10,000 


"High  prices  are  not  the  only 
problem.  IDC  prefers  to  sell  dia- 
monds with  its  own  in-house  certi- 
fication. Whether  it  is  accurate  or 
not  is  not  the  point.  The  fact  is  that 
almost  nobody  in  the  legitimate 
gem  investment  business  recog- 
nizes the  IDC  certificate.  What  hap- 
pens to  your  stone  if  you  must  sell  it 
in  the  real  world;  You  must  get  a 
certificate  from  the  GIA  (Gemologi- 
cal  Institute  of  America)  or  other 
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recognized  independent  lab  and  i 
value  will  be  judged  according  to  th 
independent  analysis." 

The  point  is:  Buying  a  diamori 
wisely  is  a  lot  less  simple  than 
appears,  and  in  the  end  you  mui 
know  and  trust  the  seller. 

Persons  familiar  with  the  ge\ 
market   underline   a  number 
points  that  any  prospective  ge 
buyer  should  bear  in  mind: 

1)  Be  sure  to  check  the  fairness 
the  price  of  any  stone  you  are  thin 
ing  of  buying  by  asking  several  ot 
er  suppliers  for  quotes  on  a  stone 
its  quality.  If  you  are  certain  of  th 
stone's  quality,  check  an  indepe 
dent  price  list. 

2)  Remember  that  the  hard-se 
artists  don't  always  buy  stones 
wholesale,  whatever  they  say,  a 
particularly  not  from  De  Beers.  Ev 
less  often  do  their  customers  b 
wholesale,  as  is  commonly  claime 
On  the  contrary,  their  custome 
may  be  paying  more  than  retail 

3)  Remember  that  the  trade  w 
rarely  accept  an  "appraisal"  th 
comes  from  anyone  related  to  tl 
seller. 

4)  Some  firms  may  imply  a  bu 
back  guarantee.  A  buyback  guara 
tee  is  only  meaningful  if  it's/row 

firm  that  can  afford  to  make  good  c 
it.  A  "best-efforts"  buyback  doesr 
do  you  much  good. 

5)  Diamonds  are  not  like  doll 
bills  or  shares  of  AT&T:  One  di 
mond  is  never  exactly  like  anoth 
There  is  a  considerable  element 
discretion  in  grading,  as  with  ai 
other  "collectible." 

6)  Diamond  prices  have  been  dra 
ping  sharply.  Gems  were  overpr 
moted,  there's  less  cash  around  a; 
there  are  justified  worries  about  er 
sion  of  the  De  Beers  cartel.  So  if  yi 
do  have  a  buyback  assurance,  yi 
might  want  to  think  about  exercisi 
it  while  your  seller  is  able  to  ma 
payment.  He  may  have  to  resell 
another  buyer  the  stones  he  repi 
chases  from  you,  and  the  supply 
new  enthusiasts  is  not  infinite. 

A  final  word.  The  "collectible 
bubble  is  bursting,  as  I  have  warn 
in  many  previous  columns.  Yi 
should  get  ready  to  be  stuck  wi 
what  you  have,  with  little  hope 
finding  a  "bigger  fool"  to  fob  it  < 
on.  So  make  sure  that  you  only  ov 
what  you  know  all  about  and 
fond  of,  and  want  to  possess  sole 
for  that  reason.  ■ 
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Money  supply  growth  is  under  control, 
but  total  debt  formation  remains  exces- 
sive. That  is  causing  the  inflation. 

MONETARIST 
MISCHIEF 


By  Ashby  Bladen 


The  British  and  the  American 
Economies  are  both  reeling  under 
the  impact  of  extraordinarily  high 
interest  rates  and  continued  infla- 
tion. The  tragedy  is  that  financially 
Experienced  economists  like  Al 
jvVojnilowcr  and  Henry  Kaufman, 
kho  have  demonstrated  their  prac- 
tical competence  by  giving  general- 
i  y  correct  advice  about  the  bond 
market,  have  said  all  along  that  this 
'would  happen;  that  the  combina- 
tion of  large  government  deficits 
kith  a  severely  restrictive  monetary 
policy,  which  characterize  both 
Countries  today,  would  not  cause  a 
japid  abatement  of  inflation.  In- 
!  tead  it  would  cause  an  explosion  of 
interest  rates. 

r  Unfortunately,  politicians  in  Brit- 
s  in  and  America  chose  to  listen  to 
It  he  academic  economists  who  argue 
Ihat  inflation  can  be  gotten  under 
jontrol  painlessly  if  the  central 
jiank  will  just  keep  the  growth  of 
ihc  money  supply  steady  and  in  step 
with  the  long-term  growth  rate  of 
|he  economy.  In  my  opinion,  if  the 
I  oliticians  continue  to  heed  that  ad- 
icc,  while  the  overall  burden  of 
jebt  continues  to  soar,  then  both 
lountries  will  suffer  increasing  in- 
tability,  marked  by  progressively 
ighcr  unemployment  at  cyclical 


tbby  Hidden  is  senior  vice  president  for 
-  mvestments  of  the  Phoenix  Mutual  life  ln- 
yrance  Co  and  author  of  flow  to  Cope 
lith  the  Developing  Financial  Crisis. 




troughs  and  progressively  higher  in- 
flation and  interest  rates  at  cyclical 
peaks.  And,  of  course,  the  risk  of 
liquidity  crises  and  widespread 
bankruptcies  will  continue  to  rise. 

The  trouble  with  academic  mone- 
tarism is  that  it  is  based  on  a  theo- 
retical distinction  between  money 
and  credit  that  business  people  have 
largely  abandoned  in  practice.  It  as- 
sumes that  the  only  thing  you  can 
spend  is  money,  and  that,  therefore, 
when  somebody  makes  a  loan  he 
gives  up  purchasing  power  until  the 
loan  is  repaid.  I  have  pointed  out 
repeatedly  that  the  distinction  be- 
tween money  and  credit  has  be- 
come obsolete  because  it  ignores 
the  high  degree  of  liquidity  that 
debt  claims  now  possess.  Today  it  is 
very  easy  for  a  lender  to  recapture 
the  purchasing  power  that  he  has 
loaned  out  by  selling  the  borrower's 
note  to  a  third  party.  Or,  alterna- 
tively, he  can  rediscount  it  by  using 
it  as  collateral  for  a  loan  to  himself. 
Therefore,  practical  businesspeople 
consider  that  their  entire  portfolio 
of  financial  assets  represents  pur- 
chasing power,  not  merely  their 
checking  accounts. 

In  fact,  credit  has  been  so  readily 
available  for  so  long  that  most  of  us 
now  regard  not  only  our  assets  but 
also  our  ability  to  borrow  as  repre- 
senting purchasing  power.  This 
point  is  vitally  important  because 
the  inflationary  gap  between  real 
output  and  nominal  purchasing 
power  is  opened  up  precisely  by  bor- 
rowing. Basically,  there  are  just  two 
ways  to  get  purchasing  power.  One 
way  is  to  earn  it  by  doing  something 
useful.  But  since  the  value  of  the 
useful  goods  or  services  we  produce 
is  presumably  equal  to  the  income 
we  get  for  producing  them,  earning 
does  not  cause  an  inflationary  gap 
between  demand  and  supply. 

The  other  way  to  get  purchasing 


power  is  by  borrowing  it,  and  when 
we  do  that  it  is  very  easy  to  create 
an  inflationary  imbalance  between 
demand  and  supply.  Economists 
have  long  understood  that  bank 
loans  can  create  an  inflationary  ex- 
cess of  purchasing  power.  That  is 
obvious,  because  when  the  bank 
lends  me  your  thousand  dollar  de- 
posit and  I  spend  it,  you  also  retain 
the  right  to  withdraw  the  deposit 
and  spend  it  yourself;  so  now  there 
are  two  thousand  dollars  of  purchas- 
ing power  where  there  was  only  one 
before.  But  monetarist  economists 
misunderstand  why  bank  loans  cre- 
ate purchasing  power.  They  say  it  is 
because  bank  loans  create  money.  I 
say  that  it  is  because  they  create 
liquid  financial  claims  that  can  be 
resold  or  rediscounted;  any  borrow- 
ing that  creates  a  liquid  claim  po- 
tentially creates  purchasing  power. 

The  academic  monetarists  and  1 
agree  that  ultimately  the  additional 
purchasing  power  comes  from  the 
central  bank,  which  can  create  it  in 
unlimited  amounts  because  it  is 
really  borrowing  on  the  credit  of  the 
Sovereign  State.  But  we  disagree 
about  the  amount  of  discretion  that 
the  central  bank  really  has  in  the 
matter,  and  at  the  moment  this  is 
by  no  means  a  merely  theoretical 
dispute.  Today  it  has  enormous 
practical  significance. 

It  is  clear  that  the  U.S.  govern- 
ment will  be  running  a  very  large 
budget  deficit  during  the  next  cou- 
ple of  years.  Monetarists  say  that 
the  deficit  will  not  be  inflationary  if 
the  Fed  refrains  from  "monetizing 
the  debt"  by  buying  the  bonds  that 
the  government  will  have  to  issue  to 
finance  it.  I  say  that  government 
bonds  are  the  most  liquid  financial 
assets  in  our  system,  and  that  the 
Fed  cannot  fail  to  buy  as  many  of 
them  as  the  rest  of  the  system,  on 
balance,  wishes  to  sell  without  pre- 
cipitating a  liquidity  crisis  of  epic 
proportions. 

The  American  economy  is  about  to 
join  the  British  economy  in  reces- 
sion, and  the  record  suggests  that 
Federal  Reserve  policy  will  now  be 
relaxed,  it  tins  happens  and  there  is 
no  intervening  crisis  to  break  the 
borrowing  and  spending  mania,  both 
inflation  and  interest  rates  are  virtu- 
ally certain  to  reach  new  peaks  during 
the  next  expansion.  And  the  long- 
term  bond  and  mortgage  markets  are 
likely  to  collapse  altogether.  ■ 
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ARIZONA  SILVER  CORPORATION  0  V 

CONTINENTAL  SILVER  CORP  0-V 
A  joint  News  Release 

VANCOUVER,  B.C.,  Canada— Oct.  26,  1981.  During  the 
past  year,  further  progress  has  been  achieved  towards 
placing  ARIZONA  SILVER  CORP.  (VSE:  ARZ)  (NASDAQ: 
ARZNF)  &  CONTINENTAL  SILVER  CORP  (VSE:  CVR)  (NASDAQ: 
CTLSF)  WHITE  HILLS  SILVER  PROPERTIES  into  production 
and  the  initiation  of  gas  production  from  wells  drilled  on  the 
companies'  substantial  acreage  holdings  located  in  Tennes- 
see, U.S.A.  The  companies  have  also  entered  into  several 
participation  agreements  involving  the  acquisition  and 
drilling  of  acreage  in  Texas,  U.S.A.  The  companies'  current 
healthy  financial  position,  together  with  cash  flow  generat- 
ing from  mining  and  gas/oil  production,  should  provide 
ample  funding  for  all  development  projects. 
WHITE  HILLS  MINING  PROPERTIES 
(Arizona  Silver  Corporation) 

During  the  past  several  years  the  Company  has  been 
conducting  an  active  rehabilitation  and  development  pro- 
gram on  its  White  Hills  Mining  Properties,  comprising  a  total 
of  85  patented  and  unpatented  mineral  claims  located  in 
the  Indian  Secret  Mining  District,  Mohave  County,  Arizona. 
Mining  development  has  been  focused  towards  two  major 
areas — one  being  the  establishment  of  a  permanent  leach- 
ing operation  on  the  Company's  property  for  the  processing 
of  ore  and  the  second  being  the  rehabilitation  and  develop- 
ment of  the  Grand  Army  of  the  Republic  (G.A.R.)  Mine. 
LEACHING  OPERATION 

A  leaching  piant  established  on  the  property  which  is 
capable  ot  processing  300-350  tons  per  day  is  currently 
operating  on  a  one  shift  per  day  basis,  resulting  in  an 
average  production  of  between  100-120  tons  per  day. 
During  the  past  several  months,  extensive  modifications 
have  been  made  to  the  plant  resulting  in  improved  automa- 
tion and  substantial  up-grading  of  the  operation.  During  the 
month  of  November,  processing  is  scheduled  to  commence 
of  higher  grade  material  from  the  G.A.R.  Mine  and  the 
operation  will  be  increased  to  designed  capacity  with  the 
implementation  of  a  second  and  third  shift. 
G.A.R.  MINE  DEVELOPMENT 

Rehabilitation  of  the  G.A.R.  Mine  has  resulted  in  the 
Company  now  initiating  an  extensive  development  program 
The  G  A  R.  vertical  shaft  has  now  been  totally  rehabilitated 
to  the  370'  level.  This  work  included  total  retimbermg  and 
the  cleaning-out  of  the  old  workings.  Rehabilitation  of  a 
400'  drift  at  the  370'  level  which  included  extensive  re- 
timbering  has  now  been  completed. 

Approximately  115'  of  old  drift  workings  on  the  Middle 
G.A.R.  Vein  has  recently  been  re-timbered  and  cleaned  out 
which  has  exposed  a  vein  width  of  up  to  5'.  Assaying  of 
samples  taken  from  this  vein  indicate  values  of  between 
.28-  75  ozs.  gold  per  ton  and  between  10-20  ozs.  silver  per 
ion.  Development  drifting  to  the  west  has  extended  through 
a  forty  foot  fault  zone  and  an  additional  20'  of  drifting  on 
vein  from  which  gold  values  of  up  to  1.02  ozs.  gold  per  ton 
have  been  indicated.  An  extensive  development  program  is 
continuing  which  includes  the  up-grading  of  hoist  facilities 
and  establishment  of  an  underground  electric  rail  system. 
WHITE  HILLS  SILVER  PROPERTIES 
(Continental  Silver  Corp.) 

During  the  past  several  years,  mining  exploration  activity 
has  been  directed  towards  the  company's  23  mineral  claims 
adjoining  those  of  Arizona  Silver,  located  in  Mohave  County- 
Northwestern  Arizona  Exploration  activity  has  been  concen- 
trated on  the  "Hulda  Mine"  one  of  the  several  old  mines 
located  on  the  property.  The  development  program  has 
included  the  rehabilitation  and  deepening  of  the  Hulda 
ft  to  the  100  foot  level  and  construction  of  a  new  head 
irame.  envelopment  work  has  included  drifting  and  cross- 
■nately  650  feet  and  raising  of  100  feet 
i  has  resulted  in  the  establishment  of  material  averag- 
ing between  10-20  ounces  of  silver  per  ton  and  .06  gold  per 
it  high  grade  stringers  have  been  encountered 


which  are  approximately  8"  in  width  averaging  in  excess  of 
80  ounces  of  silver  per  ton.  Further  development  work  is 
currently  proceeding  with  the  intention  of  establishing 
further  reserves. 

GAS  AND  OIL  DIVISION 
Tennessee  Project 

During  the  past  several  years  "Continental"  &  "Arizona" 
have  assembled  and  are  currently  developing  approximately 
180,000  acres  of  oil  and  gas  leases  located  on  the  fringe  of 
the  eastern  Overthrust  Belt  in  Tennessee,  U.S.A.  In  excess  of 
90  wells  have  been  drilled  on  this  acreage  in  which 
"Continental"  holds  a  50-100%  working  interest,  "Arizona" 
25%  to  50%  working  interest  which  is  subject  to  over-riding 
royalties  of  between  12.50-18.75%.  All  drilling  commit- 
ments necessary  to  earn  this  acreage  have  now  been  met  & 
current  drilling  activity  is  being  concentrated  in  select  areas 
where  immediate  production  facilities  are  available. 

Construction  of  approximately  14  miles  of  pipeline  and 
gathering  system  facilities  have  been  completed  and  addi- 
tional systems  are  scheduled  to  be  added  over  the  next 
several  months. 

During  the  past  six  to  eight  months  extensive  testing  has 
been  conducted  on  company's  wells  that  are  connected  to  the 
pipeline  facilities.  This  testing  has  resulted  in  information 
which  is  now  being  acted  upon  whereby  the  majority  of  wells 
in  this  area  will  now  undergo  final  completion  treatment  in 
preparation  of  being  placed  on  permanent  production 
New  Acquisitions 
M.K.  Daniels  Prospect 

The  companies  have  recently  each  acquired  a  2'/2% 
working  interest  in  8,400  acres  and  a  9%  working  interest 
each  in  an  additional  2,316  acres  in  Crockett  County,  Texas. 
A  drilling  program  on  this  acreage  located  in  an  area  where 
the  majority  of  wells  are  currently  producing  10,000,000 
cubic  feet  ot  gas  per  day  is  scheduled  to  commence  during 
December  of  this  year.  Further  details  will  be  released 
shortly. 

Slope  Energy  Inc.  Farmout 

A  development  program  agreement  was  signed  on  Sept. 
17,  1981  whereby  "Arizona"  &  "Continental"  have  each 
acquired  a  25%  working  interest  (approximately  20%  net 
revenue  interest)  in  8,555  acres  in  Coleman.  Callahan  and 
Tom  Green  Counties,  Texas,  U.S.A.,  13-well  drilling  program 
has  commenced  on  this  acreage  which  is  located  in  an  area 
of  proven  oil  production  and  is  also  capable  of  gas  produc- 
tion. Production  figures  from  those  wells  drilled  to  date 
should  be  available  by  Nov.  1. 1981.  Drilling  on  this  acreage 
will  be  conducted  on  a  continuous  basis  with  a  second  20 
well  program  scheduled  to  commence  immediately  upon 
completion  of  the  first  13  wells. 

Arizona  Silver  Corporation 
Capitalization 
Authorized   10,000.000  shares 
Issued        3,107,932  shares 

Continental  Silver  Corp. 
Capitalization 
Authorized   5,000,000  shares 
Issued       2,370,086  shares 

(Contact:  Charles  S.  Underhill,  Director,  Continental  Sil- 
ver Corp  and  Arizona  Silver  Corporation,  Suite  1140-625 
Howe  St.,  Vancouver,  B.C..  Canada  V6C  2T6.  Phone:  (604) 
689-5588.) 

AMETEK  N 
THIRD  QUARTER  EARNINGS  UP  THIRTY  PERCENT 

PAOLI,  PA  (October  21,  1981)— AMETEK,  Inc.  (NYSE,  PSE) 
reported  that  both  sales  and  earnings  were  at  record  levels 
in  the  third  quarter  ending  September  30.1981. 

The  industrial  manufacturer  said  its  third  quarter  earn- 
ings topped  $7  million  or  64  cents  per  share,  on  sales  of 
$117.1  million,  highest  sales  total  for  any  quarter  in  the 
company's  fifty-year  history.  In  the  similar  three  months  of 
1980  AMETEK  earned  $5.3  million  or  49  cents  per  share  on 
sales  of  $95.9  million. 

With  three  consecutive  record  quarters  in  1981,  AMETEK's 


nine-month  totals  are  at  an  all-time  high:  the 
earned  $21.1  million  or  $1.94  per  share  on  sale 
$344  million,  compared  to  the  $16.8  million  or 
share  earned  in  the  first  three  quarters  of  1980. 
totaled  $300.5  million. 

AMETEK's  earnings  have  increased  in  41  of  tf 
consecutive  quarters,  when  compared  to  the  simi 
the  preceding  year,  according  to  company  presiden 
Noland.  Noland  said  that  new  orders  had  contin 
ahead  of  last  year's  figures  during  the  third  quart 
of  AMETEK's  divisions,  with  especially  strong  d 
instruments,  winery  equipment,  jet  engine  asser 
plastic  compounds.  The  company's  backlog  of  orde 
a  record  $215  million  at  the  end  of  the  thi 
according  to  Noland. 

"With  that  record  backlog,  and  new  orders  rur 
than  twenty  percent  ahead  of  last  year's  input,"  Ni 
"AMETEK  seems  assured  of  a  good  year  reg 
economic  trends.  But  AMETEK,  and  our  custome 
immune  to  the  problems  presented  by  the  econom 
continued.  "A  careful  analysis  of  orders  shows  th 
our  growth  has  come  from  increased  marke 
business  generated  by  new  products  and  new  cu 
and  that  our  established  customer  base  is  gene 
orders  at  a  relatively  slow  pace  similar  to  last  ye. 
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Sales 

Net  Income 

Earnings  per  share 

Averge  Common  Shares  Outstanding 


Sales 

Net  Income 
Earnings  per  share 
Dividends  per  Share 
Average  Common  Shares  Outstanding 

(In  the  last  four  consecutive  quarters  AMETEK 
$2.39  per  share) 

(Contact:  Darrah  E.  Ribble.  Jr.,  AMETEK,  In 
Square  Two,  Paoli,  PA  19301.  Phone:  (215)  647 


Three  Months  Ended  Se 
1981 

$117,129,000 
7,013.000 
.64 

10,884,106 

Nine  Months  Ended 
1981 

$344,002,000 
21,074,000 
1.94 
.75 

10,849,903 


GROW  GROUP,  INC. 

(GRO)  New  York,  N.Y. 

NEW  YORK,  October  21  . . .  Grow  Group,  Inc 
13%  increase  in  net  earnings  on  a  5%  gain  in  n 
the  first  fiscal  quarter,  Russell  Banks,  presidem 
executive  officer  of  the  diversified  specialty  che 
ings  company,  announced  today. 

"Another  outstanding  quarter  by  our  Marine  an 
Control  Group,  combined  with  a  marked  improvei 
Automotive  and  Industrial  Group,  permitted  u 
record  sales  and  earnings,"  said  Mr.  Banks. 

"Management  is  encouraged  with  the  quarter 
light  of  the  current  economy,  recognizing  that  h 
relating  to  the  development  of  our  two  proprietar 
were  absorbed,"  he  said. 

Grow,  which  is  the  nation's  seventh  largest  m 
of  paints  and  specialty  chemical  coatings,  is  d 
revolutionary  non-polluting  concept  in  pure  sp 
systems,  known  as  Enviro-Spray-,  as  well  a 
industrial  fast  food  processing  system  being  mar 
the  name  Thermaljet®. 

Three  Months  Ended  September  30: 


Revenues 

Income  from  continuing  operations 
Loss  from  Discontinued  operations 
Net  Income 

(Contact:  Russell  Banks,  president  and  chie 
officer,  Grow  Group,  Inc.  200  Park  Avenue. 
599-4400.) 


1981 
$61,660,000 
$  2,074,000 

$  2,074,000 
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ELECTRIC  COMPANY  N 

i  SMITH,  AR,  October  22,  1981— Baldor  Electric 
1  (NYSE:  BEZ),  Fort  Smith,  Arkansas  based 
urer  and  marketer  of  industrial  electric  motors, 
iiiounced  record  operating  resulsts  for  the  third 
jlind  nine  months  ended  September  30,  1981. 
jilted  comparative  condensed  operating  results 
quarter  and  nine  month  period  follow: 

Third  Quarter  Ended 
September  30 

1981  1980    %  Change 

$41,828,543  $33,117,641  26 

ore  Income 

5,926,561      4.018  807  47 

2,850,000     1.865,000  53 

3,076,56  1      2,153,807  43 

Share                          .48            34  41 

Share                         .07            06  17 


!  xe  Income 


Share 
Share 


6,388,96  1  6.294,945 
Nine  Months  Ended 
September  30 
1981  1980 
$120,663,331  $109,901,809 


17,013,856 
8,085,000 
8,928.856 
1.40 
.21 


12,925,486 
6,025,000 
6,900,486 
1.10 
18 


1 


Change 
10 

32 
34 
29 
27 
17 


6,368,624     6,274.302  2 

.  Boreham,  Jr.,  Chief  Executive  Officer  of  the 
commented  that  "our  nine  months'  operating 
:e  was  an  all-time  record,  and  our  third 
;rformance  when  compared  to  previous  third 
/as  likewise  a  record.  September  was  Baldor's 
month  in  history  by  a  wide  margin, 
e  also  pleased  to  announce  that  Robert  G. 
has  recently  joined  Baldor  as  Director  of 
At  age  45,  he  brings  excellent  credentials  and 
to  this  marketing  position.  He  has  held 
anagement  positions  in  the  industrial  elecric 
ustry.  including  sales,  marketing  and  long- 
jnning,  and  most  recently,  was  Manager  of 
i  with  a  division  of  a  major  electrical  equip- 
lufactunng  company.  He  earned  the  BSME 
|  mechanical  engineering  from  Arizona  State 
In  1962." 

{:.  R.S.  Boreham,  Jr.,  Chairman  &  President, 
l>ctric  Company,  5711  South  Seventh,  Fort 
J  7290^hone^501U4M71^^^^^ 

SOURCES  LTD.  0-V 

VER  BC,  Sept,  22/81— Diamond  drilling  at  the 
.i!d-Louanna  Gold  Mines  project  has  encountered 
i  values  with  one  three  foot  plus  section  running 
s  of  gold  per  ton  according  to  Cumo  Resources 
,ond  hole  in  the  west  end  of  the  first  level 
II  .56  ozs  of  gold  per  ton  over  a  three  foot  plus 
the  O'Sullivan  Gold  Mine  at  Nakina  Ontario, 
based  Cumo  is  funding  Consohdated-Louanna 
ton  per  day  mill  scheduled  for  production  in 
ntly  diamond  drilling  is  steadily  working  to 
■  tional  extensions  of  zones  at  the  O'Sullivan 
jmo  has  agreed  to  loan  Consohdated-Louanna 
million  dollars  to  put  the  property  into 
:i  Cumo  will  earn  75  percent  of  net  revenues 
t  and  25  percent  net  revenue  after  payout  plus 
of  all  assets  during  the  tenure  of  their 
:  This  agreement  is  subject  to  regulatory 
.P.  Graham,  P.  Eng.,  is  project  manager.  His 
study  based  on  previous  development  work 


included  3,425  feet  of  drifting  and  cross  cutting  697 
feet  of  raising  and  43,393  feet  of  diamond  drilling.  The 
tabulated  results  indicated: 
Mine  level  150  feet 

300  feet 

Adit  length  feet.  496 

496 

Adit  width  feet.  4.9 

5.8 

Average  5.3 
Average  gold  assays  cut  grade  oz.  0.41 

0.48 
=  .447 

In  1980  a  series  of  holes  were  drilled  to  confirm  the 
previous  results  of  intersected  ore  grade  material  as 
follows:  five  holes  north  zone  ranged  from  .07  ozs  gold 
over  two  feet  to  .36  ounces  gold  over  six  feet.  Five  holes 
in  the  south  zone  gave  values  of  .07  ounces  over  two 
feet  to  1.37  ounces  over  25  feet. 

In  his  report  Graham  states  that  the  previous  report  by 
W.A.  Carter.  P.  Eng.,  had  a  dilution  factor  of  20  percent 
and  to  this  Graham  added  an  additional  10  percent  safety 
factor  to  come  to  a  mineable  ore  grade  of  .30  ounces  of 
gold  per  ton.  A  concentrate  sale  contract  has  been  signed 
with  Amalgamet  Canada  Ltd.  calling  for  shipment  to 
Asarco's  East  Helena.  Montana  plant  A  diamond  drill  is 
now  steadily  working  at  the  west  end  of  the  first  level  to 
block  out  additional  extensions  of  the  ore  zones.  The  first 
two  holes  intersected  significant  ore  grade  material  as 
follows: 

UG 81-2 TD  129.5' from  74'  4'/2"  to  77'  5V4"— 3'3/4" 
2.57  ozs  gold  ton. 

UG  81-3  TD  104.5'  from  72.7'  to  75'  9'/2"— 3'  2'/2" 
0.56  ozs  gold  ton. 

We  mvision  a  startup  on  schedule  in  December  and  a 
most  viable  gold  mine  with  continued  improvement  in  gold 
values  tonnages  and  world  gold  prices  reported  Cumo 
President  Julius  Karosen. 

(Contact:  Julius  H.  Karosen.  Pres.  of  Cumo  Resources 
Ltd.,  1106-700  West  Pender,  Vancouver,  B.C.,  Canada  V6C 

PANDICK  PRESS,  INC.  0 

NEW  YORK,  N.Y.,  Oct.  14,  1981— Pandick  Press,  Inc. 
(OTC),  a  leading  national  financial  printer,  reported  today 
unaudited  results  for  the  fourth  quarter  and  yeai  ended 
August  31,  1981. 

For  the  fourth  quarter,  sales  of  $23,525,000  surpassed 
by  49%  the  record  fourth  quarter  sales  of  $15,819,000  in 
the  same  period  last  year.  Net  income  for  the  quarter  this 
year  increased  by  135%  to  $1,694,000  or  $.55  per  share 
from  the  $720,000  or  $.23  per  share  for  the  same  period 
last  year.  Earnings  per  share  figures  have  been  adjusted 
retroactively  to  reflect  a  2-for-l  stock  split  distributed  on 
January  15,  1981, 

Sales  for  the  year  ended  August  31,1981  of  $75,858,000 
were  34%  higher  than  the  record  of  $56  728.000  for  fiscal 
year  ended  August  31, 1980.  Net  income  for  the  recent  fiscal 
year  increased  by  63%  to  $5,511,000  or  $1.80  per  share 
compared  to  $3,378,000  or  $1.08  per  share  for  fiscal  year 
ended  August  31.  1980.  Earnings  per  share  figures  have 
been  adjusted  retroactively  to  reflect  a  2-for-l  stock  split 
distributed  on  January  15,  1981. 

Regarding  the  outstanding  1981  results,  Edward  G. 
Green,  Pandick's  Chairman  said,  "Fiscal  1981  will  be 
remembered  for  several  major  financial  printing  assign- 
ments. Two  massive  projects  were  the  DuPont/Conoco  merg- 
er and  the  Massey-Ferguson  Refinancing  Agreements.  The 
production  of  the  latter  project  which  entailed  41,753 
revisions,  contained  in  1,400  copies  of  printed  documents, 
consisting  of  2,122,400  pages  delivered  to  various  places  in 
North  America  and  Europe  was  the  largest  assignment  ever 
undertaken  by  one  financial  printer.  The  final  printing  was 
concluded  in  29  hours." 


Pandick's  unique  state-of-the-art,  computerized  typeset- 
ting system  made  this  accomplishment  possible. 

(Contact:  Ben  Apicella,  Senior  Vice  President,  Finance, 
Pandick-Press,  Inc.  345  Hudson  St.,  New  York,  N  Y.  10014. 
PhoneM212W4U36i^^^^^^^^^^^ 

PIONEER  HI-BRED  INTERNATIONAL,  INC.  0 

DES  MOINES,  IA— October  22,  1981— Pioneer  Hi-Bred 
International,  Inc.  today  announced  that  earnings  for  fiscal 
1981  reached  $63,452,000,  or  $3.98  per  share,  surpassing 
the  previous  year's  $57,245,000  or  $3.59  per  share.  Oper- 
ations in  the  final  quarter,  ended  August  31,  produced  a 
profit  of  $.07  per  share. 

Thomas  N.  Urban,  president  and  chief  executive  officer, 
said  that  late  sales  of  corn  and  soybean  seeds  and  high 
returns  on  the  Company's  short  term  investments  were 
largely  responsible  for  those  results. 

Urban  said  that  pre-tax  contributions  from  the  Com- 
pany's leading  product,  seed  corn,  fell  from  1980  levels 
despite  a  slight  gain  in  unit  volume  in  North  America.  He 
cited  high  production  costs  related  to  poor  weather  in  1980 
as  the  reason  for  the  decline.  "Nonetheless,  with  the 
cooperation  and  understanding  of  our  customers,  our  mar- 
keting team  managed  to  surpass  1980  unit  sales  in  spite  of 
the  limited  supplies,"  he  said. 

Urban  noted  that  the  Company's  other  seed  product 
lines  showed  improved  contributions  with  the  exception 
of  cotton  planting  seed.  The  Pioneer  cereal  seed  oper- 
ations produced  a  positive  contribution  for  the  first  time 
and  microbial  products  rebounded  from  their  1980  loss 
Sales  rose  for  the  Norand  Corporation,  reducing  losses 
for  the  subsidiary. 

Wet  weather  delayed  planting  of  some  of  the  Company's 
seed  corn  fields  last  spring  and  harvest  has  been  somewhat 
later  than  normal.  Urban  estimated  that  about  90  per  cent 
of  the  record  195,000  female  acres  had  been  harvested  by 
October  20 — with  the  remaining  10  per  cent  subject  to 
possible  freeze  damage.  "Although  the  heavy  demand  may 
outstrip  supplies  of  some  hybrids,  primarily  fuller-season 
and  newer  hybrids,  we  should  have  an  adequate  overall 
supply  of  seed  corn  and  our  other  seeds  as  well,"  Urban 
concluded. 

PIONEER  HI-BRED  INTERNATIONAL,  INC. 
(unaudited,  in  thousands  except  for  per  share  amounts) 
For  The  Quarter  Ended  For  The  Year  Ended 

August  31  August  31 

1981  1980  1981  1980 

Net  Sales  $29,807        $23  300     $477,995  $405,884 

Income  (Loss) 

Before  Taxes  $(1,384)  $(197)  $123,103  $113,271 
Provisions  For 

Taxes  $  2,446        $     83      $(59,651)  $(56,026) 

Net  Income 

(Loss)  $  1,062       $    (114)    $  63,452       $  57.245 

Earnings  (Loss) 

Per  Share  $     .07        $   (01)    $     3.98      $    3  59 

Average  Shares 

Outstanding  15,959         15,943        15,956  15,941 

(Contact:  Jim  Ansorge,  Pioneer  Hi-Bred  International, 
Inc.,  1206  Mulberry  St.,  Des  Moines.  IA  50308.  Phone:  (515) 
245^578J 

RALEIGH  ENERGY  CORP  V 
CLEAR  MINES  LTD  V 
CRESCENT  MINES  LTD  V 

VANCOUVER,  B.C.— Raleigh  Energy  Corp  (RLE)  and  Clear 
Mines  Ltd  (CLE)  each  with  a  21.25  percent  W.I.  and  12.75 
percent  N.R.I,  and  Crescent  Mines  Ltd  (CRS)  with  lu  percent 
W.I.  and  6  percent  N.R.I,  starting  with  the  Fuller  No.  1  and 
all  subsequent  wells  are  pleased  to  announce  the  following 
on  the  Ashtabula  County  Williamsfield  Township,  Ohio — oil 
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and  gas  joint  venture.  All  companies  trade  on  the  Vancouver 
Stock  Exchange. 

1.  Eastlake  No.  1  Well — Flowing  at  an  initial  rate  of  264 
barrels  of  oil  per  day  and  1.6  million  cubic  feet  of  gas 
per  day. 

2.  Stanford  No.  1  Well— Flowing  at  an  initial  rate  of  210 
barrels  of  oil  per  day  and  1.65  million  cubic  feet  of  gas 
per  day. 

3.  Fuller  No.  1  Well — Intersected  57  feet  net  pay  section 
containing  a  31  foot  oil  leg.  Well  to  be  completed  by 
October  14,  1981. 

(Contact:  James  McLeod,  President.  400-905  West  Pender 
Street,  Vancouvet,  B.C.  V6C  1L6.  Phone:  (604)  669-6731.) 

TELEFLEX  INCORPORATED  A 

LIMERICK,  PA — Teleflex  Incorporated  today  reported  a 
51%  increase  in  net  income  and  a  33%  increase  in 
revenues  for  the  third  quarter. 

For  the  quarter  ended  September  27,  1981,  net  income 
increased  to  $1,600,000  from  $1,060,000  for  the  same 
three  months  in  1980.  Revenues  for  the  quarter  increased  to 
$24,143,000  from  $18,192,000.  Earnings  per  share  in- 
creased to  $  34  per  share,  up  48%  from  the  $.23  reported  in 
1980. 

For  the  nine  months  ended  September  27,  1981,  net 
income  amounted  to  $5,203,000 — a  55%  gain  over  the 
$3,358,000  reported  in  the  same  period  last  year.  Revenues 
were  $76,181,000,  compared  to  $55,835,000  in  1980. 
Earnings  per  share  were  $1.11  per  share  compared  to  $.74 
per  share  in  the  prior  year. 

COMPARATIVE  SUMMARY  OF  REVENUES  AND  EARNINGS 
(UNAUDITED) 


Three  Months  Ended 


Nine  Months  Ended 


Sept  27, 
1981 


Sept  28, 
1980 


Sept  27 
1981 


Revenues       $24,143,000  $18,192,000  $76,181,000 

Income  before 

taxes          $  2,857,000  $  1,964,000  $  9,528,000 

Net  income     $  1,600,000  $  1  060.000  $  5,203,000 


Sept  28, 
1980 
$55,835,000 

$  6,219.000 
$  3,358,000 


Earnings  per 

share(A)       $  .34  $  23    $  1.11  $  74 

(A)  Adiusted  to  relied  the  three-tor-tvro  stock  split  distributed  September  15, 
1981 

Contact:  Seaborn  C.  Langley,  Director  of  Corporate  Com- 
munications. Teleflex  Incorporated,  155  South  Limerick 
Road,  Limerick,  PA  19468.  Phone  (215)  948-5100.) 

UNITED  ENERGY  RESOURCES  INC  N 

HOUSTON,  TEXAS,  October  22,  1981— United  Energy 
Resources,  Inc.,  today  reported  unaudited  consolidated  net 
income  for  the  third  quarter  of  1981  to  $49.6  million,  or  $1.78 
per  share,  on  operating  revenues  of  $1  4  billion,  as  compared 
with  net  income  of  $38.3  million,  or  $1  49  per  share,  on 
revenues  of  $1.1  billion  for  the  third  quarter  of  1980. 

Consolidated  net  income  for  the  first  nine  months  of 
1981  was  $158.9  million,  or  $5  71  per  share,  on  operating 
revenues  of  $3.9  billion,  as  compared  with  net  income  of 
$117.1  million,  or  $4.54  per  share,  on  operating  revenues  of 
$3.0  billion  for  the  same  period  in  1980. 

United's  consolidated  net  income  for  the  12  months 
ended  September  30.  1981  was  $207  3  million,  or  $7.56  per 
shan.  on  operating  revenues  of  $5.0  billion,  as  compared 
with  net  income  of  $145.5  million,  or  $5 .64  per  share,  on 
operating  revenues  of  $4.0  billion  for  the  12  months  ended 
September  30,  1980 

Hugh  Roff,  Jr.,  United  Energy's  chairman,  president 
t  executive  officer,  said  each  principal  subsidiary 
O'ltriOL'ted  to  the  improved  third  quarter  results. 

I  nergy  Resources  is  the  parent  company  of  United 
Pipe  Line  Company  (interstate  gas  transmission). 
I  Texas  Transmission  Company  (intrastate  gas  trans- 


mission). Cotton  Petroleum  Corporation  (oil  and  gas 
exploration,  development  and  production).  United  Energy 
Services  Company  (contract  drlling  and  well  servicing) 
and  PetroUnited,  Inc.  (bulk  liquids  terminaling  and 
marketing). 

(Contact:  Marvin  L.  Brown,  Jr.,  United  Energy  Resourc- 
es, Inc.  P.O.  Box  1478,  Houston,  TX  77001.  Phone:  (713) 
237-5373  ) 

UNITED  TELECOMMUNICATIONS  INC.  N 

KANSAS  CITY,  MO.,  October  8,  1981— United  Telecom- 
munications, Inc.  earnings  per  share  for  continuing 
operations  for  the  first  three  quarters  of  1981  were  $2.06, 
up  17  percent  from  $1.76  in  1980,  Chairman  Paul  H. 
Henson  announced  today.  Reflecting  a  first  quarter 
capital  gam  on  the  sale  of  Calma  Company,  earnings  per 
share  for  the  period  were  $2.82,  compared  to  $1.77  in 
1980. 

United  Telecom's  earnings  per  share  from  continuing 
operations  were  71  cents  in  the  third  quarter,  compared 
to  60  cents  in  1980.  For  the  12  months  ended  Sept.  30, 
1981,  earnings  per  share  from  continuing  operations  were 
$2.67,  compared  to  $2.34  for  the  12  months  ended  Sept. 
30,  1980.  Earnings  per  share  were  71  cents  for  the 
quarter  and  $3.45  for  the  12  months  ended  Sept.  30, 
compared  to  60  cents  and  $2.36  for  the  similar  periods  in 
1980.  The  1980  results  have  been  restated  to  include 
Megatek  Corporation,  acquired  in  August,  and  to  reflect 
accrued  vacation  liability  in  accordance  with  new  ac- 
counting rules. 

Henson  said  solid  revenue  growth  in  the  company's 
telephone  operations  and  healthy  sales  increases  in  the 
distribution  business  provided  the  impetus  for  the  strong 
third  quarter  performance.  Total  revenues  and  sales  were 
$590  million  for  the  quarter,  up  24  percent  from  $477 
million  in  1980,  bringing  total  revenues  and  sales  to  $2.2 
billion  for  the  12  months  ended  Sept.  30,  1981. 

(Contact:  Don  Forsythe.  United  Telecommunications.  Inc.. 
P.O.  Box  11315,  Plaza  Station,  Kansas  City,  MO  64112. 
Phone:  (913)  676-3343.) 

WOODS  PETROLEUM  CORPORATION  N 

OKLAHOMA  CITY.  OK,  Oct.  8— Woods  Petroleum  Cor- 
poration (NYSE)  announced  today  it  has  completed  a 
gas  discovery  in  the  deep  Anadarko  Basin  of  Western 
Oklahoma. 

The  Stratton  No.  31-1  well  in  Custer  County  has  been 
completed  flowing  gas  through  drill  pipe  from  the  lower 
Atoka  Sands  at  15,336  feet.  Abnormally  high  pressures 
encounterd  upon  penetrating  the  Atoka  precluded  a  normal 
type  completion.  Sales  have  already  commenced  into  a 
pipeline  at  an  initial  rate  of  13,600,000  cubic  feet  of  gas 
per  day,  and  it  is  anticipated  that  the  rate  will  be  increased 
over  the  next  several  weeks.  A  contract  has  been  negotiated 
that  provides  for  an  uncontrolled  gas  price  approaching 
$9.00  per  MCF. 

The  Woods  1981-11  drilling  program  owns  a  49.6  percent' 
working  interest  in  the  discovery  well.  Including  the  drillsite 
section  the  Woods  1981-11  drilling  program  owns  a  total  of 
790  net  acres  underlying  three  contiguous  sections  on  the 
prospect.  Woods'  corporate  ownership  in  the  discovery  well 
is  27.8  percent.  Woods  and  its  drilling  programs  also  own 
approximately  6,900  net  acres  of  undeveloped  leasehold 
within  a  six  mile  radius  of  the  discovery. 

A  D  Freshour,  President  of  Woods,  said,  "The  company 
has  already  spudded  a  second  well  offsetting  the  discovery 
immediately  West."  Freshour  added,  "this  is  the  company's 
eighth  discovery  in  the  Anardarko  in  the  last  six  months." 

Woods  Petroleum  Corporation  is  an  independent  oil  and 
gas  producer  headquarterd  in  Oklahoma  City,  Okla. 

(Contact:  A.D.  Freshour.  Chairman.  President  and  Chief 
Executive  Officer  or  Leroy  Ussery  Financial  Vice  President, 
Secretary  &  Treasurer,  Woods  Petroleum  Corporation.  3555 
N.W.  58th  St..  (Suite  500).  Oklahoma  City.  OK  73112. 
Phone  (405)  947-7811.) 


Take 
advantai 
of  this  ne\| 
low-cost  L 
advertisirl' 
service 
from 
Forbes 


CORPORATE  REP 


It's  where  publicly-held  corpc|,aK 
can  report  current  developm  \ 
America's  most  important  invito 


Corporate  Report  Updates  e 

once  a  month.  For  added  edit 
impact  and  relevance,  it  will  b| 
positioned  in  Forbes'  popularl 
section,  "Money  and  Investmj 

Forbes  has  over  690,000  subs! 
and  a  total  readership  that  ex  [ 
2,250.000.  Ninety-eight  percej 
Forbes'  subscribers  have  an 
ment  portfolio  with  an  averag  I 
of  $473,000.  Half  are  involved 
helping  corporations,  institutl 
pension  funds,  trusts,  etc.  msj 
investment  decisions 

Once  each  month,  in  Corpor« 
Report  Updates,  you  will  read 
all  when  they  reach  for  Forbel 
will  pay  you  to  get  all  the  fact;| 
Just  call  or  write: 

Sarah  Madison 

Corporate  Report  UpdatiF 
Forbes  Inc. 
60  Fifth  Avenue 
New  York,  NY  10011 
Phone:  (212)620-2371 


Commodities 


It  is  now  possible  to  speculate  in  short- 
erm  interest  rates  on  bank  liabilities,  or 
oedge  those  rates  if  you  like. 

THE  NEW  FINANCIAL 
CONTRACT— CDs 


By  Stanley  W.  Angrist 


rhis  past  summer  three  futures  ex- 
;hanges  received  permission  to  be- 
tn  trading  a  new  financial  con- 
tact— a  certificate  of  deposit  con- 
tact maturing  in  90  days.  All 
jhree— the  New  York  Futures  Ex- 
change, the  Chicago  Board  of  Trade 

nd  the  International  Monetary 
Harket  of  the  Chicago  Mercantile 
ixchange — believe  the  contract  will 
ittract  both  hedgers  and  speculators 
It  considerable  volume. 

Prior  to  the  introduction  of  the 
lD  contract,  the  only  viable  short- 
prm  instrument  available  for  hedg- 
iig  or  speculation  was  the  T  bill 
pntract  on  the  IMM.  But  T  bills 
i:spond  more  to  government  mone- 

iry  operations,  foreign  investment 
lows  and  similar  factors  than  do 
jrivate  short-term  debt  markets, 

jich  as  CDs,  which  are  far  more 
iDlatile. 

1  The  yield  on  CDs  is  influenced  by 
Dth  their  maturity  and  the  identity 
I  the  issuing  bank.  The  maturity 
feet  on  the  yield  enters  through 
ie  slope  of  the  yield  curve,  so  that 
:  the  yield  curve  is  sloped  positive- 
j ,  longer-maturity  CDs  have  higher 
telds  than  shorter-maturity  CDs. 
I  nee  CDs  are  based  on  the  credit  of 
he  issuing  banks,  the  perceived 
edit  risk  of  the  issuing  bank  also 
ifects  the  yield — the  lower  the  per- 

hnley  W.  Angrist  is  a  professor  at  Carnegie- 
tUlon  University  and  the  author  of  Sensi- 
:  Speculating  in  Commodities. 


ceived  credit  risk,  the  lower  the 
yield.  CDs  generally  are  perceived 
as  having  greater  credit  risk  than  T 
bills,  the  degree  depending  on  the 
specific  issuer. 

A  large  portion  of  the  demand  for 
CDs  is  attributable  to  nonfinancial 
corporations.  Corporate  treasurers 
have  found  CDs  a  good  form  in 
which  to  hold  their  liquid  balances. 
CDs  are  also  a  major  form  of  invest- 
ment for  the  rapidly  growing  money 
market  mutual  funds.  In  addition, 
political  entities,  including  state 
and  foreign  governments,  as  well  as 
central  banks,  individuals  and  a  va- 
riety of  institutional  investors,  pur- 
chase CDs. 

All  three  of  the  futures  contracts 
now  trading  will  accept  for  delivery 
CDs  issued  by  the  top-tier  or  "no- 
name"  banks.  They  are  called  no- 
name  because  a  CD  dealer  will  ac- 
cept without  knowing  the  specific 
issuer  a  CD  issued  by  any  bank  on 
this  list  at  the  same  price.  Though 
the  three  futures  contracts  differ  in 
some  of  their  delivery  rules  and  oth- 
er technicalities,  they  are,  for  the 
most  part,  quite  similar. 

Each  contract  calls  for  delivery  of 
a  domestic  certificate  of  deposit  in 
the  amount  of  $1  million.  Prices  are 
quoted  by  means  of  an  index,  100.00 
minus  the  yield  on  an  annual  basis 
for  a  360-day  year.  (A  CD  rate  of 
13.72%  would  be  quoted  as  86.28.) 
Minimum  fluctuation  of  the  index 
(a  single  tick)  is  in  multiples  of  0.01 
or  $25.  The  daily  limit  depends  on 
which  contract  is  being  considered, 
varying  between  60  points  ($1,500 
per  contract)  and  100  points  ($2,500 
per  contract).  Margins  on  the  var- 
ious contracts  have  been  running 
around  $2,000. 

One  of  the  most  interesting  as- 
pects of  the  new  CD  contract  is  the 
opportunity  it  provides  to  spread 
CDs  against  T  bills.  The  contracts 
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are  well  matched  since  they  are 
both  for  $1  million  and  the  mini- 
mum price  change  per  tick  is  $25. 
However,  it  should  be  noted  that 
the  two  instruments  are  not  sold  in 
exactly  the  same  way.  T  bills  are 
sold  on  a  discount  from  par,  with 
the  holder  receiving  par  at  maturity. 
CDs  are  interest  accrual  instru- 
ments, which  means  the  value  of  a 
CD  at  maturity  is  equal  to  the 
amount  of  the  initial  deposit,  plus 
the  accrued  interest  at  a  rate  speci- 
fied at  the  time  of  purchase.  This 
means  that  the  yields  quoted  on  the 
instruments  are  not  strictly  compa- 
rable. But  both  T  bills  and  CDs  are 
actually  traded  on  the  futures  ex- 
changes by  means  of  indexes,  as 
previously  noted. 

Over  the  past  ten  years  or  so  the 
average  spread  between  CD  and 
Treasury-bill  interest  rates  has  been 
about  95  basis  points  (.95  of  a  per- 
centage point).  The  variation  about 
the  average  spread,  as  measured  by 
the  standard  deviation,  has  been  89 
basis  points.  That  means  that  68% 
of  the  time  the  spread  has  been  be- 
tween 6  basis  points  and  184  basis 
points.  Since  the  standard  deviation 
is  almost  as  large  as  the  average 
spread,  this  implies  that  there  is 
substantial  variation  in  the  CD/T- 
bill  interest  rate  spread.  This  means 
that  there  is  ample  opportunity  for 
us,  as  speculators,  to  profit  from  ac- 
tion in  this  spread.  The  maximum 
spread  was  on  July  1 1,  1974,  when  T 
bills  reached  a  538-basis-point  pre- 
mium over  CDs  (in  the  cash  mar- 
ket). The  minimum  was  reached  on 
May  21,  1975,  when  the  spread  nar- 
rowed to  30  basis  points. 

If  you  are  interested  in  trying  to 
play  this  spread  now,  I  would  sug- 
gest going  long  CDs,  short  T  bills 
(December  contracts),  with  the  T 
bills  at  least  at  a  225-point  premi- 
um. I  would  risk  no  more  than  30 
points  from  entry  on  this  spread 
($750  per  contract),  and  I  would  look 
for  the  spread  to  narrow  by  at  least 
60  basis  points  ($1,500).  The  margin 
should  be  about  $500;  the  round- 
turn  commission  about  $80. 

Which  CD  contract  should  you 
trade?  In  recent  weeks  both  the  vol- 
ume and  open  interest  in  the  IMM 
contract  has  been  several  times  larg- 
er than  the  volume  and  open  inter- 
est on  either  of  the  other  two  con- 
tracts. Personally,  I  would  trade 
where  the  action  is  greatest.  ■ 
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HIRE  A 


For  a  tax-deductible  fee 
and  less  than  $8  an  hour, 

you  can  take  on  a 
bright  college  business 
major  from  another  country 
for  2  to  18  months. 


Got  a  special  project  nobody 
has  time  for  that  needs  brains 
and  initiative  as  well  as  a  pair  of 
hands?  Or  want  to  give  someone 
from  another  country  on-the-job 
assessment  before  your  company 
decides  to  hire  him  or  her  back 
home?  Take  on  an  AIESEC 
college  graduate. 

For  over  30  years  AIESEC* 
has  provided  a  chance  for  inter- 
national business  training  for 
over  100,000  highly  motivated, 
articulate  and  intelligent  college 
students,  including  over  8,000 
Americans. 

They  benefit.  You  benefit— 
whether  you  are  internationally 
minded  or  not. 

Thousands  of  smart  compa- 
nies, both  domestic  and  inter- 
national, both  large  and  small,  tap 
AIESEC  brains.  Why  don't  you? 
It's  not  often  you  can  get  one  at 
such  a  bargain.  May  we  talk? 

Write  AIESEC,  622  Third  Ave- 
nue, N.Y.,  N.Y.  10017.  Or  phone 
collect:  (212)  687-1905.  Some- 
one from  one  of  our  60  offices 
around  the  U.S. 
will  contact  you. 


*AIESEC  (Eye'sec)  stands  for  Association 
Internationale  des  Etudiants  en  Sciences 
Economiques  et  Commerciales.  In  plain 
•  English  that  means  International  Association 
of  Business  and  Economic  Students. 


MEXICAN  INVESTMENTS ?A 

§  Do  you  have  Mexican  investments  or  bank 
deposits?  Interested  in  the  outlook  for  the 
oeso?  You  should  be  reading  MEXLETTER. 

for  a  free  copy  write:  MEXLETTER, 
Apdo.  1335,  Mexico,  D.F.,  06000,  Mexico, 
or  call  905-511-5470. 


Psychology  &  Investing 


Where  have  the  tired  investors  gone?  71 
another  "alternative  investment. " 


11 


SAY,  HAVE  YOU 
HEARD  FROM 
RALPH?" 
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By  Srully  Blotnick 


I  ft* 


Birds  fly  south  for  the  winter  and 
bears  hibernate.  But  where,  I  won- 
dered, do  gamblers  go?  Atlantic  City 
draws  a  huge  summer  crowd,  yet 
the  arrival  of  cold  weather  in  the  fall 
means  layoffs  at  the  casinos  as  at- 
tendance drops.  Racetracks  experi- 
ence similar  declines,  or  close  alto- 
gether until  spring. 

I  put  the  question  to  Ralph,  a 
hardworking,  51-year-old  salesman. 
He's  an  habitual  gambler.  Between 
the  ponies  and  the  crap  tables, 
Ralph  was  very  busy  every  weekend 
during  the  summer.  In  fact,  he  be- 
came downright  difficult  to  find— 
for  anyone  but  his  bookie.  Never- 
theless, it  was  worth  the  effort  to 
keep  track  of  him. 

There  was  an  important  question 
to  be  answered  here.  Namely,  do 
people  who  decrease  the  quantity  of 
casino  and  racetrack  betting  be- 
cause of  seasonal  factors  turn  to  oth- 
er forms  of  gambling  instead?  Spe- 
cifically, I  wanted  to  know  whether 
such  people  suddenly  became  more 
interested  in  the  stock  market,  par- 
ticularly issues  of  a  volatile  sort.  It 
turns  out  that  the  answer  is  "no." 
Habitual  gamblers  aren't  nearly  as 
interested  in  the  stock  market  as  I 
had  initially  expected.  Why?  Be- 
cause they  would  rather  reap  an  im- 


Dr  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing 
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mediate  return — win  or  lose — t 
increase  the  chances  of  winning 
have  to  wait  weeks,  months  or  e 
years  to  collect.  As  Ralph  put  itlut 
like  quick  results.  That's  w< 
something  to  me."  It  had  bet 
The  data  indicate  that  it's  cosi 
him  more  than  he  might  imagiru  i 

That  was  reflected  in  a  particul 
revealing  way  in  conversations  vjun 
people  who  tend  to  gamble,  as 
posed  to  those  who  categorize  th 
selves  as  investors.  Gamblers  are 
nificantly  more  concerned  about 
"odds."  Before  they  plunk  d(| 
even  so  much  as  a  dollar,  they  w 
to  know  what  the  payoff  is 
more  important,  what  the  likelih 
is  statistically  that  they  will  get 

Investors  operate  in  a  much  n 
vaguely  defined  universe.  They 
ten  consult  P/E  ratios  and 
stock's  "beta"  (a  measure  of 
volatility  relative  to  the  market 
whole).  But  for  the  most  part,  t 
have  no  idea  what  the  odds  of 
payoff  are.  Very  few  realize 
their  ignorance  of  the  odds  is 
cisely  the  burden  they  have  to 
for  an  unspecified  payoff.  Tha 
the  odds  may  be  unkown,  but 
profit  might  be  huge. 

In  short,  the  combination  01 
instant  "payoff"  (even  if  that  pa 
is  an  instant  wipeout)  and  the 
plicity  of  the  process  (in  Ral 
words:  "Mostly,  the  market  is 
intellectual  for  me")  keep  Ralph 
the  millions  like  him  from  swii 
ing  from  roulette  andpari-mutue 
stocks  and  bonds  when  the  weai  > 
begins  to  deteriorate  in  the  fall. 

What  came  as  a  shock  to 
however,  was  the  discovery 
there  was  a  considerable  amoui 
movement  in  the  opposite  dj 
tion.  For  the  last  few  months  r 
of  the  stockbrokers  I  know  1 
been  telling  me  that  their  inc 
has  dropped  precipitously  as  a  rfl 
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I  MONEY  &  INVESTMENTS 

jjf  the  decrease  in  the  daily  volume 
|:  stock  trading.  "Some  of  my  cus- 
:>mers  don't  even  return  my  calls 
B  tely,"  said  one.  Commented  a  sec- 
!  id:  "No  one's  doing  anything.  I 
hink  they  all  went  fishing." 
\  Not  the  investors  I  follow.  Some 
Ire  avoiding  the  stock  market  en- 
i rely  ("I'm  playing  the  money 
!inds, "  said  one,  grinning.  "I've  got  a 
brtfolio  of  three  or  four  of  them"), 
lit  many  others  have  been  digging 
n  some  action  elsewhere.  "I  can't 
|  st  watch,"  one  remarked.  "You 
jnow  me,  I'vegot  to  stay  busy." 
\  What  kind  of  action?  At  first  I 
■S  ought  they  might  again  be  dab- 
I  ing  in  art  or  antiques,  stock  or 
Wmmodity  options,  condominiums 
jj'  vacant  land,  collectibles  or  pre- 
jjous  metals.  After  all,  that  is  where 
pillions  of  Americans  who  were 
i;  eking  "alternative  investments" 
jmnd  them  in  the  late  1970s.  But 
to,  that  day  is  obviously  past. 
|j:A  substantial  number  have  instead 
wind  a  new  form  of  alternative  in- 
Hstment.  It  too  has  been  around  for 
jicades,  but  is  now  experiencing  a 
jjvival  of  sorts:  betting  on  sports.  Fall 
{jay  mean  the  casinos  slow  down  and 
jme  racetracks  close,  but  the  abun- 
ince  of  other  athletic  events  that 
jke  place  during  the  autumn  and 
enter  months  more  than  make  up 
ji:  their  absence. 

The  World  Series,  football  and 
i  sketball,  on  both  the  collegiate 
id  professional  levels,  have  cap- 
ped the  attention — and  money — 
la  sizable  proportion  of  stock  mar- 
t  players  who  are  waiting  for  a 
iistained  increase  in  the  action  on 
'jill  Street.  As  a  store  owner  in  Los 
;  igeles  put  it:  "Who  needs  the 
liick  market?  I  won  more  on  the 
ledgers  this  month  than  I  made  on 
li  my  energy  and  high-tech  love- 
'  s."  A  chemicals  salesman  in  Flor- 
hj.  stated  confidently:  "The  market 
Ml  heat  up  again  soon  enough. 
Ifldit  now  I'm  keeping  busy  betting 

the  [Miami]  Dolphins." 
lj>o,  the  answer  to  my  question  is 
Msided:  Habitual  gamblers  aren't 
jiecially  fond  of  playing  the  stock 
'  irket,  but  stock  market  players  do 
unetimes    gamble,  particularly 
iien  the  market  is  quiet.  If  you  are 
Itockbroker  and  wondering  where 
ihr  customers  have  gone,  get  in 
inich  with  their  bookies.  That's 
•at  Ralph's  wife  does  when  she 
li't  find  him.  ■ 
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Value  Line 
for  $33 

This  trial  subscription  is  open  to  you  only  if  no 
member  of  your  household  has  subscribed  to 
Value  Line  in  the  past  two  years.  We  make  this 
special  offer  because  we've  found  that  a  high 
percentage  of  new  subscribers  who  try  Value 
Line  stay  with  us  on  a  long-term  basis.  The 
increased  circulation  enables  us  to  keep  our 
subscription  fees  to  long-term  subscribers  lower 
than  would  otherwise  be  possible. 

Under  the  special  trial  offer  you  will  receive  the  2000-page  Investors 
Reference  Service  (illustrated  above)  at  no  extra  cost.  You'll  receive  all  the 
new  full-page  reports  to  be  issued  in  the  next  10 weeks  on  the  more  than  1700 
stocks  and  92  industries  regularly  monitored  by  The  Value  Line  Investment 
Survey.  Filing  takes  less  than  a  minute  a  week.  All  this  material  is  so 
organized  in  your  binder  that  you  can  quickly  turn  to  a  continually  updated 
report  on  almost  any  leading  stock. 

Thus  you'll  find  it  convenient  to  have  The  Investors  Reference  Service  at 
your  fingertips  whenever  you  need  facts  and  figures,  as  well  as  Value  Line's 
projected  performance  ratings  on  more  than  1700  widely  held  stocks  in  92  in- 
dustries. 

In  the  Selection  &  Opinion  section,  which  accompanies  your  weekly 
reports,  you'll  also  get  analyses  and  forecasts  of  the  national  economy  and 
the  stock  market  .  .  .  guidance  on  current  investment  policy  explaining  Value 
Line's  bullish  long-term  position  on  the  securities  markets  .  .  .  plus  Value 
Line's  specific  stock  selections. 

Take  advantage  of  this  special  introductory  offer — and  receive,  as  bonuses 
without  extra  charge,  the  2000-page  Investors  Reference  Service  and  the 
"Evaluating  Common  Stocks"  booklet,  which  explains  how  even  inex- 
perienced investors  can  apply  thousands  of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only  two  unequivocal  ratings,  one  for. 
Timeliness  (Performance  in  next  12  months),  the  other  for  Safety. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 

jThe  Value  Line  investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 
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INTRODUCTORY  OFFER 

Begin  my  10-week  trial  subscription  for  $33  to 
The  Value  Line  Survey  (limited  once  to  any 
household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 
Begin  my  1-Year  (52  issues)  subscription  for 
$330  and  send  me  the  two  bonuses  listed  above. 
There  are  no  restrictions  with  this  annual 
subscription. 

This  subscription  is  tax-deductible  and  non- 
assignable. 


SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT  CARD 
LCD  CALCULATOR  given  to 
you  when  you  order  The  Value  V  '  oo.iSo 
Line  Investment  Survey  for  one 
year. 

□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  

(N.Y.  residents  add  sales  tax.) 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change. .  .  ." 
terns  from  past  issues  of  Forbes 

rty  years  ago  in  Forbes 

m  the  issue  of  November  26,  1921) 

omebody  has  been  praying,'  re- 

rked  Lord  Kitchener  when  news 
le  that  the  German  army  had  be- 
l  to  retreat  after  advancing  to  the 
y  gates  of  Paris.  The  momentous 
nts  at  the  Washington  [disarma- 
it]  conference  inspire  the  same 
ught.  The  praying  on  this  occasion 
gone  up  from  the  heart  and  soul  of 
ry  right-minded  man  and  woman 
mghout  the  world.  .  .  .  For  many 
turies  war  has  been  'the  sport  of 
igs.'  We  have,  in  our  slowly  evolv- 
,  enlightenment,  almost  done  away 
h  kings.  Let  us  wholly  do  away 
ih  war."  — Editor  B.C.  Forbes 

■n't  the  election  results  carry  a 
jning  to  the  Republicans?  Viewing 
|  voting  as  a  whole,  there  apparent- 
l/as  a  widespread  drift  towards  the 
Inocrats.  Why  the  disappointment 
|r  Republican  performances?  Well, 
[worst  depression  the  country  has 
wn  in  half  a  dozen  years  has  been 
ered  under  the  Republican  Admin- 
jition;  that  there  would  have  been 
/itable  depression  under  a  Demo- 
lic  Administration  is  not  given 
fch  consideration  by  the  majority 
joters.  The  unemployed  proverbial- 
rote  against  the  party  in  office, 
n,  in  business  and  financial  circles 
j  Government's  unconscionable 
nbling  over  tax  legislation  has  cre- 
jl  intense  disappointment  and 
|p  not  a  little  to  retard  recovery  in 
jhstrial  and  employment  condi- 
Is.  .  .  .  President  Harding  and  the 
iublican  Senate  and  House  would 
well  to  read  in  the  election  returns 
gaming  that  they  must  speed  up 
ally  important  legislation,  the  mud- 
|g  of  which  during  so  many 
luths  has  unquestionably  increased 
iprtamty  and  unemployment." 

le  $75  million  Good  Roads  bill  for 

ijiral  aid  to  states  in  highway  con- 
iction  has  been  passed  by  the  Sen- 
land  signed  by  President  Harding, 
anally  approved,  the  measure  con- 
ies the  practice  of  giving  Federal 
I  to  the  States  which  undertake 
I  construction.  The  Government's 
j  opriation  must  be  matched,  dollar 
j  ollar,  by  funds  from  State  treasur- 
sexcept  in  States  where  more  than 
j  of  their  area  is  unappropriated 
i  ic  land." 


"Fifty  thousand  garment  workers  in 

New  York  City  have  gone  on  strike  as 
a  protest  against  the  substitution  by 
the  Cloak,  Suit  and  Skirt  Manufactur- 
ers Association  of  the  piece-work  sys- 
tem in  place  of  the  week-work  plan. 
Efforts  of  Secretary  of  Labor  Davis 
and  twelve  United  States  Senators  to 
avert  the  strike  proved  unavailing,  the 
employers  refusing  to  postpone  the 
inauguration  of  the  new  plan  for  two 
weeks  as  suggested." 

Fifty  years  ago 

(December  1,  1931) 

"Commissions  are  falling  into  public 
contempt.  The  reception  now  accord- 
ed each  new  one  is  ridicule.  President 
Hoover  has  had  such  frequent  re- 
course to  them,  and  they  have  so  of- 
ten proved  duds,  that  citizens  have 
come  to  look  upon  their  appointment 
as  passing  the  buck.  .  .  .  The  two  that 
most  importantly  affect  the  national 
well-being  have  blundered  badly.  The 
Federal  Trade  Commission  long  had  a 
tragic  record,  but  latterly  has  been  do- 
ing better.  The  Interstate  Commerce 
Commission  has  played  a  lamentable 
part  in  pulling  America's  railroads 
down.  .  .  .  When  an  aroused  and  in- 
dignant nation  demanded  that  our 
transportation  system  be  given  oppor- 
tunity to  live,  this  all-wise  commis- 
sion, inspired  by  a  brand-new  species 
of  financial-economic-social  states- 
manship, decided  that  the  railroads' 
salvation  lay  in — the  payment  of  a 
dole  by  the  least-weak  roads  to  the 
most-weak  ones." 

Twenty  five  years  ago 

(December  1,  1956) 

"Last  July  unsuspecting  GM  junior 
executive  Edward  Nicholas  Cole,  at  46 
Chevrolet's  chief  engineer  .  .  .  learned 
that  Chevrolet  General  Manager 
Thomas  Keating  had  been  trying  to 
contact  him  all  day.  When  Keating 
suddenly  appeared  to  escort  Cole  to 
[GM  President  Harlow]  Curtice's  of- 
fice, Cole  feared  the  worst.  .  .  .  Finally 
Curtice  broke  the  suspense:  'Eddie, 
we've  asked  Tom  to  come  to  the  14th 
floor,  and  we  want  you  to  tai.e  over  as 
general  manager  of  Chevrolet.' 
Stunned,  Cole  recalls  wondering  out 
loud  'whether  I'm  capable.'  Said  Cur- 
tice, 'If  we  didn't  think  so,  we 
wouldn't  ask  you.' 

"That  same  day  Harlow  Curtice 
had  another  fateful  appointment.  At 
Detroit  Diesel,  Engine  Group  Chief 
Cyrus  Osborn  told  Diesel's  General 


Chevrolet's  Edward  N.  Cole 


Potitiac's  Serrion  E.  Knudsen 


Manager  Semon  Emil  Knudsen,  43, 
that  Curtice  wanted  to  see  him. 
.  .  .  Said  Curtice:  'Exactly  23  years 
ago  today  your  father  [William  S. 
Knudsen,  GM  president  1937-40] 
phoned  me  and  asked  me  to  become 
general  manager  of  Buick.  My  answer 
to  him  was:  How  soon?  How  would 
you  like  to  become  general  manager  of 
Pontiac?'  Replied  'Bunkie'  Knudsen: 
'How  soon?'  " 

Forbes  was  a  good  picker  of  GM 
comers.  Both  Cole  and  Knudsen  be- 
came executive  vice  presidents.  But 
when  Cole  was  picked  as  GM  presi- 
dent in  1967,  Knudsen  moved  to  the 
presidency  of  Ford  and  then,  muscled 
out  by  Lee  Iacocca,  became  CEO  of  ill- 
fated  and  now-bankrupt  White  Motor. 
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Power  always  establishes 
itself  through  service  and 
perishes  through  abuse. 
Victor  Duruy 


The  secret  of  success  in 
life  is  for  a  man  to  be 
ready  for  his  opportunity 
when  it  comes. 
Benjamin  Disraeli 


There  is  only  one  success- 
to  be  able  to  spend  your 
life  in  your  own  way. 
Christopher  Morley 


Of  two  things  we  cannot 
sufficiently  beware:  of 
obstinacy  if  we  confine 
ourselves  to  our  proper  field, 
of  inadequacy  if  we  desert  it. 
Goethe 


The  duty  to  be  alive 
is  the  same  as  the  duty 
to  become  oneself. 
Erich  Fromm 


A  Text . . . 

Lo,  this  only  have  I 
found,  that  God  hath 
made  man  upright;  but 
they  have  sought  out 
many  inventions. 

ECCLESIASTES  7:29 


Sent  in  by  Roy  Garrison,  Kingman,  Ariz. 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Defeat  should  never  be  a 
source  of  discouragement, 
but  rather  a  fresh  stimulus. 
Robert  South 


In  the  fight  between  you 

and  the  world,  back  the  world. 

Franz  Kafka 


Thoughts 

on  the  Business  of  Life 


Success  is  finding,  or 
making,  the  position  that 
enables  you  to  contribute 
to  the  world  the  greatest 
services  of  which  you 
are  capable,  through  the 
diligent,  persevering, 
resolute  cultivation  of 
all  the  faculties  that 
God  has  endowed  you  with, 
and  doing  it  all  with 
cheerfulness,  scorning 
to  allow  difficulties 
or  defeats  to  drive  you 
to  pessimism  or  despair 
B.C.  Forbes 


God  is  glorified,  not  by 
our  groans  but  by  our 
thanksgivings;  and  all 
good  thought  and  good 
action  claim  a  natural 
alliance  with  good  cheer. 
Edwin  P.  Whipple 


Success  is  never  found. 
Failure  is  never  fatal. 
Courage  is  the  only  thing. 
Winston  Churchill 


If  you  think  you  can  or 
can't  you  are  right. 
Henry  Ford 


There  is  no  sorrow  I  have 
thought  more  about  than 
that — to  love  what  is 
great,  and  try  to  reach 
it,  and  yet  to  fail. 
George  Eliot 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $1 1.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


The  private  and  personal 
blessings  we  enjoy,  the 
blessings  of  immunity, 
safeguard,  liberty  and 
integrity,  deserve  the 
thanksgiving  of  a  whole  life. 
Jeremy  Taylor 


Some  people  always 
sigh  in  thanking  God. 
Elizabeth  Barrett  Browning 


Man  can  find  meaning  in 
life  only  through  devoting 
himself  to  society. 
Albert  Einstein 


If  a  man  does  not  have 
an  ideal,  then  he 
becomes  a  mean,  base 
and  sordid  creature,  no 
matter  how  successful. 
Theodore  Roosevelt 


Our  chief  want  in  life  is 
somebody  who  will  make 
us  do  what  we  can. 
Ralph  Waldo  Emerson 


If  you  have  made  mistakes, 
even  serious  ones,  there 
is  always  another  chance 
for  you.  What  we  call 
failure  is  not  the  falling 
down,  but  the  staying  down. 
Mary  Pickford 


God  governs  the  world, 
and  we  have  only  to  do 
our  duty  wisely,  and 
leave  the  issue  to  him. 
John  Jay 


Every  moment  comes  to  you 
pregnant  with  a  divine 
purpose;  time  being  so 
precious  that  God  deals 
it  out  only  second  by 
second.  Once  it  leaves 
your  hands  and  your  power 
to  do  with  it  as  you 
please,  it  plunges  into 
eternity,  to  remain  forever 
what  you  made  it. 
Fulton  J.  Sheen 
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The  best  offense  is 
a  good  offense. 


An  aggressive  capital  invest- 
ment strategy  is  a  critical  factor 
in  maintaining  growth  and 
profitability. 

Over  the  past  five  years,  a  period 
of  retrenchment  in  some  sectors 
of  the  economy,  InterNorth  has 
recorded  capital  expenditures 
totaling  nearly  $2  billion,  which 
includes  construction  of  the 
plant  shown  here  at  our  petro- 


chemical manufacturing  complex 
near  Chicago. 

Such  a  bold  growth  strategy 
contributes  significantly  to  Inter- 
North's  consistently  favorable 
return  on  equity,  which  at  18.5% 
last  year  was  one  of  the  high- 
est in  the  nation  for  businesses 
of  our  kind. 

InterNorth,  a  natural  gas 
pipeline  pioneer,  today  is  an 
international  complex  of  natural 
resource  companies  in  natural 


gas,  natural  gas  liquids, 
petrochemicals,  exploration  and 
production,  and  coal.  Natural 
gas  provides  a  solid  foundation 
of  income  for  our  shareholders 
while  our  other  businesses  offer 
opportunity  for  capital  growth. 

For  further  information  on  Inter- 
North,  call  Roy  A.  Meierhenry, 
Vice  President  and  Treasurer, 
402-633-4937. 


Northern  Natural  Gas  Company  ■  Peoples  Natural  Gas  Company  ■  Northern  Plains  Natural 
Gas  Company  »  Northern  Natural  Resources  Company  ■  Northern  Liquid  Fuels  Company  • 
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We'll  find  your  site.Wfe'll  build  your  plant. 

We'll  recruit  your  work  force. 

YW11  help  with  your  training  costs. 

We'll  give  you  technical  quality  control  advice. 


Everybody  knows  that  Puerto  Rico  U.S.A.  has  the  best  indus- 
trial tax  incentives  under  the  American  flag. 

But  what  else  do  we  do  for  you.'  Well  for  openers,  we'll 
put  you  in  touch  with  all  the  talent  you  need  for  a  fast  start-up. 
Engineers,  :oning  experts,  designers,  landscapers-you  name 
it.  They  work  for  our  government.  But  they  think  business. 
They're  on  your  side. 

They'll  walk  you  through  our  inventory  of  ready-to- 
occupy  buildings.  Or  if  you  have  special  needs,  they'll  help  you 
select  a  site,  design  your  plant,  finance  it,  build  it,  and  give 
you  the  key  on  a  lease-back  basis. 

When  you  need  specialized  on-job  training,  Puerto 


Rico  can  pitch  in  with  $20  per  employee  for  12  weeks.  And 
we'll  even  give  you  Technical  assistance  with  quality  control. 

"The  Puerto  Rico  Government  has  gone  out  of  their 
way  to  keep  their  word,"  notes  Graham  Tyson,  Chairman- 
CEO,  Dataproducts.  "They  don't  just  say,  'Well,  we  goCem, 
now  to  heck  with  'em.'" 

In  Puerto  Rico  we  get  things  done.  We're 
old  hands  at  fast,  successful  start-ups. 


Puerto  Rico,U.S.A.  I 

The  ideal  second  home  for  American  business 
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At  a  typical  plant  sire:  Center:  A.  Neil  Montilla,  President,  Puerto  Rico  Indusrrial  Development  Corp. Far  left:  Angel  Colon,  Executive 
VP,  PRIDCO;  far  right:  Luis  O.  Rodriguez,  VP- Development,  PRIDCO;  flanking  Mr.  Montilla:  Francisco  Billoch  (1.)  and  Angel  Rovira, 
assistant  administrators,  Puerto  Rico  Economic  Development  Administration. 

ror  more  information:  write  us  on  your  company  letterhead.  Puerto  Rico  Industrial  Development,  Dept.  FB-21,  1290  Avenue  of  the 
America-,,  New  York,  N.Y.  10102.  Or  call  us  toll-free:  (800)  223-0699.  Ask  for  Carlos  Marquez,  Deputy  Administrator.  In  New  York  State, 
call  (212)  245-1200. 
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PPG  TURNS  GLASS  INTO  AN  ENERGY  RESOURCE. 


;  Architects  have  come  to 
tpect  big  things  of  glass 
tan  energy  resource, 
j  Until  the  early  sixties, 
lough,  glass  was  con- 
nered  simply  a  revealing 
[irrier  between  the  ele- 
ments and  the  indoors. 
Then,  PPG  saw  in  it  a 
ist,  hidden  potential  to 
jpture  both  light  and  heat 
pm  the  sun.  Long  before 
e  energy  crisis,  PPG 
Weloped  a  family  of  high- 
;rformance  glass  prod- 
:ts  that  would  transform 
jildmg  design. 
Today's  reflective,  tinted 
id  multi-glazed  units  from 
pG  can  significantly 
duce  heat  gain  and  loss 
hile  still  allowing  archi- 
cts  to  use  natural  light 
om  the  sun  to  reduce  the 
jrden  on  mechanical  heat- 
g  and  cooling  systems. 
.As  these  energy-saving 
tndow  management  tech- 
ques  become  more  widely 
led,  the  future  of  the 
vironmental  glass  market 
pks  brighter  than  ever. 
I  We  approach  all  our 
usiness  areas  with  the 
me  innovative  energy: 
r  seeing  opportunities 
here  others  may  not,  and 
bning  our  skills  and 
sources  to  turn  those 
bportunities  into 
ihievements. 
We  call  it  the  PPG 
rategy.  Grow  in  the  best 
rts  of  four  industries: 
bss,  chemicals,  fiber  glass, 
id  coatings  and  resins. 
PPG  Industries,  Inc., 
ne  Gateway  Center, 
ttsburgh,  PA  15222. 
PPG:  a  Concern 
r the  Future 
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What's  wrong  with  trickle  down? 

Amid  the  furor  I'd  like  to  put  in  a  good 
word  for  the  phrase  that  caused  so  much 
of  David  Stoekman's  trouble.  Trickle- 
down  theory  It's  a  phrase  exploited  de- 
cades ago  by  the  left,  which  picked  up  a 
not-very-smart  statement  attributed  to 
Andrew  Mellon  when  he  was  Secretary 
of  the  Treasury.  But  what  does  the  term 
imply  today?  It's  simply  a  way  of  bad- 
mouthing  policies  for  encouraging  pri- 
vate investment.  Get  it?  Trickle  down. 
But  what's  the  alternative?  In  the  long- 
ago  days  when  the  U.S.  press  was  biased 
to  the  right — as  now  it  is  biased  to  the 
left — the  opposite  of  trickle-down  was 
sneeringly  referred  to  as  "tax-and-spend,  Andrew  Mellon 
spend-and-elect."  Neither  label  is  accu- 
rate nor  do  they  advance  the  debate.  The  real  issue  isn't  the  rich 
versus  the  poor  but  the  relative  virtue  of  private  decision-making  and 
investment  versus  government  decision-making  and  investment. 
With  that  clarified,  and  despite  David  Stockman's  blabbermouth,  I 
shout:  Three  cheers  for  trickle-down  theory. 

David  was  not  Moses 

The  Atlantic  article  reveals  David  Stockman's  anger  and  disappoint- 
ment that  the  security  markets  didn't  respond  to  his  program  the  way 
he  wanted  them  to.  Wise  people  who  have  spent  their  lives  studying 
the  markets  have  concluded  that  no  one  can  accurately  predict  how 
securities  will  react  in  the  short  term  to  any  specific  events.  Yet  this 
young  Moses  was  irked  when  the  Red  Sea  failed  to  part  on  his  orders. 
How  partisan  of  the  sea. 

The  sound  of  Forbes 

Drawing  upon  the  information  contained  in  the  pages  of  Forbes, 
Radio  Works  of  California  produces  a  stimulating  and  informative 
2^2 -minute  radio  program  that  is  broadcast  daily  on  more  than  200 
Mutual  Broadcasting  stations.  The  program  has  just  won  an  award  for 
excellence  in  "representing  positive  human  values."  Listen  to  it  and 
you'll  know  why.  Consult  your  local  listings. 

"I  ll  bid  a  billion!  Make  it  two!" 

When  you  read  about  those  extravagant,  over-the-market  bids  some 
managements  are  offering  to  acquire  other  companies,  you  can  only 
conclude:  "It's  not  their  money  they're  throwing  around."  All  the 
more  admirable,  then,  when  you  see  a  company  deciding  to  diversify 
and  doing  so  in  a  quiet,  competent  manner.  In  the  cover  story, 
Michael  Kolbenschlag  talks  about  Bechtel  Group,  Inc.'s  unique  and 
sensible  venture-capital-type  approach  to  diversification.  And  sure 
enough:  It  is  their  money.  Bechtel,  revenues  in  excess  of  $8  billion,  is 
entirely  owned  by  the  founding  family  and  by  employees.  Starts  on 
page  138. 
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"  Do  you  check 

your  car  22  ways 

ry  time  you  drive  it?" 


IF  YOUR  INVESTMENTS  ARE 
THEYAREN'T  DOINC 


PRES 

THE  MERRILL  LYNCH  CASH 


lonal  ^^NIIIW%;fl  m^00^ 


Until  quite 
recently,  the  traditional 
role  for  an  investment 
portfolio  was  rather  strictly 
defined:  To  grow  in  worth. To 
provide  income.  Basically  to 
earn  money. 

But,  no  matter  whether  it 
was  stocks,  bonds,  money 
market  instruments  or  simply 
certificates  of  deposit,  the  net 
result  was  that  earning  money 
was  all  that  your  investments 
could  do  for  you. 

Then  a  few  years  ago, 
Merrill  Lynch  invented  the 
Cash  Management  Account" 
financial  service.  A  revolutionary 
new  kind  of  brokerage  account 
that  not  only  earns  money  for 
you,  but  also  manages  it  at 
the  same  time. 

In  effect,  CMA'W 
allows  your  money 
to  work  continually  at  its  maximum 
potential,  without  relinquishing  the  least 
amount  of  liquidity  flexibility  and 

convenience  that  you 
demand. 

Today,  there  is 
no  question 
about  CMA's 
proven  abilities  and 
potential  for  the 
sophisticated  investor. 
In  fact  more  than  450,000  investors 
with  over  25  billion  dollars  invested 
now  rely  on  its  many  features. 

The  only  question  remaining 
should  be  how  the  Cash  Manage- 
ment Account  program  can  begin 
working  for  you,  immediately. 
QUALIFICATION.  To  open  a 
CMA  account  requires  that  you 


place  a  minimum  of  $20,000  in  cash 
or  securities,  or  a  combination  of 
both,  in  a  Merrill  Lynch  brokerage 

account. 

This  obviously  affords  you  a  safe  and 
convenient  place  to  hold  your 
securities. 

And,  importantly  it  enti- 
tles you  to  the  services  of  an 
experienced  Merrill  Lynch 
Account  Executive  whom 
you  can  rely  upon  for 
sound  advice,  counsel  and 
an  immediate  conduit  to 
our  number-one  research 
department. 

But,  much  more,  this  is 
just  the  beginning  your  assets 
need  to  give  them  the  special 
qualities  that  make  the  CMA 
service  so  unique. 

MAXIMIZATION.  There  is 


^  virtually  no  such  thing 
as  idle  cash  in  a  CMA 
account.  On  opening  your  account,  any  cash 
you  originally  place  there  is  automatically 
invested  in  your  choice  of  three  profession- 
ally managed  money  market  funds. The 
choice  of  which  fund  is  best  for  your  particu- 
lar investment  strategy  is.  of  course,  your 
decision.  But  the  CMA  Money  Fund, Tax- 
Exempt  Fund  or  the  new  Government 
Securities  Fund  can  provide  definite  advan- 
tages for  any  portfolio. 

Daily  the  dividend  on  your  money  mar- 
ket fund  is  reinvested 
for  you.  And  any  cash 
that  is  generated  on 
your  securities  (i.e.  divi- 
dends, interest,  pro- 
ceeds from  sales)  is 
also  automatically 
invested  in  your  money 
fund.  Without  you.  your 


CMA'"  is  not  available  in  all  states  The  Cash  Management  Account  program  is  proprietary  to  Merrill  Lynch  US  Patents  Pending 


only  earning  you  money 
Nearly  enough. 

SriNG 

Management  account: 


broker  or  the  postman  ever  getting  involved. 
So,  your  money  continually  works  earning 
more  money  without  your  having  to  work  at 
doing  anything. 

LIQUIDITY  Now,  let's  assume  that  while 
your  money  is  busy  working  for  you.  it's  nec- 
essary to  take  an  important  business  trip. 
Or.  on  vacation  in  Mexico  City  you  spot  a 
rare  antique. 

With  the  CMA  service,  you  have  instant 
access  to  your  assets,  anywhere  in  the  world, 
at  any  time.  You  can  make  purchases.  And 
although  Merrill  Lynch  is  not  a  bank,  you  can 
get  cash  advances  when  you  need  to. 

CMA's  special  checking  and  VISA"  card 
(provided  by  Bank  One  of  Columbus,  Ohio, 


MONEY 
FUNDS 


VISA® 
& 

CHECKING 


*S*«riU  Lynch 
K>  Pierce  Fenner  8  Smith  Inc. 


Monthly  Stalamaat 

Cnk  Manajamant  (ccanat  • 


ftfanttJ  Lyjw*  Cash  Management  Account 


NA.)  are  all  the  credentials  you'll  need  to  use 
your  money  when  you  want  to.  If  there  is  not 
enough  cash  to  cover  your  purchases  from 
the  balance  in  your  money  market  fund,  you 
are  entitled  to  borrow  up  to  the  full  margin 
value  of  your  securities,  instantly. This  consti- 
tutes an  automatic  loan  on  our  part.  With  no 
time  limit  of  repayment  on  uour  part 
CONVENIENCE.  At  the  end  of  each 
month,  you'll  receive  CMA's  comprehensive 
computerized  statement.  It  lists  all  your 


transactions,  and  a  daily  reconciliation  of 
your  account. You'll  have  a  record  of  every- 
thing from  the  market  value  of  your  security 
positions,  including  annual  percent  yield  and 
estimated  income,  as  well  as  all  your  VISA 
and  checking  activities,  on  one  convenient 
form. 

And  if    I  BROKERAGE 

on  any  ACCOUNT 

business 
day  during 

the  month,  you  want  to 
know  exactly  how  much 
money  is  available  to 
you,  you  only  have  to  call 
a  special  toll-free  800 
number. 

So,  there  you  have  it: 

The  Merrill  Lynch  Cash  Management 
Account.  A  unique  service  that  keeps 
\  your  money  working  productively 
while  giving  you  immediate  access 
to  your  assets. 

For  more  complete  informa- 
tion, including  a  prospectus  con- 
taining all  sales  charges  and 

  expenses,  call  800-526-3030  (in 

New  lersey,  call  800-742-2900).  Read  the 
prospectus  carefully  before  you  invest  or 
forward  funds.  We're  convinced  that  once 
you  realize  all  that  your  investments  can  do 
for  you,  you  won't  want  to  be  without  it. 

THE  MORE  YOU  DEMAND 
OF  YOUR  MONEY 
THE  MORE  YOU  NEED  CMA.™ 


VISA 

0000  000  000  000 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc 

A  breed  apart. 
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The  Soviet  fuel  future 

How  much  oil  will  the  Soviet  Union, 
the  world's  biggest  producer,  be 
pumping  in  1985?  The  answer  de- 
pends on  whose  numbers  you  read. 
Western  estimates  run  from  10  mil- 
lion to  1 1  million  barrels  a  day,  the 
choice  of  CIA  analysts,  up  to  14  mil- 
lion barrels  daily,  the  figure  used  by 
The  Economist's  intelligence  unit.  The 
official  Soviet  plan  calls  for  12.5  mil- 
lion to  12.9  million  barrels  and  actual 
output  for  1980  was  12  million  barrels 
a  day.  Taking  a  broader  view,  Con- 
gress' Office  of  Technology  Assess- 
ment says  Soviet  coal  production  is 
virtually  stagnant  and  oil  is  not  likely 
to  increase  quickly,  so  that  in  its  view 
"gas  is  the  key  to  the  Soviet  energy 
future  in  this  decade."  Gas  reserves  in 
the  U.S.S.R.,  the  OTA  says,  may  be 
compared  with  Saudi  Arabia's  oil,  use- 
ful in  replacing  oil  in  domestic  con- 
sumption and  as  a  hard-currency  ex- 
port. The  importance  of  the  role  of 
gas,  the  OTA  adds,  will  depend  on 
how  fast  the  Russians  can  build  pipe- 
lines to  carry  it. 

Nukes  for  the  sheikhs? 

Should  the  oil  sheikhs  have  access  to 
U.S.  nuclear  expertise?  Representa- 
tive Benjamin  Rosenthal,  a  New  York 
Democrat,  is  outraged  at  the  possibil- 
ity and  plans  to  air  his  fears  at  public 
hearings.  His  concern  centers  on  the 
$2.5  billion  offer  made  by  Kuwait 
Petroleum  Corp.,  wholly  owned  by 
that  oil  sheikhdom,  for  the  Santa  Fe 
International  Corp.,  ,a  big  oil-drilling 
firm.  The  problem  is  that  Santa  Fe 


Congressman  Benjamin  Rosenthal 
Do  secrets  go  with  the  deal? 


also  owns  C.F.  Braun,  a  major  nuclear 
contractor.  Braun  was  the  lead  archi- 
tectural and  engineering  firm  on  the 
government's  Rocky  Flats  plant  in 
Colorado,  which  processes  plutonium 
for  nuclear  weapons.  It  is  now  work- 
ing on  a  plutonium-uranium  extrac- 
tion plant  in  Hanford,  Wash.,  where 
many  of  Braun's  250  employees  have 
top  secret  clearances  for  atomic  en- 
ergy. Rosenthal  wants  to  investigate 
whether  a  foreign  government 
should  own  this  kind  of  U.S.  busi- 
ness, fearing,  according  to  Capitol 
Hill  sources,  that  acquisition  of 
Braun  could  lead  to  exports  of  classi- 
fied nuclear  lore.  "It  took  only  a 
handful  of  the  right  experts  to  build 
an  atomic  weapons  capability  for 
Pakistan,"  notes  one  source  close  to 
the  Brooklyn  congressman. 

Solid-gold  insurance 

Goldbugs  can  now  buy  their  own  spe- 
cial life  insurance,  with  the  policy's 
face  value  and  premiums  tied  to  the 
price  of  gold.  The  annual  group  plan, 
with  Government  Employees  Life  In- 
surance (GELICO)  as  underwriter,  is 
the  brainchild  of  Clark  A.  Aylsworth, 
a  San  Antonio  entrepreneur  who  runs 
a  gold-dealing  firm,  Auric  United,  and 
a  mutual  fund  founded  by  his  father 
with  $100  million  invested  in  gold 
companies.  A  subsidiary  in  Vermont 
is  gearing  up  to  market  the  insurance 
for  GELICO  in  36  states,  with  8  more 
to  be  added  soon,  Aylsworth  says.  As 
he  explains  it,  the  face  value  of  the  life 
insurance  will  be  indexed  daily  to 
London's  gold  price  and  the  premi- 
ums adjusted  once  every  quarter.  If 
the  price  of  gold  increases,  both  go  up, 
but  even  if  gold  falls  below  the  initial 
face  value,  coverage  remains  con- 
stant. Should  gold  prices  leap  into  the 
stratosphere,  policyholders  can  reduce 
their  coverage  to  keep  the  premiums 
from  overwhelming  them.  To  get  his 
group  customers,  Aylsworth  is  aiming 
at  known  gold  buyers,  principally  by 
using  the  subscription  lists  of  gold- 
oriented  newsletters.  He  confidently 
expects  his  plan  to  win  "widespread 
public  acceptance,"  saying  that  his 
initial  surveys  brought  in  a  24%  re- 
sponse, with  70%  of  those  saying 
they  liked  the  idea. 

Fore! 

Although  U.S.  manufacturers  still 
gripe  that  Japan's  rules  keep  American 
goods  out  of  that  market,  Americans 
are  making  headway  in  one  area — golf. 


Hdited  By  John  A.Qmway 

Imports  of  American  golf  balls,  sty- 
mied in  recent  years  by  cheaper  Japa- 
nese products,  are  driving  ahead  once 
more.  Last  year  they  hit  a  record 
820,000  dozen  and  during  the  first 
seven  months  of  this  year  sales  ran 
25%  above  1980.  As  golf-happy  Japan 
keeps  moving  to  high-quality  balls,  the 
trend  is  expected  to  continue  and 
reach  1  million  dozen  this  year. 

Cash  is  back 

Competition  is  revving  up  for  the 
driver's  gasoline  dollar,  with  oil  com- 
panies experimenting  with  discounts 
for  cash.  Amoco  is  test-marketing  3- 
cents-a-gallon  discounts  in  Philadel- 
phia and  two  midwestern  cities, 
Peoria  and  Omaha.  "We're  trying  to 
broaden  our  customer  base,"  is  how 
the  company  grandly  describes  its 
motives.  It  knocks  3  cents  off  its 
price  to  dealers  and  the  latter  pass  it 
on  to  cash-and-carry  customers — 
even  those  flashing  Amoco  credit 
cards,  whom  the  company  would  ob- 
viously like  to  convert  to  cash.  If  the 
dealer  takes  a  card  for  payment, 
Amoco  redeems  that  receipt  at  4% 
below  face  value,  letting  the  dealer 
absorb  the  bite.  The  word  is  that  Stan- 
dard of  Ohio  will  launch  a  similar 
scheme  in  December  and  that  Exxon 
may  resurrect  a  plan  it  dropped  in 
1977,  mainly  because  of  the  federal 
price  controls  imposed  after  the  Arab 
oil  embargo.  Does  it  work?  "I  love  it," 
says  an  Omaha  gasoline  dealer.  "Busi- 
ness is  up  400  gallons  a  day." 

Aim  high,  old  man 

Contrary  to  the  fears  of  many  of 
them,  executives  over  55  are  in  de- 
mand in  the  executive  suite  and  be- 
coming more  so,  according  to  a  survey 
of  15  of  the  biggest  recruiting  firms 
made  for  Congress  by  the  Andrus  Ger- 
ontology Center  at  the  University  of 
Southern  California.  The  center  told 
the  House  Select  Committee  on  Ag- 
ing that  some  firms  are  actually  look- 
ing for  older  leadership  "to  stabilize 
the  company  and  to  aid  in  the  train- 
ing of  up-and-coming  executives." 
The  report  found  that  the  age  of  can- 
didates sought  for  top-level  jobs  has 
increased  steadily  over  the  past  10  to 
15  years  and  that  the  trend  is  expect- 
ed to  continue.  The  headhunters,  the 
survey  added,  could  not  agree  on  a 
"critical  age"  that  would  rule  a  man- 
ager off  the  turf.  Ten  of  the  fifteen 
queried  said  it  would  depend  on  a 
company's  needs  and  a  candidate's 
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Wang  announces  the  most  important 
step  in  managing  information  since 
[he  computer.  WangNet. 

Business  people  have  an  unlimited  appetite  for  information.  Which 
explains  the  dazzling  array  of  office  equipment  being  created  to  handle  it.  And 
WangNet  lets  you 
ink  all  that  equip- 
nent  together,  into 
>ne  network  every- 
one can  share. 

An  information 
pipeline. 

WangNet 
[works  something 
l  ike  your  electrical 
l  iystem:  you  put 
outlets  where  you  need  them,  then  just  plug  in  your  equipment. 

The  WangNet  cable  can  connect  Wang  computers,  word  processors, 
iind  electronic  mail.  As  well  as  information  processing  equipment  made  by 
bther  companies.  WangNet  even  handles  microwave  and  satellite  communica- 
i  lions.  Video  conferencing.  Graphics.  Security.  And  energy  control. 

What  does  all  this  mean?  It  means  anyone  in  your  office  can  get  any 
nformation  they  need.  Instantly.  From  anotner  department,  another  floor, 

even  another  country.  Resulting  in  faster, 
better  decisions.  Less  frustration.  And  saving 


Wang  VS  Computer. 


Mailway." 


Wang  word  processing  system. 


your  company  pF 
enormous  amounts 
of  money. 

And  since  it's 
always  wise  to 
plan  ahead,  you'll 
be  glad  to  know  WangNet 
carries  all  this  information 
using  just  half  'its  capacity. 
Leaving  room  for  Wang's 
next  breakthrough  in  office  I  ' 
automation. 


For  a  WangNet  presentation,  call 

1-800-225-0643 

(in  Massachusetts  call  1-617-459-5000, 
extension  5711).  Or  send  this  coupon  to: 
Wang  Laboratories,  Inc..  Business  Executive 
Center,  One  Industrial  Ave.,  Lowell,  MA  01851 


Name . 
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WANG 


Making  the  world  more  productive. 


£  1981  Wang  Laboratories,  Inc. 
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now 

before 

edition 
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Now,  a  first  time  opportunity  to  own  this 
very  rare  "wooly  chaps"  Remington  Bronze 

The  Bronco  Buster 

full  size  22  Vs"  recast    g-j  Q*76* 
limited  edition  of 850       lOl  O 

us  Remington's 
Sergeant  at  no 
additional  cost! 

Receive  this  #450 
bonus  only  during  the 
Earl  E.  Heikka 
40th  commemorative. 

Limited  to  sell-out 
of  limited  edition. 


Heikka  Foundry 
P.O.  Box8013F 
10784  La  Fonda 
Fountain  Vallev,  CA 
92708-0013 
1-800-854-6121 
(714)979-6996 


Trends 


10 '4  "high 


skills,-  two  mentioned  55  and  two  oth- 
ers 58  as  an  age  limit;  and  one  said 
that  age  didn't  count  at  all.  Youth  will 
still  be  served,  however.  "At  the  more 
mid-level,  primarily  managerial  posi- 
tions," the  report  stated,  "older-aged 
candidates  are  still  viewed  as  some- 
what problematical." 

A  hunting  we  will  go 

Already  beset  by  cost  problems  with 
its  German  workers,  Volkswagen  is 
having  them  in  the  U.S.,  too.  The  new 
contract  with  the  United  Auto  Work- 
ers at  VW's  Pennsylvania  plant  puts 
two  more  paid  holidays  on  the  list. 
One  is  Dec.  1,  opening  day  of  Pennsyl- 
vania's deer-hunting  season;  the  sec- 
ond is  Dec.  13,  a  so-called  bonus  day, 
which  happens  to  fall  on  a  Sunday.  So 
Volkswagen's  American  managers 
have  one  more  problem  trying  to  beat 
the  prices  of  Japanese  imports. 

My  son,  the  doctor 

If  doctors'  bills  seem  high  now,  just 
wait.  The  cost  of  medical  education  is 
in  orbit.  Inflation  and  cuts  in  federal 
aid,  says  the  Association  of  American 
Medical  Colleges,  have  pushed  up  tu- 
ition and  living  expenses  by  25%  in 
just  the  past  two  years.  A  freshman  at 
Georgetown,  in  Washington,  D.C.,  for 
example,  will  pay  $23,990  this  year; 
across  town,  costs  at  George  Wash- 
ington will  total  $22, 1 1 1 ;  a  University 
of  Chicago  student  will  ante  up 
$21,100.  State-supported  schools  are 
also  slamming  shut  one  escape  hatch 
by  jacking  up  the  bills  for  out-of- 
staters  seeking  lower-cost  medical  de- 
grees. Colorado,  for  instance,  which 
charges  natives  $5,956  at  its  medical 
school,  jumped  the  tuition  bill  for  out- 
of-staters  to  $26,206.  (It  got  no  tak- 
ers.) Penn  State  is  charging  out-of- 
staters  $9,109  (compared  with  $5,829 
for  Pennsylvanians),  and  the  Univer- 
sity of  Massachusetts  has  become  the 
first  to  ban  outsiders  completely. 
Congress  helped  to  redraw  this  cost 
structure.  Two  years  ago  every  medi- 
cal school  got  $1,072  per  student  from 
Washington;  this  year  they  will  get 
nothing.  Nonetheless,  the  Associ- 
ation says,  the  number  of  applicants 
has  not  dropped  very  much,  and 
schools  are  still  getting  three  applica- 
tions for  every  opening.  One  reason: 
The  average  American  doctor  now 
earns  more  than  $80,000  a  year,  after 
expenses — highest  for  any  profession, 
anywhere. 


Questions  you'd  better  ask  before 

you  buy  a  telephone  answering  machine. 

And  how  Panasonic  answers  them  all. 

How  can  I  be  sure  I  won't  lose  a  message?  When  the  incoming  message  tape 
is  full,  Panasonic  automatically  switches  to  an  announcement  telling  callers  their 
message  isn't  being  recorded,  to  call  back  later,  or  to  call  you  at  another  number. 
Can  I  get  my  calls  in  Rome,  PA  when  my  phone's  in  Rome,  GA?  Yes.  From 
any  phone  in  the  world,  with  Panasonic  remote  control.  It  also  lets  you  repeat  or 
skip  messages  and  even  re- 
record  your  announcements 
if  your  plans  change. 
How  long  can  my  own  an- 
nouncement be?  And  my 
callers'  messages?  With 
Panasonic,  your  announce- 
ments can  be  anywhere 
from  five  seconds  to  45 
minutes.  And  callers  can 
talk  as  long  as  there's  tape, 
or  limit  them  to  30  seconds. 
Can  it  be  used  to  screen 
calls?  Sure.  You  can 
hear  who's  calling  and  then 
decide  if  you  want  to  talk. 
What  brand  is  it?  If  the 
brand  is  Panasonic,  it's  the 
company  with  a  complete  line 
of  design-coordinated  telephone 
devices  to  make  your  telephone 
work  as  hard  as  you  do. 

It  may  be  necessary  (or  the  phone  company  to  Install  a 
modular  jactc.  AH  models  are  registered  with  the  FCC. 
Cabinetry  is  simulated  wood. 


Easa-Phone T"  KX-T1525 


Panasonic. 

just  slightly  ahead  of  our  time. 
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If  Saint  Paul  Energy  Park 
is  just  another  industrial 
park,  then  the  ^  Pyramids 


are  a  pile 


of  rocks. 


To  some,  the  pyramids  might  only  be  a 
pile  of  rocks.  To  others,  they  are  an 
engineering  marvel.  An  achievement 
unsurpassed.  Their  placement  is  an 
example  of  a  great  site  selector's 
judgement. 

St.  Paul  Energy  Park  is  the  first  and 
only  energy  efficient  industrial 
development  in  North  America.  Designed 
to  maximize  energy  and  to  minimize 
loss,  this  2 1 8  acre  project  offers  a  20% 
energy  savings  over  conventional 
developments.  A  savings  that  any 
Pharoah  wouldn't  mind  reporting  to  his 
board  of  directors. 

The  unigue  heat  pump  based  Energy 
System,  fired  by  electricity  purchased  at 
some  of  the  lowest  rates  in  the  country, 
coordinates  a  central  hot  and  cold  water 
supply  with  computerized  energy  man- 
agement. All  buildings  are  designed  for 
efficiency  and  will  connect  to  an  energy 
storage  bank.  The  energy  storage  bank 


lets  you  use  excess  heat  from  plant 
operations  to  offset  the  cost  of  heating, 
ventilating  and  air  conditioning. 

The  St.  Paul  Port  Authority  is  making 
this  development  financially  attractive.  As 
the  only  public  agency  in  America  with  a 
Standard  and  Poors  "A"  rating,  they  are 
ready  to  work  with  you  on  a  package  that 
is  geared  to  your  needs.  In  1 980  the  Port 
Authority  approved  plant  investments  of 
over  $246  million  at  the  lowest  interest 
rates  available. 

Located  at  the  transportation  center  of 
the  upper  Midwest,  Energy  Park  is  fully 
serviced  and  has  complete  access  to 
truck,  rail  and  air  facilities. 

Energy  Park  lies  in  the  heart  of  the 
largest  labor  pool  in  Minnesota.  A  work 
force  that  is  not  only  skilled,  but  one  of 
the  nation's  most  productive.  A  complete 
recruitment  and  training  system  is 
available  to  Energy  Park  clients. 

St.  Paul  Energy  Park  is  ready  for 
your  plant,  office  or  expansion.  Call  or 
write  us  and  we  will  send  you  detailed 
information  on  the  site  of  your  next 
move.  We'll  show  you  how  to  stop 
energy  costs  from  throwing  rocks  at  your 

SAINT  PAUL 

ENERGY 


business.  When  you're 
looking  for  an  industrial 
site,  look  beyond  the  obvious.  St.  Paul 
Energy  Park,  more  than  just  another 
industrial  park. 


PORT  AUTHORITY  OF  THE  CITY  OF  SAINT  PAUL 
25  West  Fourth  Street.  Suite  1305.  St.  Paul.  MM.  55102,  612  224-5686 

Contact:  Eugene  A  Kraut,  CI.D.  Assistant  Exe<  utive  Vice  President;  Donald  G.  Dunshee.  C.I.D.  Director  Industrial  Development.  Bruce  A  Maus  Assistant  Director  Industnal  Development 


WANTED! 

Your  Tax-Deductible 
Hollars 

To  help  rebuild/build 
America's  largest  operating 
Railroad  Museum 

STEAMTOWN,  U.S.A. 


A  non-profit  educational 
foundation 
I.R.S.  501  (c)  (3) 

Please  write: 
Don  Ball,  Jr. 
Director 

STEAMTOWN  FOUNDATION 
BELLOWS  FALLS,  VT  05101 

(802)  463-3937 

We're  building  the  past  (125 
years  of  America's  history) 
into  America's  Future! 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Sen  ice  Manager 
Forbes.  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  (please  print ) 


New  Address: 


Citv 


State 


Zip 


Date  ol  Address  Change 
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Sailor's  luck 

One  clear  winner  in  Playboy's  gam- 
bling bailout  in  London  appears  to  be 
Admiral  Sir  John  Treacher,  who 
earned  close  to  $10,000  a  day  for  his 
three  months'  stint  as  chairman  of  the 
Chicago  publisher's  British  oper- 
ations. After  Britain's  gaming  authori- 
ties refused  to  renew  the  licenses  of 
two  of  the  London  gaming  halls 
(which  generated  90%  of  the  U.K.  in- 
come), Playboy  first  said  it  would  take 
its  chances  on  appeals  to  the  British 
courts  (Forbes,  May  11,  Oct.  26).  Then 
it  threw  in  the  cards  and  sold  its  entire 
U.K.  play — 5  casinos  and  50  betting 
parlors — to  Trident  Television  for  $34 
million.  Last  year  this  operation  pro- 
duced $32  million,  85%  of  Playboy's 
pretax  profits.  Admiral  Treacher,  how- 
ever, will  cash  in  some  big  chips.  The 
former  deputy  commander  of  the  Brit- 
ish fleet  got  $92,500  to  leave  his  post  as 
head  of  a  parking  lot  firm  to  take  over 
Playboy's  gambling  show.  His  annual 
salary  was  $264,500,  and  he  will  col- 
lect another  $740,000  as  a  farewell 
present.  That  works  out  to  almost 
$9,400  a  day  for  96  days  on  Playboy's 
bridge.  As  for  his  former  employer, 
Playboy's  President  Derek  Daniels 
says  he  will  put  Trident's  cash  into 
cable-TV  programming  to  bring  such 
items  as  the  magazine's  centerfold 
nudes  to  the  boob  tube. 

Sing  along  with  Howard 

When  Forbes  visited  Howard  J.  Ruff 
last  year(////r  7,  1980),  the  "gloom  and 
doom"  author  oiHow  to  Prosper  During 
the  Coming  Bad  Years  was  sitting  on  top 
of  a  troubled  world — inflation  ram- 
pant, oil  tight,  Jimmy  Carter  flounder- 
ing, Iran  holding  the  hostages  and  eco- 
nomic paranoia  sweeping  the  U.S. 

In  that  atmosphere,  Forbes  won- 
dered what  would  happen  to  Ruff's 
newsletter,  television  and  radio 
shows  and  $10,000-a-bow  speaking 
engagements  if  inflation  and  paranoia 
subsided.  "It's  my  job  to  help  people 
enhance  their  capital  in  good  times  or 
bad,"  Ruff  said  then.  "It  really  doesn't 
matter.  I'm  equally  comfortable  in  ei- 
ther environment." 

For  many,  the  bad  times  indeed 
have  come.  Prices  of  silver,  gold  and 
diamonds  crashed,  and  along  with 
them  reputations  of  many  hard-mon- 
ey seers.  Loyal  subscribers  faded 
while  goldbug  seminar  promoters 
have  folded  tents  from  Beverly  Hills 
to  Bar  Harbor.  Ruff,  however,  sur- 
vives. "Our  growth  rate  has  slowed, 


but  I  expected  that  in  this  environ- 
ment," he  concedes. 

How  has  he  ridden  out  the  rough 
times?  "Many  of  the  letter  writers 
were  lohnny-one-notes,"  Ruff  says.  "I 
deal  with  a  whole  lot  of  things  besides 
gold,"  he  continues,  noting  that  he 
recommended  selling  gold  at  $650, 
midway  between  its  1980  high  of 
$870  and  the  present  $400-to-$450 
price  range. 

"In  fact,"  quips  Ruff,  "we're  actual- 
ly benefiting  because  there  aren't  so 
many  seminar  guys  cluttering  up  the 
landscape.  Our  convention  and  semi- 
nar business  is  every  bit  as  successful 
as  it  used  to  be.  Other  promoters  are 
dropping  like  flies." 

Ruff's  growth  has  been  curbed, 
though,  as  hard  money  lost  its  shine. 
He  says  his  newsletter,  now  a  weekly, 
has  150,000  paid  subscribers,  just 
above  the  142,000  of  18  months  ago. 
But  his  recent  book,  Survive  &  Win  in 
the  Inflationary  Eighties,  has  sold  only 
125,000  copies  in  hardcover — not  bad, 
but  poor  compared  with  his  300,000 
copies  oi  Hon  to  Prosper.  .  .  .  And  the 
$25  million  in  annual  sales  the  com- 
pany hoped  for  last  year  may  not  ma- 
terialize until  this  year  or  next. 

Like  any  good  manager,  Ruff  is  de- 
veloping new  products;  old  ones  do 
tend  to  fade.  Ruff  and  his  associates 
have  opened  a  financial  planning  op- 
eration, headquartered  outside  of 
Provo,  Utah,  where  the  former  Cali- 
fornian  now  lives  with  his  family, 
swimming  pool  and  racquetball  court. 

The  new  business  is  featuring  two- 
day  road  shows  for  Ruff's  followers, 
teaching  them  about  financial  plan- 
ning so  they  will  be  ready  for  profes- 
sional advice.  Ruff  is  also  setting  up  a 
chain  reaction.  He  is  offering  financial 
advisers  a  nine-day  seminar  in  Provo 
to  inculcate  them  with  his  inflation- 
investment  strategy.  This  gives  them 
a  natural  affinity  with  Ruff  disciples. 
Then  when  these  well-schooled  finan- 
cial planners  in  turn  offer  tax  shelters, 
some  will  be  developed  through  Ruff's 
organization.  Ruff,  however,  says  he 
personally  will  take  no  financial  inter- 
est in  sales  of  those  deals,  fearing  dam- 
age to  his  credibility  as  a  tell-it-like-it- 
is  financial  adviser. 

Capitalizing  on  his  gifts  as  an  enter- 
tainer, Ruff  is  also  thinking  show 
business.  Tired  of  his  old  "talking 
heads"  TV  show,  The  Raff  House,  he  is 
working  up  a  new  presentation,  a  sort 
of  magazine-format  family  entertain- 
ment hour.  He  is  also  finishing  a  rec- 
ord album  entitled  "Howard  Ruff 
Sings  About  Values,"  due  early  next 
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1981  Gannett 


EQUALITY: 


BUSINESS 


I  Equality  for  blacks  is  a  27- year-old 
promise,  born  in  the  Supreme  Court's 
1954  school  desegregation  order,  nur- 
tured in  the  civil  rights  struggles  of 
'the  '60s,  codified  in  the  Voting  Rights 
'.  Act  and  other  legislation. 

Where  does  equality  stand  today? 

A  Gannett  news  task  force  came 
I  together  to  find  out.  The  members 
were  a  cross  section  of  journalists— 
editors  and  reporters,  black  and 
white,  men  and  women,  young  and 
I  veteran— and  they  came  from  Gannett 


News  Service  bureaus  in  Washington, 
D.  C,  from  across  the  country,  and 
from  Gannett  member  newspapers 
in  Oakland,  Cincinnati,  Monroe,  La., 
Bridgewater,  N.  J.,  and  elsewhere. 

They  crisscrossed  the  country, 
visited  45  cities  and  communities, 
conducted  hundreds  of  interviews,  and 
reported  their  nationwide  findings  in 
a  13-part  series,  "Equality:  America's 
Unfinished  Business','  in  which  one 
reporter  wrote: 

"Racism  still  stands  in  the  way  of 
equality.  Changes  have  been  made  on 
the  surface.  We  see  more  black  faces 
in  business,  politics  and  on  television, 
but  that  hasn't  reduced  racism.  It  has 
just  blunted  the  effects!' 

Gannett  members  supplemented 
that  national  report  with  an  update  on 
equality  in  their  own  communities. 

In  Rochester,  N.Y.,  the  Democrat 
and  Chronicle  described  subtle  forms 
of  racism  there ...  In  Chicago,  WVON/ 
WGCI  radio  initiated  a  broadcast 
community  dialogue  on  discrimination 
...In  Port  Huron,  Mich.,  the  Times 
Herald  focused  on  black  unemploy- 
ment and  housing...  In  Marin  County, 
Calif.,  the  Independent  Journal 


reported,  "If  you're  black  you  have 
to  be  smarter,  better  dressed— 
perfect,  just  to  be  equal" 

Some  readers  reacted  with  praise. 
Others  wrote  letters  of  condemna- 
tion. This  hostility  underlined  the  fact 
that  equality  is  truly  America's  unfin- 
ished business. 

At  Gannett  we  believe  it  is  our 
responsibility  to  work  for  the  good  of 
the  entire  community  by  providing 
news  and  information  through  news- 
papers, broadcasting  services  and 
outdoor  advertising. 

For  a  reprint  of  the  Gannett  News 
Service  series,  write:  Gannett  Co., 
Inc.;  Corporate  Communications— 
Dept.  E;  Lincoln  Tower;  Rochester, 
N.Y.  14604. 


GANNETT 

A  WORLD  OF  DIFFERENT  VOICES 
WHERE  FREEDOM  SPEAKS 


A  CAR  FOR  THE  LEFT  SID 
OF  YOUR  BRAIN. 


The  left  side  of  your 
brain,  recent  investigations 
tell  us,  is  the  logical  side. 

It  figures  out  that 
1  +  1  =  2.  And,  in  a  few  cases, 
that  E  =  md 

On  a  more  mundane  level, 
it  chooses  the  socks  you 
wear,  the  cereal  you  eat,  and 
the  car  you  drive.  All  by  means 
of  rigorous  Aristotelian  logic. 

However,  and  a  big 
however  it  is,  for  real  satis- 
faction, you  must  achieve 
harmony  with  the  other  side 
of  your  brain. 

The  right  side,  the  poetic 
side,  that  says,  "Yeah,  Car  X 
has  a  reputation  for  lasting  a 
long  time  but  it's  so  dull, 
who'd  want  to  drive  it  that 
long  anyway?" 

The  Saab  Turbo  looked  at 
from  all  sides. 

To  the  left  side  of  your 
brain,  Saab  turbocharging  is 
a  technological  feat  that 
retains  good  gas  mileage 
while  also  increasing 
performance. 

To  the  right  side  of  your 
brain,  Saab  turbocharging  is 
what  makes  a  Saab  go  like  a 
bat  out  of  hell. 

The  left  side  sees  the 
safety  in  high  performance. 
(Passing  on  a  two-lane  high- 
way. Entering  a  freeway  in 
the  midst  of  high-speed 
traffic.) 

The  right  side  lives  only 
for  the  thrills. 


The  left  side  considers 
that  Road  &  Track  magazine 
just  named  Saab  "The  Sports 
Sedan  for  the  Eighties."  By 
unanimous  choice  of  its 
editors. 

The  right  side  eschews 
informed  endorsements  by 
editors  who  have  spent  a  life- 
time comparing  cars.  The 
right  side  doesn't  know  much 
about  cars,  but  knows  what  it 
likes. 

The  left  side  scans  this 
chart. 

Wheelbase   99.1  inches 

Length  187.6  inches 

Width   66.5  inches 

Height   55.9  inches 

Fuel-tank  capacity   16.6 gallons 

EPA  City   19  mpg* 

EPA  Highway   31  mpg* 

The  right  side  looks  at 
the  picture  on  the  opposite 
page. 

The  left  side  compares  a 
Saab's  comfort  with  that  of  a 
Mercedes.  Its  performance 
with  that  of  a  BMW.  Its  brak- 
ing with  that  of  an  Audi. 

The  right  side  looks  at 
the  picture. 

The  left  side  looks  ahead 
to  the  winter  when  a  Saab's 
front-wheel  drive  will  keep  a 
Saab  in  front  of  traffic. 

The  right  side  looks  at 
the  picture. 

The  left  side  also  consid- 
ers the  other  seasons  of  the 
year  when  a  Saab's  front- 
wheel  drive  gives  it  the  cor- 
nering ability  of  a  sports  car. 

The  right  side  looks  again 
at  the  picture. 


Getting  what  you  need 
getting  what  you  wan\ 

Needs  are  boring;  des 
are  what  make  life  worth 
living. 

The  left  side  of  your  b 
is  your  mother  telling  you 
that  a  Saab  is  good  for  yoi 
"Eat  your  vegetables."  (In 
today's  world,  you  need  a 
engineered  like  a  Saab. ) "] 
on  your  raincoat."  (The  Sa 
is  economical.  Look  at  the 
price-value  relationship. ) 
"Do  your  homework."  (Th 
passive  safety  of  the  con- 
struction. The  active  safe 
of  the  handling. ) 


The  right  side  of  your 
brain  guides  your  foot  to  t\\ 
clutch,  your  hand  to  the 
gears,  and  listens  for  the 
"zzzooommm." 

Together,  they  see  the 
1982  Saab  Turbo  as  the 
responsible  car  the  times 
demand  you  get.  And  the 
performance  car  you've  al- 
ways, deep  down,  wanted 
with  half  your  mind. 


1982  SAAB  PRICE **  LIST 


9003-Door 

5 -Speed 

$10,4 

Automatic 

10,1 

900  4-Door 

5-Speed 

$10,1 

Automatic 

11.0 

900S3-Door 

5-Speed 

$12  J 

Automatic 

12,4 

900S  4-Door 

5-Speed 

$12.7 

Automatic 

13  A 

900  Turbo  3 -Door 

5-Speed 

$15 A 

Automatic 

15,9 

900  Turbo  4-Door 

5-Speed 

$16,2 

Automatic 

16 A 

All  turbo  models  include  a  Sony  XR  70, 
4-Speaker  Stereo  Sound  System  as  standar 
equipment.  The  stereo  can  be,  of  course, 
perfectly  balanced:  left  and  right. 


*Saab  900  Turbo.  Remember,  use  estimated  mpg  for  comparison  only.  Mileage  varies  with  speed,  trip  length,  and  weather.  Actual  highway  mileage  will 
probably  be  less.  **  Manufacturer's  suggested  retail  price.  Not  including  taxes,  license,  freight,  dealer  charges  or  options  desired  by  either  side  of  your  brain. 


\  CAR  FOR  THE  RIGHT  SIDE 
OF  YOUR  BRAIN. 


"V 


e  most  intelligent  car  ever  built. 
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Compare  Radio  Shack's 
Top-of-the-Line  TRS-80 
Model  II  Word  Processor 
With  IBM  and  Wang. 

Just  check  the  chart  and  you'll  see  why  Radio  Shack  comes  out  on  top! 
When  you  buy  a  Radio  Shack  TRS-80®  system,  you  get  a  powerful  word 
processor,  complete  with  a  fast  printer  and  SCRIPSlT —  the  finest  word 
processing  program  available  for  a  personal  computer.  A  TRS-80  lets 
your  secretary  electronically  prepare  your  memos,  letters  and  reports. 
Text  is  corrected  and  revised  right  on  the  video  screen.  Correction-free 
"originals"  can  then  be  printed  at  almost  500  words  per  minute! 


FEATURE 

TRS-80 
Model  II 

IBM 8 
r»i«- 

LJls 

play- 
writer 

V*  ang- 
writer® 

Block  Move/ Duplicate 

Yes 

Yes 

Yes 

Full  Headers  and  Footers 

Yes 

Yes 

Yes 

Automatic  Decimal  Tab 

Yes 

Yes 

Yes 

Automatic  Word  Wrap 

Yes 

Yes 

Yes 

Automatic  Centering 

Yes 

Yes 

Yes 

Automatic  Pagination 

Yes 

Yes 

Yes 

Background  Printing 

Yes 

Yes 

Yes 

Daisy  Wheel  Printer 

43  char. 

/sec. 

40  char, 
/sec. 

20  char, 
/sec. 

Disk  Storage  Capacity 

350K 
chars, 
/disk 

264K 
chars, 
/disk 

240K 
chars, 
/disk 

Optional  Applications 
Software 

Acct, 
DBMS, 

Stat., 
&  more 

No 

No 

Audio  Training  Course 

Yes 

No 

No 

Approximate  Price 

S6297 

$8995 

$6400 

Other  TRS-80  Word  Processing  Systems  Start  As  Low  As  $2932.95 

We  support  what  we  sell!  TRS-80  Model  II  is  available  at  over  550 
Computer  Centers  and  selected  Radio  Shack  stores  nationwide.  Leasing 
plans  are  available,  as  are  two  service  plans.  Ask  for  a  no-obligation 
demonstration  and  see  how  word  processing  can  work  for  you! 

Radio /hack 

The  biggest  name  in  little  computers 

A  DIVISION  OF  TANDY  CORPORATION 


Send  me  your  free 
TRS-S0  Computer 

Catalog  today! 

Radio  Shack 

Dept.82-A-106 

1300  One  Taady  Center 

Fort  Worth.  TX  76102 


NAME  . 


COMPANY  . 
ADDRESS  _ 
CITY  


STATE. 


ZIP. 


Retail  prices  m 
istcrcd  trademark  of  In 


I  at  individual  stores  and  dealers  Special  order  may  be  required 

lonal  Business  Machines  Corp  Wangwriter  is  a  trademark  of  Wang  Labor; 


Follow-Through 

year.  Backed  by  the  Brigham  Young 
University  orchestra  and  chorus,  plus 
the  Osmond  Brothers,  Ruff  belts  out 
Jim  Nabors-like  renditions  of  "The 
Impossible  Dream,"  "Climb  Every 
Mountain"  and  other  inspirational 
numbers. 

"I'm  thinking  about  taking  this  on 
the  road,"  Ruff  effuses.  "I'm  toying 
with  the  idea  of  doing  a  concert  at  our 
seminars,  in  which  I'll  do  an  opening 
set  of  40  minutes  or  so,  take  an  inter- 
mission, come  back  with  a  little  dis- 
cussion of  the  economy,  then  close 
with  the  group  and  go  home." 

So  what  is  Ruff  telling  his  disciples 
today:  "I'm  positioning  us  in  inflation 
hedges,  just  when  everybody  thinks 
inflation  is  dead,"  he  says.  "First 
we're  going  to  have  less  inflation,  but 
then  we're  going  to  have  a  lot  more 
than  anyone  is  anticipating.  When  in- 
flation comes  back,  we'll  be  poised  to 
explode  along  with  the  markets." 

Here  is  the  new  gospel: 

•  Metals:  When  gold  fell  to  the  low 
$400  range,  Ruff  put  on  an  enthusias- 
tic buy.  "Put  $2  in  silver,  though," 
says  Ruff,  "for  every  dollar  in  gold. 
The  spread  favors  silver." 

•  Bonds:  "I've  been  bullish  on 
bonds  for  a  long  time,  although  I've 
been  looking  like  an  idiot  for  a  while. 
[He  has  recommended  them  since 
April  1980.]  All  of  a  sudden  I'm  start- 
ing to  look  pretty  good,  but  we  need 
another  three  or  four  points  to  get 
back  to  where  we  started." 

•  Real  estate:  "With  creative  fi- 
nancing, you  can  buy  real  estate  today 
at  25%  below  former  highs.  I  thmk 
income  properties  are  a  great  buy  in 
most  parts  of  the  country." 

•  Diamonds:  "The  diamond  mar- 
ket is  flat  on  its  back,  having  given  up 
half  of  its  profits  in  the  last  year.  But 
diamonds  are  a  long-term  buy.  We 
assume  each  high  will  be  higher  than 
the  previous  one." 

•  Stocks:  "I've  stayed  away.  But 
now  we're  looking  for  companies  that 
show  increases  in  net  worth,  book 
value  or  profits  in  excess  of  the  infla- 
tion rate,  after  adjusting  for  inventory 
profits  and  inadequate  depreciation 
charges.  If  I  can  find  these  stocks,  I 
might  have  an  interesting  portfolio  to 
recommend." 

And  what  of  Ruff's  image  as  a 
gloom  and  doomer?  "I'm  really  very 
pleased  wth  this  record  album,"  he 
says,  "because  once  people  hear  it, 
that  will  forever  knock  me  out  of  that 
crazy  pigeonhole  the  press  stuck  me 
into  as  'a  dour  prophet  of  gloom.'  " 
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INVEST  IN  A  COPIER 
TH  GROWTH  POTENTIAL. 


The  Toshiba  BD-7501  dry  plain 
•  paper  copier  starts  out  as  a  perfect 
medium-sized  copier. 

It  turns  out  high-quality  copies 
at  a  first-copy  speed  of  5  seconds, 
on  virtually  any  kind  of  paper. 
And  at  a  rate  of  25  per  minute. 
Copies  that  are  monitored 


by  microprocessor  control.  Reproduced  on  a  selenium  drum. 

Copies  that  can  be  made  any  size;  from  statement  to  ledger,  thanks  to 
our  600-sheet-capacity  dual  cassettes. 

2 And  then  your  investment  can 
•  grow  right  before  your  eyes. 
When  you  add  our  optional 
document  feeder,  you  can  make 
copies  even  faster.  Because  it  eliminates 
the  bother  of  lifting  the  cover  every  time 
you  want  a  copy 

And  the  less  time  you  spend  copy- 
ing, the  more  time  you  can  invest  in 
your  business. 


3 


Now  to  achieve  maximum  growth,  just  add  our  optional  10-bin  sorter  and 
*  large  capacity  feeder. 
hor  fast  automatic  sorting  and  collating,  we  stack  up  against  anyone. 
And  to  help  you  grow  by  making  copies  smaller,  there's  our  BD-7511.  It 
includes  all  the  features  of  our  BD-7501,  plus  reduction  capability. 

But  no  matter  which  Toshiba  copier  you  choose,  there's  one  thing  you  can 

be  sure  of.  Your  business  won't  outgrow  your  copier. 


<fflMRM> 


I  wan!  to  make  a  smart  investment  Please  send  me 
more  information  on  the  Toshiba  8D-7500  series  copiers 


COMPANY  NAME  . 


AREA  CODE/PHONE. 


FOR  12/7 


Toshiba  America,  mc ,  Business  Equipment  Division, 
2441  Michelle  Drive  Tustm,  CA  92680 
Phone  Toll  Free  800-447-2682.  In  Illinois  call  800-322-4400. 


You  can  really  break  ground 

for  your  real  estate  projects  mth  the 

proven  expertise  ofFirst  Chicago. 


First  Chicago  custom-fits  the  best  real  estate 
team  to  your  needs  for  quick,  decisive  action. 
They're  your  First  Team,  ready  to  put  the 
nationally  recognized  knowledge  and  financial 
strength  of  a  world  class  bank  at  your  fingertips. 

"By  being  right  on  top  of  the  market  we 
can  deliver  innovative  loan  structuring  that 
addresses  today's  economy  and  is  priced 
competitively"  says  Dan  Lupiani.  Vice  President/ 
Real  Estate  Group  Head.  "The  First  Team  also 
goes  beyond  lending.  We  have  a  complete 
in-house  staff  that  understands  every  phase 
of  your  construction:' 

Bill  Fritz.  Vice  President/Mid-Continent 
Head  adds:  "The  First  Team  anticipates  the 
demands  of  the  industry  We're  sensitive  to  the 
details  that  make  a  project  successful." 


Bruce  Murray.  Vice  President/Regional 
Office  Head  offers  this  broad  perspective:  "The 
First  Team  gives  you  a  nationwide  network 
of  offices  to  capitalize  on  opportunities  where 
and  when  they  happen!' 

Get  The  First  Team  working  for  you.  Call 
Daniel  A.  Lupiani.  (312)  732-5390  or  the  real 
estate  office  nearest  you:  Chicago— Atlanta— 
Dallas— Los  Angeles— Miami  — San  Francisco- 
Washington,  DC.  (November.  1981). 

First  Chicago  Worldwide 

Atlanta — Baltimore — Boston — Chicago — Cleveland — Dallas — 
Houston — Los  Angeles — Miami — New  York — San  Francisco — 
Washington. DC— Abu  Dhabi—  Athens— Bey ing— Beirut— Brussels 
—  Buenos  Ai  res — Cairo — Calgary — Caracas — Cardiff — Cayman 
Islands — Dubai — Dublin — Dusseldorf —  Edinburgh  -  Frankfurt — 
Geneva — Guernsey  —  Hong  Kong  —  Jakarta  —  Kingston — Lagos- 
London  —  Madrid — Manila — Mexico  City  -  Milan — Munich — Nairobi 
— Panama  City — Paris — Port-au-Prince — Rome—  Rotterdam — 
Sao  Paulo— Seoul— Sharjah— Singapore— Stockholm  —Sydney- 
Tokyo —Toronto  —  Warsaw— Zurich. 


FIRST  CHICAGO 

The  First  National  Bank  of  Chicago 


©1981  Tne  First  National  Bank  of  Chicago  Member  FD.I.C. 


Readers  Say 


Unreliable  prop 

Sir:  Your  pitch  for  a  "tax  of  5%  or  1 0% 
on  imported  oil"  (Fact  and  Comment, 
Nov  9)  troubles  me.  The  various  wind- 
fall-tax burdens  imposed  on  "oil  from 
old  fields"  would  dilute  much  of  the 
potential  incentive  such  tax  on  foreign 
oil  might  otherwise  superficially  pro- 
vide tor  domestic  producers.  I  say  "su- 
per tieially"  because  such  additional  re- 
covery efforts  are  costly,  slow  payout, 
and  front-end  loaded;  tax  policy  is  po- 
litically motivated  and,  accordingly, 
"fluctuates."  It  cannot  be  relied  upon. 
— Paul  M.  Premo 
Secretary  and  Treasurer, 
Cbetron  I  S.A.  Inc 
San  Francisco,  Calif 


High,  riskless  return 

Sir:  There  is  something  wrong  with 
the  way  our  country  rewards  savings 
when  you  can  earn  15%  or  more  on  an 
investment  with  virtually  no  risk, 
whereas  the  return  on  risk  ventures 
is,  on  the  average,  less  than  5%  after 
taxes.  Why  would  anyone  risk  capital 
on  a  new,  job-creating  venture  under 
these  conditions? 
— Oreille  Brown 
Cincinnati,  Ohio 


Worthy  excursion 

Sir:  Steele  Commager's  "Dirty  mon- 
ey" (Sept.  28)  was  a  wonderfully  origi- 
nal piece.  As  a  fellow  editor,  I  was 
enlightened,  charmed  and  amused  by 
his  excursion  into  etymology.  Three 
cheers  for  publishing  it. 
—James  Cbace 
Managing  Editor, 
Foreign  Affairs 
New  York,  NY. 


Those  divestitures 

Sir:  hi  the  fine  article  on  the  Sun- 
beam/Allegheny merger  (Nov.  23), 
Forbes  inadvertently  ran  three  of  my 
statements  into  two.  In  response  to 
the  question  "Where  is  the  money 
coming  from?"  I  said:  "Some  of  the 
proceeds  will  be  raised  from  a  couple 
of  Allegheny  divestitures  we  have 
planned,  one  of  which  has  been  an- 
nounced for  some  time.  The  bulk  of  it, 
however,  will  come  from  the  sale  of 
more  liquid  Allegheny  assets  such  as 
shareownings,  etc.  We  had  heard  from 
he  Sunbeam  management  that  they 


were  thinking  about  two  or  even 
three  divestitures,  but  we  have  not 
discussed  it  with  them." 

—Robert  J.  Buckley 
Chairman  and  /'resident. 
Allegheny  International,  hie 
Pittsburgh.  I'enna 


The  Kondratieff  Wave 

Sir:  Your  Nov.  9  coverage  of  the  Kon- 
dratieff cycle  [which  theorizes  that 
prosperity  and  hard  times  come  in  50- 
to-60-year  cycles]  portrays  in  vivid 
manner  the  dilemma  of  trying  to  find 
just  where  we  are  today. 
— Tom  C  Logan 
Seattle,  Wash. 

Sir:  Beyond  the  next  dividend  report- 
ing period,  there  is  a  hard  core  of 
reality.  Kondratieff  lives. 
— Victor  Kachur 
Dublin,  Ohio 

Sir:  Economic  waves  are  a  reality, 
especially  with  respect  to  stock  mar- 
ket price  movements. 

—Janice  E.  Staropoli 
Goldens  Bridge,  N.Y. 

Sir:  The  Kondratieff  article  really  ech- 
oes Leviticus,  Chapter  25  (KJV),  de- 
scribing the  Jubilee — God  Almighty's 
50-year  economic  cycle. 
— Charles  Wimber 
Englewood,  Colo 


Wash  out 

Sir:  In  one  of  your  commencement 
speeches  that  you  reprinted  (Fact  and 
Comment,  Oct.  26),  you  said,  "If  you 
want  to  write  poetry,  write  the  stuff 
even  if  you  have  to  wash  dishes  at 
McDonald's  to  stay  alive."  Washing 
the  dishes  at  McDonald's?  Come  on!  I 
could  make  more  money  stoking  the 
boilers  aboard  your  balloon. 
—Paul  Marsh 
I  rbaua,  III 


Just  a  division 

Sir:  You  classified  Hartfield-Zodys, 
Inc.  ("Retailing  through  intimida- 
tion," Nor.  9)  as  a  "smaller  troubled 
retailer."  Hartfield-Zodys,  Inc.  is  not  a 
troubled  company.  The  purchase  to 
which  you  referred  [concerns]  the  68- 
store  Hartfield  women's  specialty 
store  division  of  Hartfield-Zodys,  Inc., 
a  division  that  contributes  less  than 


10%  of  company  sales  and  has  had 
minimum  profitability.  In  your  article, 
it  appears  that  Petrie  Stores'  $10  mil- 
lion was  to  "buy  out"  Hartfield-Zodys, 
Inc.,  the  entire  company,  which  is  not 
the  case. 

— Edward  I)  Solomon 
President,  CEO, 
Hartfield-Zodys,  Inc 
Los  Angeles,  Calif 


Cigar  pollution 

Sir:  Re  your  comment  about  cigars  in 
"The  Very  Best  Restaurants'V/lr/c/ and 
Comment.  Nor  It  doesn't  matter 
where  I  am  eating,  the  moment  some 
selfish  individual  lights  a  putrid  cigar 
and  pollutes  my  air,  I  can  no  longer 
taste  my  meal  or  enjoy  it.  Three  hur- 
rays for  those  eateries  that  forbid  'em. 
—James  E  Jackson 
New  York,  NY. 


Right  figures 

Sir:  The  value  per  share,  book  val- 
ue/price and  debt  as  percent  of  book  for 
United  Foods  ("The  stock  market's  flea 
market, "Oct.  26)  are  not  correct. 
—BM.  Ennis 

Vice  President.  Administration, 
t  nited  Poods,  Luc 
Bells,  leu  u 

Value  per  share  should  hare  been 
$3-87;  book  value /price,  2.06,  and  debt 
as  percent  of  book,  63'\> — En 


Women  only 

Sir:  Re  your  comments  on  the  Maid- 
enform  advertisement  (Fact  and  Com- 
ment. Oct  12).  Maidenform  advertise- 
ments are  directed  exclusively  to  a 
female  audience.  White-haired  aero- 
nauts and  young  ascenders,  assuming 
they  are  of  the  male  gender,  would  not 
therefore  be  expected  to  run  right  out 
and  purchase  the  depicted  model's  rai- 
ment for  their  wives.  No  Maidenform 
advertising  is  directed  to  any  gift  ori- 
entation, so  therefore  that  to  which 
you  refer  as  problematical  is  not. 

We  are  happy,  however,  that  this 
kind  of  advertisement  is  "bound  to 
turn  on"  white-haired  aeronauts  and 
young  ascenders,  as  you  pointed  out. 
— Donald  E.  Creamer 
Chairman  and  CEO, 
Creamer  Inc 
New  York,  N.Y. 
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DISCOVER  ATARI. 


DISCOVER  ATARI 
COIN  VIDEO  GAMES. 

Every  so  often,  a  company  comes 
)ng  that  literally  challenges  the  way  we 
ink.  ATARI  is  just  such  a  company. 

Packing  a  galaxy  of  motion  and 
31c  in  dime-sized  micro  chips,  our  engi- 
lers  have  developed  coin  video  games 
e  Asteroids,  Centipede  and  Tempest, 
imulatmg.  Involving.  Challenging. 


DISCOVER  ATARI 
HOME  VIDEO  GAMES 


ATARI  is  a  worldwide  leade 
st-growjng  business.  But  it's  just 
arger  woWwaiting  to  take  you  fur 


DISCOVER  HOW  FAR  YOU  CAN  GO. 


The  best-selling 
wagon  in  America. 


Escort  Wagon  came  on  the 
scene  a  year  ago,  and  promptly 
became  America's  favorite 
wagon*  Maybe  that's  because 
it's  the  only  American-built 
wagon 
with  both 
the  traction 
of  front- 
wheel  drive 
and  the 
smoothness 
of  four-wheel  independent  sus- 
pension.t  Or  maybe  it's  because 
of  the  great  job  it  does  in  carry- 
ing, commuting  and  loading. 

Capability  car. 

With  the  rear  seat  up.  Escort 
Wagon  offers  28  cubic  feet  of 
usable  cargo  room,  and  a  color- 
keyed  cargo  cover  to  conceal 
your  valuables.  With  the  rear  seat 


down,  Escort's  already  consid- 
erable volume  nearly  doubles, 
to  57.8  cubic  feet.  Based  on  EPA 
Cargo  Volume  Index.  Impressive. 
But  don't  think  numbers,  think 
of  the  errands  run,  the  cargo 
carried.  And  Escort  Wagon  was 
designed  to  help  keep  driving 
costs  down  with  low  scheduled 
maintenance. 


Engineering  means 
comfort,  too. 

Escort  Wagon  works  just  as 
hard  at  keeping  you  comfort- 
able. You'll  find  handsome  in- 
teriors with  optional  low-back 
bucket  seats.  And  four-wheel 
independent  suspension  helps 
smooth  your  ride  because  each 


wheel  reacts  to  bumps  indepen- 
dently, with  minimal  effect  on 
the  other  wheels  or  you. 

At  the  heart  of  the  World 
Car  Wagon, 
theCVH 
engine. 

Escort 
Wagon's  pow- 
erplant  is  just 
as  much  an  engineering  triumph 
as  Escort  itself.  It's  the  CVH  en- 
gine. This  Compound  Valve 
Hemispherical  head  engine  and 
standard  4-speed  transmission 
with  fourth  gear  overdrive 
help  give  you  power  and 
excellent  economy 
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For  comparison.  Your  mile- 
age may  differ  depending  on 
speed,  distance  and  weather. 
Actual  highway  mileage  lower. 

And  Escort  Wagon  offers  the 
convenience  of  Ford's  patented 
split-torque  automatic  trans- 
mission option.  Whether  you 
buy  or  lease,  see  Escort  Wagon 
at  your  Ford  Dealer  now. 

FORD  ESCORT 


'Excludes 
other  Ford  Motor 
Company  products. 


i 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


ECONOMY'S  PLUNGE  WILL  END  FOR  BETTER,  NOT  WORSE 


That  is,  if  you're  not  one  of  those  whose  company,  job, 
income  or  equities  go  down  the  drain  in  the  meantime. 

More  companies  are  experiencing  a  drearier  fourth  quar- 
ter than  they  anticipated.  Add  them  to  those  major  indus- 
tries in  even  direr  circumstances  than  they  were  before, 
and  you'll  see — are  seeing — a  sharp  reining  in.  While  the 
dismal  statistics  of  this  quarter  won't  be  toted  up  till  next 
year's  first  quarter,  those  whoare  the  statistics  know  mighty 


well  what's  happening.  And  are  reacting  accordingly. 

In  addition  to  all  the  bad  things  this  brings,  it  brings  two 
good  things — a  faster  decline  than  forecast  (except  by  us) 
in  interest  rates  (both  short  and  long),  and  a  further 
marked  drop  in  the  rate  of  inflation. 

All  these  elements — the  temporarily  bad  ones  and  long- 
er-lasting good  ones — will  combine  to  make  the  economy 
turn  up  before  summer's  leaves  drop. 


CAN  YOU  FATHOM  WHY  WE'D  SELL  TAIWAN  NEW  FIGHTERS? 


Unless  for  some  inexplicable  reasons  some  cloutful  Ad- 
ministration insiders  want  to  slam  shut  our  Opening  with 
China,  why  in  the  name  of  any  sense — common  or  com- 
plex— would  we  sell  advanced  fighter  planes  to  Taiwan??? 

Our  developing  friendly  relations  with  China  are  provid- 
ing the  single  most  powerful  counterbalance  to  Russia's 
widening  lead  over  us  and  the  West  in  military  capability. 

For  good  reason — like  centuries  of  volatile  differences 
over  more  than  3,000  miles  of  common  border  with  Chi- 
na— the  Soviet  government  has  to  keep  an  enormous  hunk 
of  its  military  at  its  Far  Eastern  borders.  With  the  rebirth  of 


U.S. -China  friendship,  the  Russians  have  had  to  divert  even 
more  of  the  military  force  types  of  the  sort  now  in  Afghani- 
stan and  facing  NATO.  So  a  handful  of  advanced  fighter 
planes  is  worth  the  chilling  of  our  rapport  with  Peking? 
That  makes  any  sort  of  military  sense?  Any  sense  at  all? 

There  is  an  overwhelming  mutual  bond  with  the  U.S. 
that  Taiwan  isn't  going  to  jeopardize — its  $7  billion  trade 
with  the  U.S. 

But  what  Svengali-esque  thinking  could  come  up  with 
any  reason  to  affront  China,  with  a  billion  human  faces 
and  where  Face  is  all,  by  kicking  them  there? 


ARABS  WILL  KILL  WHAT  ISRAEL  CAN'T 


Israel's  alarm  that  the  Saudi  peace  plan  wasn't  knocked 
dead  at  its  inception  by  Washington,  London,  Cairo  and 
elsewhere  can  be  tempered  by  the  knowledge  that  what 
the  Israelis  can't  kill,  the  Arab  split  will. 

Libya,  Syria  and  Co.  are  so  enraged  at  the  Saudis  and 
their  Arabic  supporters  and  dependents  for  even  vaguely 
indicating  that  Israel  is  here  to  stay  that  they've  threat- 


ened to  knock  off  Arafat  if  he  goes  along  with  Fahd. 

It  must  be  confusing  to  Qaddafi's  multiple  assassination 
squads  to  have  their  murder  priorities  constantly  changing 
between  U.S.  ambassadors,  PLO  leaders,  additional  Egyp- 
tians and  conservative  rulers  of  Arabic  countries.  It  some- 
times seems  as  if  Israel  itself  might  have  trouble  keeping 
its  place  on  the  Libyan  leader's  top  hit  list. 


GERMANY'S  SCHMIDT  RIGHTLY  NAILS  THE  PRESS 

Said  Chancellor  Schmidt  to  West  German  publishers:  West  Germany,  but  in  Scandinavian  countries  and  Britain 

"Do  not  let  yourselves  be  influenced  by  the  headlines  in  and  France  as  well,  by  sizable  groups  of  mainly  youthful 

the  newspapers  you  publish."  He  was  talking  about  the  protesters  against  U.S.  rearmament  and  the  basing  of  cruise 

enormous  play  given  the  mass  demonstrations,  not  only  in  missiles  in  NATO.  The  Chancellor  pointed  out  that  the 
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1 1  ii  ist  recent  public  opinion  survey  in  West  Germany  showed 
80%  supported  their  NATO  commitment,  and,  he  declared, 
while  there  were  differences  about  specifics,  the  German 
people  and  political  parties  by  a  wide  majority  were  pro- 
American  and  supported  their  alliance  with  the  U.S.A. 

When  Russia's  submarine,  carrying  atomic  weapons, 
went  on  the  rocks  in  Sweden,  so  did  the  numbers  of  others 
in  the  t  ree  World  protesting  U.S.  rearmament  and  cruise 
missiles  tor  Western  Europe. 

Moscow's  subtle  orchestration  of  their  Red  minions  and 
the  un(Rcd)aware  leftist  groups  in  Western  Europe  was 
bringing  about  turnouts  of  such  numbers  that  press  and  TV 
coverage  conveyed  the  impression  in  the  Free  World — and 
in  NATO  particularly — that  most  people  want  the  U.S.  to 
go  home. 

For  the  U.S.S.R.,  that  is  their  greatest  objective,  the 
millennium  tor  the  Kremlin. 


It's  not  hard  for  those  who  read  history  and  for  those  of 
us  who  lived  through  it  to  remember  how  many,  many 
Americans  were  isolationists  of  the  let-Europe-stew-in- 
their-own-juice  sentiment. 

That  the  Soviets  could  even  come  close  to  triggering  a 
resurrection  of  that  thinking  by  its  craftily  concealed  syn- 
chronization of  mass  demonstrations  in  Western  Europe- 
an capitals,  so  soon  after  Afghanistan  and  during  the  on- 
going threat  to  reobliterate  Poland,  is  absolutely  extraordi- 
nary. But  an  absolute  reality. 

Perhaps  it's  not  so  surprising  that  the  most  militantly 
supportive  of  U.S.  military  strength  is  France's  Mitterrand, 
who,  being  one,  knows  the  Left  better  than  the  rest  of 
Europe's  centrist  politicos. 

To  repeat:  Bravo  for  Herr  Schmidt  and  his  Right  On 
words  to  the  press:  "Do  not  let  yourselves  be  influenced  by 
the  headlines  in  the  newspapers  you  publish." 


"FARMS  BENEATH  THE  WAVES" 


Though  the  problems  to  be 
overcome  are  plentiful,  GEO 
concludes  in  an  issue  last  spring 
(May),  "Truly  efficient  mass 
production  of  just  one  species 
could  make  it  possible  to  feed 
millions  of  the  world's  hungry. 
The  majority  of  developing 
countries  [have]  warm  cli- 
mates, where  aquaculture  can 
be  carried  on  without  energy- 


consuming  heating.  Aquacul- 
ture can  utilize  land  that  lsgood 
for  little  else.  Finally,  aquacul- 
ture is  relatively  labor-inten- 
sive and  could  therefore  provide 
jobs  for  the  Third  World's  ar- 
mies of  unemployed." 

Food  Cycle:  "The  man  feeds 
the  ducks,  the  ducks  feed  the 
algae,  the  algae  feed  the  carp, 
the  carp  feed  the  man. " 


JOKES  ABOUT  THE  PENNY  COULD  END  UP  ON  US 


Because  it  strains  the  mind  to  think  of  anything  left 
that's  buyable  for  a  penny  and  because  making  a  penny  out 
of  present  ingredients  is  costly,  there  have  been  serious 
suggestions  to  do  away  with  'em. 

Which,  of  course,  would  be  a  most  costly  mistake.  With 
no  pennies  retailers  and  manufacturers  would  round  off  .ill 


prices  to  the  nearest  nickel.  And  anyone  who  thinks 
they'd  round  them  off  down  instead  of  up  is  thinking 
upside  down,  if  at  all. 

Literally,  doing  away  with  the  penny  would  cost  the  rate 
of  inflation  a  pretty  one. 

So  let's  do  away  with  even  the  thought  of  it. 


MACHO  DO 

is  usually  about  nothing. 

MY  WIFE  AND  GRANDCHILDREN  SURE  HOPE  RCA'S  VIDEO  DISC 


develops  into  as  great  a  corporate  success  as  its  success  in 
our  home.  When  she  is  babysitting  for  our  ebullient  grand- 
daughters, they  soon  tire  of  rearranging  her  dollhouse  (we'll 
refrain  from  mentioning  how  many  decades  old  it  is)  and 
demonstrating  their  extraordinary  crayon  creativity.  Then 
conies  the  moment  when,  from  the  appropriate  video  discs, 
they  select  one  to  be  watched  right  then,  right  there. 

As  i heir  grandma  puts  it,  "On  daytime  TV  there  is  little 
oi  ippeal  or  worth  to  children,  but  the  discs  are  magic 
magnets,  instantly  available." 


My  bride  of  35  years  adds:  "It's  fun  for  the  rest  of  us  to  be 

able  to  see  some  of  the  movies  we  want  when  we  want  and 

without  so  many  interruptions  for  commercials." 

I  am  glad  she  doesn't  resent  such  in  magazines. 
*  *  * 

Speaking  of  RCA,  auctioning  off  the  seven-year  leases 
for  those  seven  RCA  satellite  transponders  can  only  be 
described  as  a  $90  million  stroke  of  genius.  Instead  of 
speculators  getting  the  gravy  as  heretofore,  CEO  Bradshaw 
has  garnered  the  maximum  for  RCA. 
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FOR  FDR,  EARLY  SHOOTER  PRAISE  WINS  PIECE  FROM  THE  ACTION 


Hy  dear  Claud* I 


In  the  Forbes  Collection  are  two 
letters  by  FDR  written  to  the  same 
admiral  three  years  apart.  They  relate 
to  one  another  in  a  fascinatingly 
unforeseen  way. 

Early  in  1939,  President  Franklin  D. 
Roosevelt  wrote  Admiral  Bloch  aboard 
his  flagship  USS  Pennsylvania: 

"I  was  very  much  interested  in  the 
information  your  note  contained  con- 
cerning the  progress  made  in  recent  anti- 
aircraft practices.  Particular  proficiency 
in  this  brand  of  gunnery  is  a  matter  in 
which  I  am  extremely  interested. 

"I  feel  certain  that  the  fleet  will  continue  its  present 
high  state  of  efficiency  under  your  guidance.  ..." 

Thirty-four  months  later  the  USS  Pennsylvania  was 
among  the  battleships  devastated  at  Pearl  Harbor. 

Franklin  Roosevelt  wrote  on  Feb.  10,  1942: 


march  23,  X939. 


I  aas  vary  inucu  Interested  In  the  informs- 
tion  your  note  contained  concerning  the  progre  s  made 
In  recent  anti-aircraft  practices.    Particular  profi- 
ciency in  this  branch  of  gunnery  Is  a  natter  in  which 
I  an  extremely  interested,  as  you  undoubtedly  know. 

I  shall  be  moat  pleased  to  have  a  copy 
of  the  remarks  made  at  the  Critique  following  Fleet 
Problem  Twenty.    It  was  a  source  of  regret  to  ae  that 
time  did  not  permit  me  to  be  present  at  the  Critique. 

I  feel  certain  that  the  Fleet  alii  con- 
tinue its  present  high  state  of  efficiency  under  your 
guidance  and  I  wish  for  you  all  the  happiness  and 
success  in  the  future. 


Very  sincerely  youre. 


Admiral  Claud.  C.  Bloch,  USN., 
O.S.S.  PENNSYLVANIA,  Flagship, 
c/o  PoBtoaeter, 
New  Tor*.  14.  I. 


February  10,  19i2 


K7  *e. 


Adair  nlr-WTrHw 

The  paper  weight  which  you  had  mode 
from  an  engine  part  of  a  Japanese  clane  shot 
down  during  the  attack  on  Pearl  Harbor  on 
December  7,  1PA1,  has  arrived  and  is  now  on 
tty  desk. 

Tour  kindness  In  remembering  my  blrtn- 
day  Is  deeply  appreciated. 

With  all  good  wishes,  I  am 

Very  sincerely  yours. 


Rear  Admiral  C.  C.  Bloch,  U.S.  Nary, 
Corwnandant,  Fourteenth  Naval  District 
Pearl  Harbor,  Hawaii. 


"My  Dear  Claude, 

"The  paperweight  which  you  had  made  from  an  engine 
part  of  a  Japanese  plane  shot  down  during  the  attack  on 
Pearl  Harbor,  December  7,  1941,  has  arrived  and  is  now  on 
my  desk." 


CREDIT  IS  MOST  OFTEN  GIVEN 

when  it's  not  claimed. 


SUCCESS  UNDILUTED 

undoes. 


By  M.S.  Forbes  Jr. 


Stockman's  extraordinary  indis- 
cretions aside,  the  Atlantic  article 
had  little  news  for  Administration 
economic  policymakers:  For  several 
months  David  Stockman  has  had 
serious  reservations  about  Reagan- 
omics,  primarily  the  notion  of 
across-the-board  individual  tax  cuts. 
In  fact,  it  was  the  collision  between 
him  and  supply-siders  that  brought 
on  the  furious  infighting,  confusion 
and  uncertainty  that  has  character- 
ized President  Reagan's  economic 
program  since  midsummer. 

The  battle  was  not  a  pleasant  one. 
Stockman  and  his  aides  routinely 
disparaged  Administration  supply- 
siders  as  "a  voodoo  fringe,"  imply- 
ing that  Treasury  Secretary  Regan 
was  under  their  spell.  To  his  former 
supply-side  colleagues,  the  budget 
chief  in  recent  months  had  become, 
as  one  of  them  put  it  to  this  writer 
only  days  before  the  article  ap- 
peared, "a  Benedict  Arnold." 

The  differences  boiled  down  to 
the  question  of  balancing  the  bud- 
get— how  important  it  was,  and  the 
best  way  to  do  it.  To  Stockman  and 
his  allies,  balancing  the  budget  by 
whatever  methods  was  the  prime 
objective.  To  the  supply-siders,  a 


"BENEDICT"  STOCKMAN 

black-inked  budget  in  1984  was  sim- 
ply a  desirable  by-product  of  Reagan- 
omics,  not  a  major  end  in  itself. 
Obsession  with  a  balanced  budget, 
Treasury  Department  officials 
feared,  would  lead  the  Administra- 
tion into  a  "Thatcher  trap" — trying 
to  balance  the  books  with  higher 
taxes,  which  would  lead  to  economic 
stagnation  and  even  more  red  ink. 

Stockman  was  a  resourceful  advo- 
cate on  the  tax  question.  It  was  he 
who  persuaded  the  Administration 
to  postpone  the  effective  date  of  its 
personal  income  tax  reductions  to 
October,  and  to  reduce  the  first  in- 
stallment from  10%  to  5%.  After 
the  legislation  became  law,  he  lob- 
bied hard  to  have  it  watered  down. 
This  fall  he  strongly  advocated  "rev- 
enue enhancements" — bureaucrat- 
ese  for  major  tax  increases — even  as 
we  were  heading  into  a  recession. 

Donald  Regan  vigorously  fought 
those  ideas  and  the  President 
backed  up  his  Treasury  chief. 

Regan  was  right.  With  the  belt- 
tightening  must  come  incentives 
for  people  to  earn  and  save  more.  In 
that  respect,  the  1981  tax  bill  was 
one  of  the  most  potent  this  country 
has  had  in  a  long  time.  Raising  lev- 
ies is  no  way  to  balance  the  books. 

It  was  no  coincidence  that  on  the 


day  Donald  Regan  announced  that 
the  Administration  was  not  com- 
mitted to  balancing  the  budget  by 
1984  and  would  not  propose  tax  in- 
creases for  next  year,  the  stock  and 
bond  markets  rallied. 

In  a  sense,  Stockman  undermined 
his  own  cause  even  before  that  piece 
was  published.  Delay  in  the  tax  re- 
duction will  make  this  recession 
more  serious.  This  downturn  will 
force  up  budget  outlays  for  "safety 
net"  programs  and  will  hurt  collec- 
tion of  revenues.  As  a  result,  1982's 
deficit  will  be  larger.  Stockman  put 
the  matter  well  in  that  famous 
"Dunkirk"  memo  he  and  Repre- 
sentative Jack  Kemp  submitted  to 
Ronald  Reagan  after  the  1980  elec- 
tion: "Dilution  of  the  tax  cut  pro- 
gram in  order  to  limit  short-run  stat- 
ic revenue  losses  would  be  counter- 
productive. Weak  real  GNP  growth 
over  1981  and  1982  will  generate 
'soup  line'  expenditures  equal  to  or 
greater  than  any  static  revenue  gains 
from  trimming  the  tax  program." 

The  President  was  right  to  let  the 
beleaguered  budget  director  stay  on. 
No  one  can  match  Stockman's  ex- 
pertise on  Washington's  finances. 
He  can  still  make  enormous  contri- 
butions as  long  as  he  doesn't  let 
himself  get  tangled  up  on  tax  policy. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mina.-MSF 


White  House  Leak 

There  is  some  indication  that  the 
Administration  would  not  he  that  up- 
set if  Congress  killed  the  MX  or  B-l. 
"Scuttling  both  would  look  bad,"  says 
a  White  House  aide,  "but  the  elimina- 
tion of  one  could  be  absorbed  politi- 
cally." And  strategically?  "Strategical- 
ly," says  this  Reagan  adviser,  "neither 
is  absolutely  vital.  The  submarine- 
based  missiles  and  the  improved  Min- 
utemen  give  us  enough  protection.  It's 
just  that  rhetorically  we've  said  they 
don't.  So  if  the  MX  and  B-l  are 
shelved  or  severely  curtailed,  we'll  just 
have  to  find  a  way  to  make  it  look  like 
no  great  loss — which  it  really 
wouldn't  be." 

— Michael  Kramer, 
New  York 

Don't  Hold  Tour 
Breath,  Detroit 

How  much  richer  are  we  with  the 
new  5%  personal  income  tax  cut?  Be- 
fore year's  end,  the  reduction  will  add 
$3.6  billion  to  our  wallets.  That's 
small  potatoes  on  top  of  the  $525  bil- 
lion income  after  taxes  we'll  have 
anyway.  But  the  extra  cash  could  buy 
444,000  new  cars. 

— U.S.  News  e)  World  Report 

Like  Not  Liking  God 

Some  years  ago,  reviewing  a  novel 
by  Robert  Coover,  Wilfrid  Sheed  said 
that  "not  to  read  it  because  you  don't 
like  baseball  is  like  not  reading  Balzac 
because  you  don't  like  boarding 
houses."  I  bring  this  up  because  I  am 


entirely  innocent  of  race  tracks.  And 
yet:  Not  to  read  Reflex,  by  Dick  Fran- 
cis (Putnam),  because  you  don't  like 
horses  is  like  not  reading  Dos- 
toyevsky  because  you  don't  like  God. 

— critic  John  Leonard 


Bonn 's  Mayor  Assails 
A  Communist  Tactic 


Special  to  The  New  York  Times 

BONN,  Oct.  10  —  City  officials  said 
today  that  the  Communist  Party  had 
urged  storekeepers  here  to  paste  plac- 
ards in  their  windows  supporting 
today's  antiwar  demonstration  to 
avoid  having  them  smashed. 

A  flier,  distributed  by  the  party's 
local  grouping,  said  25  cents  for  poster 
paper  "would  be  cheaper  than  boards 
to  barricade  the  store. " 

Mayor  Hans  Daniels  said  the  tactic 
reminded  him  of  the  "dark  days  of 
Fascism." 


Safety  Net  for  Whom? 

There  is  the  lobby  for  job  training 
programs,  which  is  less  concerned 
with  turning  welfare  recipients  into 
productive  workers  than  with  pro- 
tecting federal  contracts  for  the  job 
training  industry.  There  is  the  hous- 
ing lobby,  which  represents  builders 
so  addicted  to  federal  rent  subsidies 
that  they  can't  conceive  of  putting  up 
a  moderate-income  apartment  house 
without  them.  .  .  .  House  Majority 
Leader  Jim  Wright  presents  budget 


cuts  as  an  assault  on  women,  children 
and  the  helpless  without  pausing  to 
glance  at  the  mound  of  evidence  that 
federal  social  programs  have  bettered 
mainly  their  administrators  and  con- 
tractors and  have  often  done  harm  to 
the  people  they  were  intended  to  help. 
—Wall  Street  Journal  editorial 

Snail's  Pace 

At  last,  nearly  two  years  after  the 
attack  on  Pearl  Harbor,  U.S.  subma- 
rines went  to  sea  with  a  torpedo  that 
worked. 

— War  Under  the  Pacific, 
by  Keith  Wheeler  and  editors 
of  Time-Life  Books 


Everyone  is  wondering  why 
Reagan  is  in  Texas  shooting 
turkeys  when  he  should  be 
in  Washington  firing  them. 

—Robert  Neumann. 
Democratic  National  Committee 


Oceanic  Frontiers 

This  is  the  Age  of  Aquarius.  .  .  . 
Aquaculture  is  thought  to  be  an  exotic 
mystery ,  frequently  confused  with  acu- 
puncture. To  initiate  a  particular  aqua- 
culture  project  in  the  state  of  Hawaii 
required  33  permits,  which  were  only 
obtained  after  a  period  of  18  months, 
and  upon  payments  totaling  $10,000. 

— Seafarm, 
by  Elisabeth  Mann  Borgese 

Utopian  Faith 

For  other  nations,  Utopia  is  a 
blessed  past  never  to  be  recovered;  for 
Americans  it  is  just  beyond  the  hori- 
zon. One  has  to  work  with  Ameri- 
cans— not  listen  to  them — to  experi- 
ence their  faith. 

— Henry  Kissinger 

Me  loo.  She  Said 

David  Mahoney,  chief  executive  of- 
ficer of  Norton  Simon  [recalled]  a  din- 
ner party  in  Paris,  some  years  ago, 
when  he,  "for  some  reason  or  other," 
was  seated  next  to  the  Duchess  of 
Windsor. 

"She  asked  me  if  I  was  married,"  he 
recalled,  "and  I  said  I  was  divorced." 

He  contmued:  "Then  she  said,  just 
as  though  I  didn't  know,  'I  was  di- 
vorced, too,  you  know.'  What  could  I 
say?  I  was  speechless." 

— Enid  Nemy, 
New  York  Times 
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H  ALSTON 

1-12  FOR  MEN  Z-14 


Desks  oi 


We  would  like  to  propose  a  more 
perfect  union. 

You  and  one  of  the  innovative  work 
stations  from  Xerox. 

No  one  else  offers  you  such  a 
complete  range  of  office  machines  with  the 
*|  opportunity  to  use  each  individually  or 
as  a  total  information  network.  Today 
and  tomorrow  So  if  you  work  at  a  desk, 
there's  a  Xerox  work  station  that'll  fit 


your  needs  no  matter  what  your  job.  For  example:  the  Xerox  820  Information 
Processor  is  a  desktop  computer  that  uses  industry  standard  software  to  help  man- 
agers handle  planning,  budgeting  and  forecasting. 

But  it  doesn't  stop  there.  The  820  is  also  the  perfect  ^^i^ 
word  processor  for  secretaries  who  spend  only  a 
part  of  their  day  typing. 

For  secretaries  who  do  a  good  deal 
more  typing,  the  Xerox  860  Information 
Processing  System  is  the  answer.  It  can 
speed  up  and  simplify  text  editing. 

The  CP/JVT  operating  system  soft- 
ware is  now  available  for  the  860  and  the 
JO,  which  gives  you  access  to  hundreds  o3 


XEROX®,  820.  860,  and  8010  arc  trademarks  of  XEROX  CORPORATION.  CP  M®  is  a  registered  trademark  of  Digital  Research.  Ii 


Ymerica, 

ite. 


m  other  software  packages.  Allowing  both  work 
gs  stations  to  compute,  do  statistics,  process 

records,  and  manage  and  store  information. 
The  Xerox  8010  Information  System 
is  a  unique  work  station  for  business 
professionals,  engineers,  analysts,  researchers 
and  on  and  on. 

They  can  use  it  to  create  reports  and 

i presentations  with  tables,  charts  and  other 
graphics,  and  print  them  in  a  variety  of 


typefaces.  It  also  handles  electronic  mail  and  filing.  And  a 
full  system  of  communication  servers  and  file  servers  are 
available.Then,  whenever  you're  ready,  you 
can  begin  to  incorporate  your  office  of  today 
into  your  office  of  tomorrow  with  an 
Ethernet  network.Which  lets  your  machines 
=sb  work  together.  Which  gives  you  and 
^  j  your  company  the  most  complete 
xerox  I  information  system. 

Under  a  unified  network.  With 
more  opportunity  and  productivity  for  all. 

To  get  more  information,  mail  in  the 
coupon.  Or  call  1-800-527-1868* 


a. 


□  I'd  Ilk  c  to  know  more  about  Xerox'advanced  office  machines 

□  I'd  like  to  know  more  about  the  Ethernet  local  network. 

Send  to:  Xerox  Corporation,  P.O.  Box  470065.  Dallas,  Texas  75247. 
Name  Title—  


Company- 
Address   

City  

Zip  


.State. 


.Phone. 


XEROX 


F 12-7-81 


InTcus,  call  1-80O-442-5O3O. 


Make  your  multinational  insurance  planning  work 
from  Brazil  to  Bahrain  with  A&A's  local  expertise. 


Every  multinational  corporation  has 
unique,  country-by-country  risk  manage- 
ment and  insurance  brokerage  needs. 
How  A&A  looks  at  overseas  manufacturing 
will  help  explain  how  we  will  look  at  your 
business.  In  this  case,  we  look  at  opera- 
tions through  the  eyes  of  an  indigenous 
client.  Probing  local  exposures  from  pro- 
duction line  to  bottom  line.  Determining 
appropriate  ways  to  protect  assets  and 
earnings.  Dealing  with  local  practice  and 
regulations  in  the  native  tongue. 

Only  by  working  from  a  client's  point 
of  view— both  corporately  and  overseas  — 
can  we  be  sure  a  company  gets  the  most 
comprehensive,  cost-efficient  programs 
possible. 

Global  planning, 
domestic  follow-through 

This  insider's  vantage  point  enables 
our  international  organization  to  provide 
clients  with  the  same  high  caliber  of  service 
anywhere  in  the  world.  Formulating  a  uni- 
form, centralized  program.  Then  utilizing 
the  expertise  of  our  m-place,  local  staffs  to 
carry  it  out  in  the  manner  most  advanta- 
geous in  each  particular  country. 

Each  industry  has  different  needs. 
For  insurance,  for  risk  management,  for 
human  resource  management,  for  financial 
services.  And  each  of  our  120  offices  here 
and  overseas  has  the  facilities,  expertise 
and  strength  to  fulfill  the  requirements  of 
any  company  large  or  small,  many  industry 

We  think  a  big  reason  A&A  has  be- 
come one  of  the  largest  and  most  trusted 
insurance  brokers  worldwide  is  that  we 
work  the  same  way  with  every  client.  From 
the  client's  point  of  view.  From  Brazil 
to  Britain  to  Bahrain. 


exander 
exander 

7rom  the  client's  point  of  view. 


Production  workers  at  Bendix  do  Brasil  in  Campinas,  Brazil. 


\\  hat  s  Ahead  for  Business 


Get  ready  for  the 
pickup  in  housing 

and  a  slightly 
better  time  in  autos 


Why  some  of 
the  seasonality 
is  going  out 
of  automobile  sales 


Why  Volcker 
will  hang  tough: 
The  Fed  has  learned  a 
painful  lesson 


WHY  THE  RECESSION  WON'T  GET  MUCH  WORSE 

How  deep  is  the  recession?  How  many  angels  can  dance  on  the  head 
of  a  pin?  Talk  of  recession  and  rising  unemployment  obscures  the  fact 
that,  in  general,  the  nation  remains  highly  prosperous.  In  Denver,  in 
much  of  the  Sunbelt,  in  California  it  is  difficult  to  find  any  recession. 
New  England,  once  known  as  a  depressed  area,  is  doing  fine.  On  the 
other  hand,  both  housing  and  autos  are  in  the  dumps  and  some 
geographical  areas  are  clearly  suffering. 

Certain  things  are  bound,  however,  to  prevent  these  areas  of 
depression  from  causing  ripple  effects  and  spreading  throughout  the 
economy.  Happening  number  one  is  the  beginning  of  the  buildup  in 
defense  industries.  But  here's  the  surprise:  The  housing  slump  is 
drawing  to  an  end  and  the  modest  beginnings  of  a  pickup  here  will 
prevent  any  domino  effect  on  the  rest  of  the  economy. 

As  long-term  interest  rates  continue  to  follow  short-term  rates  down, 
powerful  pent-up  demand  will  start  eating  away  that  backlog  of 
300,000  unsold  homes.  It  will  take  a  while  for  builders  to  get  liquid 
again  but  in  the  meantime  the  appliance  and  home  furnishings  indus- 
tries will  recover  as  people  begin  moving  into  new  homes  again. 

Autos.  The  problems  in  this  industry  are  far  more  than  recession- 
deep.  They  are  chronic,  worldwide  and  intractable.  This  is,  basically, 
an  old  industry  undergoing  a  terrible  shakeout.  Twilight  in  Detroit.  But 
a  little  help  is  on  the  way:  Some  of  the  seasonal  cyclically  is  going  out 
of  the  business.  Sales  used  to  be  strong  in  the  fall,  new  model  time,  and 
gradually  petered  out  as  winter  wore  on.  But  these  days,  manufacturers 
are  bringing  out  new  models  all  year  round — as  fast  as  they  can  tool  up 
for  them.  So,  the  usual  seasonal  layoffs  may  not  occur  over  the  next 
couple  of  years  and  winter  output  will  be  better  than  usual. 

Put  all  this  together  and  what  do  you  have?  An  economy  picking  up. 
But  slowly.  Interest  rates  aren't  going  low  enough  to  set  off  any  kind  of 
a  big  investment  boom.  The  pickup  in  autos  and  housing  will  be  too 
gradual  to  set  off  any  kind  of  explosion.  It  all  adds  up  to  a  gradual 
resumption  of  growth  in  a  noninflationary  fashion. 

On  page  85,  a  former  top  official  of  the  Fed  speculates  on  whether 
Paul  Volcker  will  hang  tough;  he  concludes  that  he  will.  This  is  one 
reason  "What's  Ahead"  is  confident  about  the  noninflationary  nature 
of  the  coming  recovery.  You  will  keep  reading  in  the  papers  and 
hearing  on  the  tube  about  rising  unemployment  and  plant  closings  and 
young  people  unable  to  afford  the  homes  they  feel  they  are  entitled  to. 
All  this  will  generate  a  lot  of  political  heat.  But  the  Fed  has  been 
through  all  this  before:  By  yielding  previously  to  this  kind  of  pressure 
the  Fed  has  helped  turn  recoveries  into  inflationary  booms.  Not  this 
time.  The  Fed  still  smarts  under  accusations  that  it  loosened  money 
too  soon  to  help  the  Nixon  and  Carter  candidacies.  The  lesson  has  been 
learned.  The  prospects  at  least  from  mid- 1982  until  well  into  1983  are 
for  the  best  of  all  possible  situations:  growth  in  the  economy  accompa- 
nied by  a  continuing  slowing  in  inflation. 
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The  Forbes  Index 
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latest  14  month* 

It's  downhill  from  here.  Initial  in- 
dications are  that  the  next  figure  for 
the  Forbes  Index  is  going  to  be  even 
lower.  Two  key  economic  indica- 
tors— industrial  production  and  re- 
tail sales — were  each  down  1.5% 
from  the  previous  month.  The  fact 
that  the  economy  is  in  a  recession  is 
no  longer  in  dispute.  Now  it's  a  mat- 
ter of  how  bad  the  slump  will  be. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
senesof  U  S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right 


The  Forbes  Index  Components 
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DIAMONDS  BY  HARRY  WINSTON.  INC 


Give  her  something  expensive  with  rocks. 
If  you're  lucky  shell  do  the  same  for  you. 


JohnnieWalker 
Black  Label  Scotch 


THE 

DE LORE AN. 
LIVE  THE 
DREAM. 


Your  eyes  skim  the  sleek,  sensuous  stainless 
steel  body,  and  all  your  senses  tell  you,  "I've 
got  to  have  it!" 

Hie  counterbalanced  gull-wing  doors  rise 
effortlessly,  beckoning  you  inside, 

The  soft  leather  seat  in  the  cockpit  fits  you 
like  it  was  made  for  your  body. 

You  turn  the  key.  The  light  alloy  V-6 
comes  to  life  instantly. 

The  De  Lorean.  Surely  one  of  the  most 
awaited  automobiles  in  automotive  history. 

It  all  began  with  one  man's  vision  of  the 
perfect  personal  luxury  car.  Built  for  long  life, 
it  employs  the  latest  space-age  materials. 

Of  course,  everyone  stares  as  you  drive  by. 
Sure,  they're  a  little  envious.  That's  expected. 
After  all,  you're  the  one  Living  The  Dream. 
Start  living  it  today  at  a  dealer  near  you. 

A  dealer  commitment  as  unique 
as  the  car  itself.  There  are  345 
De  Lorean  dealers  located 
throughout  the  United  States.  Each  one  is  a 
stockholder  in  the  De  Lorean  Motor  Com- 
pany. This  commitment  results  in  a  unique 
relationship  which  will  provide  De  Lorean 
owners  with  a  superb  standard  of  service. 

For  the  dealer  nearest  you,  call  toll  free 
800-447-4700,  in  Hl.,800-322-4400. 


DE  LOREAN  MOTOR  COMPANY 


Forbes 


What  produces  earnings  gains,  better-look- 
ing balance  sheets,  no  taxes  and  enor- 
mous fees  to  investment  bankers?  It's  Wall 
Street's  newest  product. 


"it's  a  super  deal" 


By  Allan  Sloan 
with  Ellyn  Spragins 

EVERY  INDUSTRY  HAS  its  hot  new 
product.  The  entertainment 
boys  have  television  games. 
The  electronics  wizards  have  personal 
computers.  And  Wall  Street's  invest- 
ment bankers  have  debt-for-equity 
swaps.  It  works  like  this:  A  broker 


goes  into  the  market  and  buys  deep- 
discount  bonds.  He  turns  around  and 
trades  bonds  to  the  issuer  for  common 
shares,  sometimes  treasury  stock. 
The  broker  then  sells  the  common 
into  the  market,  reaping  commis- 
sions at  every  step. 

The  swaps,  invented  by — you 
guessed  it — Salomon  Brothers,  are  all 
the  rage  on  Wall  Street  lately.  A  swap 


lets  companies  dress  up  their  balance 
sheets,  puff  up  their  earnings  and— 
most  important — pay  no  tax  in  the 
process. 

There  have  been  some  two  dozen 
swaps,  covering  about  $500  million 
(face  value)  of  bonds  since  August, 
when  Salomon  pulled  off  the  first  one 
by  trading  $14.1  million  of  bonds  to 
Quaker  Oats  for  Quaker  common 
worth  about  $9.7  million.  The  Quaker 
bonds  were  selling  well  below  par  be- 
cause of  their  low  coupon  rates  and 
distant  maturities. 

Bank  holding  companies,  forever  on 
the  prowl  for  higher  earnings  and  bet- 
ter capitalization,  have  accounted  for 
about  half  the  deals.  Utility  compa- 
nies, delayed  until  now  by  regulatory 
processes,  will  soon  appear  in  droves. 
"This  is  especially  attractive  to  utili- 
ties," says  Jack  Lyness  of  Morgan 
Stanley,  the  number  two  firm  behind 
Salomon  in  swaps.  "It's  a  way  for 
them  to  improve  their  balance  sheets 
and  interest  coverages." 

To  understand  the  benefits  of  the 
deal,  consider  the  NCNB  Corp. -Salo- 
mon deal  in  October.  NCNB,  a  Char- 
lotte, N.C.  bank  holding  company, 
traded  1,333,580  new  shares  (net  pro- 
ceeds: about  $17.6  million)  to  Salo- 
mon for  $29,004,000  of  deeply  dis- 
counted NCNB  debentures.  NCNB  got 
an  $11.4  million  gain  and  an  im- 
proved balance  sheet.  Salomon  got  a 
fee  of  $3.75  per  $1,000  face  value 
($109,000)  for  rounding  up  the  bonds, 
and  an  underwriting  fee  of  5% 
($926,000)  of  the  stock's  value  for  dis- 
tributing it;  all  in  all,  a  nice  round  $1 
million  and  change. 

Why  would  NCNB  Vice  Chairman 
Hugh  McColl  pay  New  York  brokers  a 
million  bucks  when  NCNB  could  have 
bought  the  bonds  itself?  Easy.  Because 
with  Salomon  acting  as  a  principal  in 
the  deal,  the  debt-equity  swap  was 
treated  as  a  tax-free  corporate  reorga- 
nization. Had  NCNB  bought  the 
bonds  for  cash  itself,  it  would  have 
had  to  pay  corporate  income  tax  on 
the  difference  between  face  value  and 
market  value. 

"It's  a  super  deal  for  us,"  says  an 
enthusiastic  McColl.  "In  effect,  we 
sold  stock  for  $21.75  a  share  in  a  mar- 


Salomon's  swap  team:  from  left,  Henry  Hilken,  William  Voute,  Warren  Foss 

A  simple  idea  produces  millions  in  fees  and  helps  keep  Phibro  happy. 
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ket  that  said  our  stock  was  worth 
135/s."  What  about  all  the  money  to 
Salomon?  "There's  no  investment 
banker  that  does  anything  for  noth- 
ing," he  answers. 

The  swap  idea  was  conceived  by 
Warren  Foss,  34,  manager  of  Salo- 
mon's debt  repurchase  group.  Foss 
was  reviewing  the  Bankruptcy  Tax 
Act  of  1980  when  he  realized  that, 
done  properly,  a  debt-for-equity  swap 
could  be  a  tax-free  event.  Consulting 
his  colleagues  on  Salomon's  swap 
team,  Foss  refined  the  idea.  Salomon 
finally  convinced  Quaker  Oats — 
which  had  just  repurchased  a  block  of 
its  stock  from  Brascan — to  use  some 
of  that  stock  to  buy  back  bonds  at  a 
discount. 

"There  are  no  legal  or  technical  rea- 
sons this  couldn't  have  been  done  a 
year  ago,"  Foss  says.  For  Salomon, 
which  has  an  enormous  trading  oper- 
ation in  corporate  securities,  rounding 
up  multimillion-dollar  blocks  of  deep- 
discount  bonds  is  relatively  simple.  If 
a  swap  falls  through  or  the  price  of  the 
stock  Salomon  swapped  for  should  fall 
out  of  bed,  Salomon  could  drop  a  bun- 
dle— but  that's  the  type  of  chance  its 
traders  take  every  day. 

One  of  the  biggest  obstacles  to  get- 
ting swaps  going,  Foss  says,  was  get- 
ting the  companies'  new  shares  regis- 
tered quickly  and  simply  at  the  SEC. 
Another  obstacle,  strangely  enough, 
was  convincing  corporations  that  a 
typewritten  prospectus  was  every  bit 
as  good  as  the  fancy,  printed  kind. 
"We  wanted  to  be  able  to  go  through 
the  process  in  a  simple  way,  and  we 
couldn't  do  that  if  we  had  to  print  the 
prospectus,"  he  says. 

The  rest  is  history.  By  Forbes'  esti- 
mate, Salomon  has  pulled  down  more 
than  $7  million  in  fees  for  doing 
swaps  of  more  than  $.150  million  in 
market  value.  That  is  enough  for  Salo- 
mon to  keep  its  new  parent,  Phibro 
Corp.,  happy. 

As  long  as  interest  rates  continue  to 
stay  high  by  historical  standards  and 
bond  prices  stay  low,  there  is  plenty  of 
opportunity  for  companies  to  manage 
their  earnings  by  doing  the  occasional 
swap.  NCNB  says  that  its  $11.4  mil- 
lion swap  gain  will  be  footnoted  as  an 
extraordinary  item  in  its  fourth-quar- 
ter earnings  statement.  But  others — 
like  Citicorp,  Bankers  Trust,  Manu- 
facturers Hanover  and  Wells  Fargo — 
aren't  that  straightforward.  That's  yet 
another  reason  to  cast  a  skeptical  eye 
on  big  banks'  reported  earnings  this 
year  (see  p.  116). 

Utility  companies'  balance  sheets 
will  improve  if  they  do  massive 
swaps,  but  their  cash  position  won't. 
In  fact,  replacing  tax-deductible  inter- 


est payments  with  nondeductible 
common  stock  dividends  might  im- 
prove their  coverage  ratios  but  run 
down  their  cash. 

The  tax-free  nature  of  the  swap  de- 
pends on  the  investment  banker's  be- 
ing a  party  at  interest,  not  a  com- 


pany's agent.  The  IRS  could  throw  a 
monkey  wrench  into  the  swap  busi- 
ness. "I  myself  would  not  feel  really 
comfortable  telling  you  that,  yes,  this 
would  qualify  as  a  tax-free  transac- 
tion," says  an  IRS  person  in  Washing- 
ton. But  the  game  goes  on.  ■ 


In  the  rubble  beneath  the  collapsed  walk- 
way at  Kansas  City's  Hyatt  Hotel,  there s  a 
gold  mine  for  the  legal  profession. 


Claim  jumpers  in 
three-piece  suits 


By  Jeff  Blyskal 


Kansas  City's  Hyatt  Regency 
Hotel  disaster  is  turning  into  a 
new  gold  rush.  Only  lawyers 
need  apply.  Attorneys  from  coast  to 
coast-  are  jockeying  for  a  role  in  the 
case,  where  flamboyant  trial  lawyer 
Melvin  Belli  is  contesting  with  Irving 
Younger,  a  partner  in  Edward  Bennett 
Williams'  classy  Washington  law 
firm.  With  more  than  $3  billion  in 
damages  filed  as  of  early  November,  at 
stake  is  a  total  fee  income  that  could 


approach  $100  million. 

To  understand  what's  going  on,  you 
have  to  know  how  the  plaintiffs'  bar 
operates.  In  mass  disaster  cases  like 
the  Hyatt  tragedy,  which  claimed  1 13 
lives,  lawyers  race  up  the  courthouse 
steps  to  file  the  first  claims.  That  pro- 
vides them  valuable  publicity,  which 
generally  attracts  more  clients.  The 
extra  clients  don't  necessarily  mean 
more  work,  but  they  do  mean  more 
legal  fees.  Typically,  these  amount  to 
a  third  of  total  damages. 

Belli  followed  tradition  and  was 


*4  u 
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Trial  attorney  Melvin  Belli  in  bis  cluttered  San  Francisco  office 

Aligned  with  Kansas  City  lawyers  against  an  out-of-town  intruder? 
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third  in  line  to  file — five  days  after  the 
accident.  Younger  was  a  latecomer, 
filing  five  days  after  Belli.  Now  Youn- 
ger is  trying  to  recoup;  he  wants  to 
consolidate  his  position  by  creating  a 
class  action,  trying  all  cases  as  one. 

That  suit — filed  formally  in  Kansas 
City  federal  court  Sept.  1 — makes 
Younger  persona  non  grata  to  many 
fellow  lawyers.  He  is  threatening  their 
honey  pot.  Class  action  suits  with 
multiple  plaintiffs  can  produce  mas- 
sive damage  awards,  but  they  involve 
fewer  lawyers,  and  when  the  spoils 
are  divided  some  victims  receive  less 
than  they  might  have  from  individ- 
ually tried  cases.  A  few  top  lawyers, 
one  of  whom  Younger  would  like  to 
be,  meanwhile  rake  off  hefty  fees  by 
taking  a  smaller-than-usual  percent- 
age of  the  lumped  damages,  instead  of 
a  fat  chunk  of  just  one  client's  recov- 
ery. (You  might  call  it  wholesale  liti- 
gation, as  opposed  to  retail  litigation.) 
"Younger  expects  to  have  more  trou- 
ble with  the  plaintiffs'  lawyers  than 
with  the  defendants',"  says  one  court- 
room observer. 

Belli  is  one  who  wants  none  of  this 
class  action  stuff.  He  would  rather  try 
just  one  case  to  establish  liability,  and 
spend  the  rest  of  the  time  litigating 
damages.  Belli,  however,  antagonized 
local  attorneys  when  he  rolled  into 
Kansas  City  last  summer,  but  he  and 
at  least  some  members  of  the  local  bar 
have  since  buried  the  hatchet.  San 
Francisco-based  Belli  is  now  involved 
in  6  of  the  1 13  Hyatt  cases  filed  so  far. 
In  return  for  a  50-50  fee-splitting  ar- 
rangement, he  is  helping  represent  cli- 
ents of  Kansas  City  lawyer  Howard 
Bodney.  "I  have  never  seen  a  jurisdic- 
tion that's  so  resentful  of  outside  law- 
yers," Belli  says  of  the  Kansas  City 
bar.  "This  thing  is  the  opportunity  of 
a  lifetime  for  them,  and  some  local 
guys  want  to  chaser//  the  cases." 

Instead  of  worrying  about  Belli, 
however,  the  locals  should  have  been 
watching  Younger.  The  class  action 
documents  of  his  claim,  filed  on  be- 
half of  Molly  Riley,  now  threaten 
nearly  everyone  else's  fee.  "The  law- 
yers representing  Molly  Riley,  who 
had  some  minor  cuts  and  a  sprained 
neck,  are  asking  to  represent  all  the 
victims,  including  one  of  my  clients 
who's  a  quadriplegic,"  complains 
Kansas  City  attorney  Lantz  Welch, 
who  has  18  cases.  He  claims  his  quad- 
riplegic could  win  a  multimillion-dol- 
lar award  as  an  individual  case,  but 
considerably  less  as  a  share  of  a  class 
action  recovery. 

Younger,  on  the  other  hand,  argues 
that  his  client  Molly  Riley  is  repre- 
sentative of  almost  2,000  less  serious- 
ly injured  victims,  many  of  whom 


have  yet  to  sue.  "It  looks  as  if  the 
damage  claims  may  exceed  the  insur- 
ance and  the  net  worth  of  the  defen- 
dants," he  says.  So,  Younger  explains, 
he  is  working  to  guarantee  some  re- 
covery for  plaintiffs  like  Molly  Riley 
before  individuals  with  substantial 
claims  grab  all  the  money,  and  he 
wants  to  structure  his  claim  in  such  a 
way  that  the  more  seriously  injured 
plaintiffs  must  be  included,  hi  addi- 
tion, Younger,  a  49-year-old  former 
law  professor,  may  have  an  ace  up  his 
sleeve:  "The  defendants  might  prefer  a 
class  action,"  he  says.  "If  they  settle 
that,  nobody  else  can  ever  sue  them; 
it  ends  their  liability." 

The  plaintiffs,  of  course,  will  not 
actually  get  anything  near  the  $3  bil- 
lion that  they  are  asking  for.  A  settle- 
ment in  the  hundreds  of  millions  of 
dollars  is  more  probable,  which  is  why 
many  of  the  lawyers  believe  there  is 
no  lack  of  potential  cash.  "The  defen- 
dants have  a  minimum  of  $240  mil- 
lion available"  in  insurance,  says 


Welch.  That's  where  most  of  the 
money  in  damage  payments  will 
come  from,  and  ultimately  the  public 
will  pay  higher  premiums. 

In  addition,  the  fact  that  the  acci- 
dent occurred  in  Kansas  City  will  keep 
costs  down — especially  in  comparison 
with  Belli's  70  MGM  Grand  Hotel  fire 
cases  in  Las  Vegas.  In  characteristical- 
ly blunt  language,  Belli  explains:  "With 
big  beams  falling  on  these  poor  bas- 
tards, the  damages  were  much  more 
serious  in  Kansas  City  than  in  the 
MGM  case,  but  damage  limitations  set 
by  the  court  aren't  as  high  here  as  in 
some  other  jurisdictions." 

The  squabble  won't  be  resolved  un- 
til January,  when  Younger 's  petition 
is  argued  in  Kansas  City  federal  court. 
The  plaintiffs,  of  course,  won't  be  af- 
fected much  either  way,  and  that's 
the  problem  with  almost  all  personal 
injury  litigation  these  days.  The  vic- 
tim gets  the  lumps,  the  lawyer  the 
spoils,  and  the  public — through  higher 
premiums — pays.  ■ 


Chile's  economy,  held  up  as  a  beacon  of 
University  of  Chicago  monetarism,  en- 
joyed a  boom  on  other  peoples  money — 
and  is  paying  for  it  now. 


Cracked  showcase 


By  Norman  Gall 


SO  GREAT  HAS  BEEN  the  SUCCeSS  of 
a  group  of  Chilean  economists 
trained  at  the  University  of  Chi- 
cago in  bringing  their  country  back 
from  1,000%  inflation  eight  years  ago 
to  a  1981  inflation  rate  lower  than 
that  of  the  U.S.,  that  it  has  been  called 
the  Chilean  "miracle."  Keeping  a 
tight  lid  on  government  spending,  the 
"Chicago  boys"  (Forbes,  Mar.  31, 
1980]  turned  a  massive  government 
deficit  in  1973 — when  President  Sal- 
vador Allende  was  killed  in  a  coup — 
into  a  surplus  in  1979-81. 

Chile's  U.S. -educated  technocrats 
are  devout  believers  in  free-market  al- 
location of  funds.  Rather  than  prime 
Chile's  economy  with  government 


money,  they  relied  for  liquidity  on 
foreign  borrowing  by  the  private  sec- 
tor. And  the  strategy  seemed  to  be 
working.  The  economy  of  the  South 
American  nation  of  1 1  million,  in  an 
area  the  size  of  Texas,  grew  at  8.2%  a 
year  from  1977  through  1980. 

But  now  the  Chilean  economy  is  in 
trouble.  The  government  intervened 
last  month  to  save  8  of  Chile's  47 
private  financial  institutions  from  in- 
solvency in  the  wake  of  a  series  of 
company  bankruptcies.  Intervention 
is  a  departure  from  principle  for  Chi- 
lean government  officials.  Only  two 
weeks  before,  Finance  Minister  Sergio 
de  Castro — chief  of  the  Chicago 
boys — had  been  declaiming  that 
losses  as  well  as  profits  had  to  be 
absorbed  by  business  in  a  healthy, 
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free-market  economy. 

But  the  government  was  forced  to 
seize  and  bail  out  four  banks  and  four 
finance  companies  in  order  to  prevent 
a  run  on  other  banks  and  to  shore  up 
Chile's  increasingly  shaky  interna- 
tional credit. 

Since  1977  Chile's  foreign  debt  has 
been  growing  29%  a  year  on  average, 
faster  than  any  other  country's  in  the 
world.  It  stands  today  at  $15  billion, 
50%  of  gross  national  product.  All  part 
of  the  plan,  says  de  Castro.  Not  to 
borrow  heavily  "would  force  us  to  grow 
less  or  to  do  so  at  the  cost  of  a 
great  decline  in  the  current  stan- 
dard of  living  of  all  Chileans." 

The  high  interest  paid  in 
Chile's  financial  markets  in 
recent  years  lured  international 
money,  which  the  Chilean 
banks  then  lent  to  local  real  es- 
tate developers  and  compa- 
nies— some  of  whom  used  the 
funds  merely  for  acquisitions. 
Former  Economics  Minister 
Pablo  Baraona,  who  is  now  a 
bank  president,  says  that  over 
the  past  decade  Chilean  compa- 
nies "have  increased  their  cap- 
ital by  40%  and  their  indebted- 
ness by  1,000%." 

"This  is  a  very  highly  lever- 
aged economy,"  says  a  Santiago 
representative  of  a  leading  New 
York  bank.  "In  the  past,  indus- 
trialists have  bought  banks  so 
they  can  get  loans  for  their  own 
companies,  although  this  is  be- 
ing changed  under  a  new  bank- 
ing law.  While  interest  rates  are 
high,  averaging  2%  to  4% 
monthly  in  real  terms,  credit 
standards  are  very  low.  A  com- 
pany with  no  real  assets  can 
have  three  banks  running  after 
it  to  lend  money." 

The  U.S.  banker  says  expectations 
of  Chilean  businessmen  became  unre- 
alistic. "While  my  home  office  would 
be  satisfied  with  15%  yearly  return  on 
capital  in  Chile,  that's  peanuts  for  the 
Chilean  partners  in  one  of  our  oper- 
ations. At  board  meetings  they  are 
always  pushing  for  30%."  According 
to  one  leading  economist,  between 
$300  million  and  $400  million  in  for- 
eign loans  were  flowing  into  Chile 
every  month.  It  was  more  than  the 
small  economy  could  usefully  absorb, 
and  more  and  more  loans  financed 
consumption. 

Now  the  boom  is  silenced.  The 
economy  has  slowed  from  8%  growth 
to  near  zero  under  the  accumulating 
weight  of  high  U.S.  interest  rates  and 
world  recession.  The  price  of  copper, 
Chile's  main  export,  fell  from  a  peak 
of  $1.32  a  pound  in  February  1980  to 


74  cents  last  month. 

Cracks  appeared  as  early  as  April, 
when  the  country's  largest  sugar  im- 
porter and  refiner,  CRAV,  went  bank- 
rupt. CRAV  had  received  privileged 
access  to  government  credit  and  de 
Castro  had  served  on  its  board  of  direc- 
tors. When  $380  million  of  its  debt  was 
absorbed  by  the  Finance  Ministry 
while  small  stockholders  lost  their  sav- 
ings, a  political  scandal  erupted. 

In  June  the  real  estateboom  collapsed 
as  local  interest  rates  soared  to  4% 
monthly. 


General  Augusto  Pinochet  of  Chile 
Will  he  dump  the  Chicago  boys? 


And  last  month  came  the  seizure  of 
the  banks  and  finance  companies  and 
a  government  ban  on  foreign  travel  by 
45  directors  of  financial  institutions. 
Nearly  all  the  failed  banks  and  finance 
companies  were  tied  to  the  Banco 
Espariol — Chile's  second-largest  pri- 
vate bank — whose  two  owners  have 
been  indicted  for  fraud. 

Meanwhile,  the  Chilean  peso, 
which  is  tied  to  the  dollar,  floated 
upward  by  about  20%  against  the  ma- 
jor European  currencies,  hurting  the 
competitiveness  of  export-oriented 
industries  such  as  forest  products, 
fruit,  wine  and  fishmeal,  which  had 
borrowed  heavily  in  recent  years  to 
expand  capacity.  Chile's  trade  deficit 
in  1981  is  running  at  $2.4  billion. 

As  a  result  of  all  this,  the  wisdom  of 
de  Castro's  fixed  exchange  rate — a 
key    element    of    his    program  for 


Chile — is  being  debated  today.  De 
Castro  imposed  the  fixed  exchange 
rate  ($1  =  39  pesos)  in  (uly  1979  in  his 
successful  drive  to  force  Chilean  infla- 
tion below  world  levels. 

Critics  of  de  Castro's  policy  say  it 
has  created  a  highly  overvalued  cur- 
rency, reduced  the  competitiveness  of 
Chilean  exports,  encouraged  imports 
and  wiped  out  previously  protected 
domestic  industries  as  tariff  barriers 
have  been  lowered. 

De  Castro's  defenders  argue,  with 
some  reason,  that  Chile's  recession  is 
linked  to  a  world  recession.  They 
point  out  that  employment  con- 
tinues to  rise  in  Chile,  with  un- 
employment in  October  at  8.2% 
of  the  work  force,  compared  with 
13%  two  years  ago.  De  Castro 
insisted  last  July  that  the  govern- 
ment would  not  create  money 
through  credits  to  the  private  or 
financial  sector,  but  he  had  to 
relent  in  the  November  banking 
crisis,  when  the  Central  Bank 
printed  $150  million  in  new  pe- 
sos to  keep  the  eight  financial 
institutions  afloat. 

Meanwhile,  the  foreign  bor- 
rowing needed  to  balance 
Chile's  international  payments 
has  become  much  tighter.  "All 
foreign  loans  are  being  done 
with  forceps  now,"  says  an  in- 
ternational banker  with  many 
years'  experience  in  Chile. 
"Bankers  know  that  much  of  the 
foreign  borrowing  has  been  used 
to  finance  acquisitions  instead 
of  for  productive  investment. 
Big  fortunes  have  been  made  too 
fast  here.  Now  the  crisis  is  shift- 
ing from  the  banks  to  the  com- 
panies that  hold  the  banks' 
loans.  If  the  Chilean  economy 

  continues  to  slow  down,  then 

these  highly  leveraged  companies  will 
find  it  very  hard  to  pay  their  debts." 

This  year's  bankruptcies  have  led  to 
increased  government  supervision  of 
banks,  corporations  and  pension  funds. 
Economists  foresee  1982  as  a  year  of 
high  interest  rates  and  economic 
growth  lower  than  1981.  The  boom 
seems,  indeed,  to  be  over,  and  various 
political  groups  are  trying  to  persuade 
Chile's  military  ruler,  General  Augusto 
Pinochet,  to  dump  the  Chicago  boys. 

But  what  really  has  happened?  The 
free  market  has  worked.  There  was  an 
imbalance  between  money  available 
and  depth  of  investment  opportuni- 
ties. Those  who  splurged  on  real  es- 
tate have  been  burnt,  as  the  market 
corrects  business  errors.  That  is  what 
the  University  of  Chicago  taught 
Chile's  top  economists.  That  is  the 
truth  that  history  teaches  us  all.  ■ 
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The  big  fall  auctions  showed,  again,  just 
how  wayward  the  art  market  can  be  as  an 
investment.  The  only  thing  certain  is  psy- 
chic income,  not  long-term  gains. 


Hammer  blows 


By  Richard  L.  Stern 


THE  MAJOR  PAINTING  AUCTIONS 
of  the  fall  season  held  in  early 
November  in  New  York  by  Soth- 
eby  Parke  Bernet  and  rival  Christie's 
confirmed  that,  recession  or  no,  truly 
great  paintings  can  still  command 
great  prices.  At  Sotheby's,  a  magnifi- 
cent work  by  Ce'zanne,  "Still  Life 
with  Apples  and  Napkin,"  went  for 
$1.8  million.  But  whether  even  a  great 
painting  will  be  a  good  investment  is 
quite  another  matter. 

For  the  short  term,  to  begin  with, 
the  buyer  of  the  Ce'zanne — who  re- 
mained unidentified — paid  a  10%  fee 
to  Sotheby's  on  top  of  his  winning 
bid,  bringing  the  price  of  the  painting 
near  $2  million.  If  he  took  delivery  in 
New  York  (most  don't)  there  would  be 
an  additional  8.25%  sales  tax.  That's 
$2.14  million.  And  figure  $9,000  a 
year  for  insurance.  But  that's  not  all. 


Long  term,  there's  the  fact  that  $2.14 
million  invested  at  a  conservative 
10%,  instead  of  hung  on  a  wall,  will 
produce  $214,000  a  year  in  income. 
At  that  rate,  compounded  yearly,  an 
art  work  must  double  in  value  in  un- 
der eight  years  just  to  stay  even. 

In  periods  of  recession  and  high  in- 
terest rates,  second-rate  works  are 
even  more  dubious  as  investments.  At 
Sotheby's  last  month  bidding  on  a 
seascape  by  Pissarro  reached  only 
$75,000,  about  half  its  estimated  price. 
In  the  past,  Pissarros  have  gone  for  as 
high  as  $560,000.  David  Nash,  head  of 
fine  arts  at  Sotheby's,  later  admitted 
that  he  had  made  a  mistake.  It  was,  he 
said,  a  "bleak  and  dreary"  picture.  At 
Christie's  big  sale  the  same  week,  only 
38  of  the  71  works  at  auction  were 
sold.  On  the  following  Wednesday  and 
Thursday  nights  Sotheby's  did  better, 
with  256  of  339  works  sold.  As  a  gener- 
al rule,  says  David  Bathurst,  president 


of  Christie's,  80%  should  sell. 

The  November  auctions  demon- 
strated again  the  danger  of  bringing 
art  back  to  the  markets  too  soon.  Of 
12  paintings  offered  from  what  Chris- 
tie's listed  as  "the  property  of  a  pri- 
vate collector,"  only  3  were  sold;  the 
bids  on  the  other  9  failed  to  reach  the 
reserve  prices  set  for  them.  There  are 
few  secrets  in  the  art  world;  it  was 
common  gossip  that  the  private  col- 
lector was  Toronto  builder  Charles 
Tabachnick  and  that  some  of  the 
works  had  been  acquired  quite  recent- 
ly. The  problem  in  resales  is  that  art 
dealers  frequently  mark  up  works  by 
30%  to  50% .  That  means  a  buyer  may 
have  to  wait  before  he  can  resell  for  $1 
million  a  work  that  was  priced  at 
$500,000  wholesale.  Saul  Steinberg  of 
Reliance  Corp.  found  that  out  the 
hard  way  last  spring  at  Christie's 
when  he  sold  only  39  of  73  paintings 
(mostly  German  expressionists)  he 
had  acquired  over  several  previous 
years.  Even  if  Steinberg,  an  astute  bar- 
gainer, paid  only  20%  or  30%  mark- 
ups to  his  dealers,  he  still  did  not  wait 
long  enough. 

This,  of  course,  doesn't  mean  that 
there  can't  be  nice  surprises.  At 
Christie's  auction  there  was  a  Picas- 
so oil  of  a  nude  woman  in  an  aggres- 
sively erotic  pose  painted  in  the  art- 
ist's late  and  not  so  great  period. 
David  Nash,  at  rival  Sotheby's,  con- 
sidered the  painting,  "Nude  Woman 
with  Bird  and  Flutist,"  so  "vulgar" 
and  crudely  executed  he  believed 
Christie's  had  overreached  by  esti- 
mating that  it  would  sell  for  $130,000 
to  $160,000.  To  Nash's  astonish- 
ment, Christie's  David  Bathurst 
brought  the  gavel  down  at  $190,000. 


Sotheby's  Nash  and  Hildesley 

Weak  prices  for  the  "bleak  and  dreary. 


Christie's  Bathurst 

.  .  .  But  there  were  surprises. 
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He  admits  that  he  was  astonished, 
too.  The  wife  of  the  losing  bidder 
purportedly  saw  in  the  painting  what 
no  one  else  had  seen  before  or  since: 
a  phallus.  All  of  which  may  only 
prove  that  while  you  can  probably 
count  on  there  being  a  market  for 
costly  erotica,  no  other  collector  may 
see  what  you  see  in  a  picture. 

Less  surprising  was  the  enthusias- 
tic bidding  last  month  on  the  collec- 
tion of  art  dealer  fulien  Levy,  which 
sold  at  Sotheby's  for  a  total  of  $3.9 
million.  Levy  had  bought  many  of  the 
works  directly  from  artists  such  as 


Gorky,  Dali  and  Ernst.  He  also  obvi- 
ously knew  good  from  bad.  One  very 
good  1929  Dali,  "Accommodations  of 
Desire,"  acquired  by  Levy  in  1931, 
sold-  for  $470,000.  But  Levy's  pic- 
tures— in  contrast  to,  say,  Saul  Stein- 
berg's— had  not  recently  been  under  a 
hammer.  "They  represent  a  lifetime 
of  collecting,  and  a  generation  of  wait- 
ing," notes  C.  Hugh  Hildesley,  senior 
vice  president  at  Sotheby's. 

Bathurst,  whose  gavel  comes  down 
on  the  best  and  worst,  says  he  be- 
lieves in  collecting  only  the  best.  But 
Picasso's  best  are  beyond  his  pocket- 


book.  So  Bathurst  has  turned  to  beau- 
tifully bound  limited-edition  books. 
Nash  says  he  collects  antiquities  and 
early  19th-century  European  paint- 
ings, which  he  believes  to  be  under- 
priced  compared  with  American 
paintings  of  the  same  period. 

But  Bathurst  points  out  that  he 
likes  the  books  he  collects.  Ditto 
Nash  and  his  19th-century  paintings 
and  antiquities.  "Buy  what  you  like," 
advises  Hildesley.  That  way,  presum- 
ably, you  don't  have  to  think  about 
long-term  gains.  You  are  too  busy 
counting  present,  psychic  income.  ■ 


Campbell  Soup  has  almost  everything:  size, 
reputation,  plenty  of  capital  What  it  lacks 
is  momentum.  Can  an  M.B.A.  from  the 
bread  business  bring  that  back? 

Mmm,  mmm, 
not  so  good 


By  Jean  A.  Briggs 
with  Barbara  Rudolph 


W'hen  Gordon  McGovern 
was  president  of  Pepperidge 
Farm,  Campbell  Soup  Co.'s 
most  profitable  subsidiary,  he  would 
show  up  at  corporate  headquarters  in 
Camden,  N.J.  as  seldom  as  possible. 
"I'd  drive  down  from  Connecticut  in 
my  yellow  VW  about  twice  a  month," 
he  recalls.  "I'd  leave  early  in  the 
morning  and  try  to  be  back  home  for 
dinner."  A  marketing  man,  McGov- 
ern found  the  atmosphere  at  the  drea- 
ry old  building  rather  stifling. 

But  in  the  summer  of  1980,  on  one  of 
those  visits,  McGovern  was  handed  a 
surprise.  Harold  Shaub,  then  Camp- 
bell's chief  executive,  called  him  into 
his  office.  There  was  no  small  talk:  "I'd 
like  you  to  come  down  here  and  take 
my  place,"  said  Shaub.  Just  like  that. 
McGovern  had  less  than  24  hours  to 
make  up  his  mind.  A  ianky,  amiable 
man,  McGovern  claims  he  had  no  such 
ambitions.  "I  still  had  things  I  wanted 
to  do  at  Pepperidge  Farm,"  he  says. 
"After  that  I  thought  I  would  learn  to 
banjo  and  speak  French."  Mc- 
i  put  away  his  banjo  and  French 
He  became  president  and 


Shaub  retired.  The  dreary  old  building 
became  his  headquarters. 

It  was  not  only  the  suddenness  that 
surprised  McGovern.  Everyone  ex- 
pected that  the  112-year-old  company 


would  pick  its  chief  executive  from 
among  those  with  a  production  back- 
ground in  the  soup  division — engi- 
neers by  training.  This  wasn't  just 
tradition:  Campbell's  thorough  inte- 
gration and  highly  efficient  produc- 
tion enabled  it  to  keep  down  the  price 
of  canned  soup  and  to  hold  an  as- 
tounding 85%  of  the  market.  (Twenty 
years  ago  a  can  of  Campbell's  famous 
tomato  soup  cost  13  cents;  today  it 
costs  29  cents.)  So  at  Campbell,  soup 
was  king  and  efficiency  was  all. 
Campbell  was  lagging  both  in  growth 
and  in  profitability.  Its  return  on  equi- 
ty was  a  yawn-inducing  13%,  vs.  a 
norm  for  the  food  industry  of  16%. 
Earnings  were  growing,  but  slowly, 
about  in  line  with  inflation.  The  stock 
has  gone  nowhere  in  a  decade.  A  com- 
pany whose  profit  margins  were  once 
the  envy  of  its  industry  had  become 
an  also-ran.  Such  mediocrity  was  hu- 
miliating. Campbell  clearly  needed  a 
breath  of  fresh  air.  Hence  the  sum- 


Campbell  Soup's  Gordon  McGovern 

How  fast  can  an  elephant  turn  into  a  gazelle? 


FORBES,  DECEMBER  7,  1981 


mons  to  McGovern,  a  marketing  man 
from  the  bakery  division. 

To  compound  the  felony,  Campbell 
earnings  were  down  in  the  fiscal  year 
that  ended  Aug.  2.  It  was  a  small 
decline,  partly  caused  by  a  switch  to 
LIFO,  but  Campbell  isn't  accustomed 
to  declines.  The  company  is  con- 
trolled by  the  Dorrance  family, 
whose  members  still  vote  some  60% 
of  its  32  million  shares.  The  Dor- 
rances  aren't  much  for  sudden 
change,  but  they  clearly  had  decided 
that  change  was  necessary.  Chair- 
man John  Dorrance  Jr.  conceded  as 
much  to  Forbes.  "Our  numbers,"  he 
said,  "have  been  terrible." 

It  was  a  classic  case  of  a  company 
continuing  to  do  what  had  made  it 
successful  but  failing  to  note  that 
times  had  changed.  Integrated  from 
tomato  patch  to  canmaking  factory, 
Campbell  was  a  model  of  manufactur- 
ing efficiency.  Trouble  was,  its  chief 
products — soup  and  frozen  dinners — 
were  no  longer  American  staples. 

"We  had  lost  touch  with  the  con- 
sumer," explains  McGovern.  "There 
has  been  a  revolution  going  on  in 
terms  of  what  people  eat  and  the  way 
they  eat,  and  we  had  missed  it.  We  had 
not  kept  up  with  working  women, 
greater  sophistication  in  taste,  the  de- 
sire for  homemade  styles."  The  magic 
was  gone  from  Campbell's  soups  and 
Swanson  frozen  foods.  TV  dinners, 
Swanson's  strong  suit,  had  become  a 
joke  and  no  educated  housewife  would 
be  caught  dead  serving  them.  And  in 
an  affluent  age,  the  relative  cheapness 
of  soup  was  less  of  an  advantage. 

McGovern's  predecessor  had  let  in 
a  little  fresh  air  by  bringing  in  a  new 
marketing  man,  Herbert  Baum,  a  for- 
mer advertising  agency  executive. 
McGovern  expanded  Baum's  respon- 
sibilities. In  previous  years  Campbell 
had  fiddled  endlessly  with  its  soup 
advertising  campaigns.  Under  Mc- 
Govern it  made  a  clean  sweep,  replac- 
ing BBD&O,  its  agency  of  29  years, 
with  Backer  &  Spielvogel.  Where 
older  campaigns  emphasized  the 
hominess  and  versatility  of  soup,  the 
new  one  stresses  fitness:  Consume 
soup  and  you  will  thrive. 

To  throw  open  the  corporate  win- 
dows further  to  the  outside,  McGov- 
ern also  hired  a  vice  president  for  con- 
sumer services,  Zoe  Coulson,  who 
had  been  head  of  the  Good  House- 
keeping Institute.  "I  try  to  make  sure 
that  what  the  company  knows  about 
nutrition,  microwaves,  whatever,  is 
made  available  to  consumers  in  an 
attractive  way,"  she  says,  "and  to 
make  sure  consumers'  needs  get  con- 
veyed to  the  right  people." 

Herb  Baum,  who  is  now  vice  presi- 


GIVE  THE  GIFT  OF 
THE  IRISH  MIST 


Give  someone  a  bottle  of  Irish  Mist  and  you 
give  them  hills  that  roll  forever,  lakes  that  radiate 
light,  and  a  gentle  mist  that  settles  every  evening. 

Every  sip  of  Irish  Mist  is  all  that  and  more: 
A  legendary,  centuries  old  drink  sweetened  with 
just  a  wisp  of  heather  honey.  Irish  Mist  can  be 
enjoyed  anytime,  or  place,  or  way:  on  the  rocks; 
neat;  or  mixed  to  your  taste. 

It's  a  pleasing  drink.  It's  a  perfect  gift:  Irish 
Mist  in  the  handsome  gift  box.  Always  given  with 
pride  and  received  with  appreciation. 

IRISH  MIST 
THE  LEGENDARY 

Imported  Irish  Mist®  Liqueur.  70  Proof.  ©1979  Heublein,  Inc.,  Hartford,  Conn.  U.S.A. 
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dent  of  marketing  and  also  manager  of 
the  canned-soup  profit  center,  says 
the  company  will  spend  25%  more 
advertising  soup  this  year  than  last. 
He  has  McGovern's  promise  that 
spending  won't  be  cut  back  to  protect 
earnings  in  the  year's  final  quarter,  as 
was  common  in  past  years. 

An  M.B.A.,  McGovem  analyzed  the 
dearth  of  successful  new  products  in 
organizational  terms.  Managers  were 
not  previously  encouraged  to  take 
chances.  McGovem  divided  the  U.S. 
operation  into  eight  profit  centers  and 
charged  the  managers,  all  of  whom  are 
relatively  new  to  the  company,  with 
running  their  businesses  as  if  they 
were  entrepreneurs.  He  plans  to  pay 
them  accordingly.  A  new  compensa- 
tion program  is  being  devised  that 
will  reward  risk-taking. 

The  infusion  of  outside  blood  was 
broad.  Another  former  outsider  is 
Richard  Censits,  44,  who  came  to 
Campbell  six  years  ago  from  IU  Inter- 
national. Censits  is  financial  vice 
president,  but  one  of  his  chief  jobs  is 
strategic  planning.  Strange  as  it  may 
sound,  strategic  planning  is  quite  new 
at  Campbell.  It  could  have  been  its 
very  lack  that  caused  Campbell  to 
think  of  itself  as  a  soup  company  rath- 
er than  a  convenience  food  company. 

The  same  lack  of  vision  caused 
Campbell  to  lag  in  the  promising  busi- 
ness of  biotechnology.  In  1978  the 
company  hired  a  couple  of  scientists 
to  develop  new  tomato  plant  strains, 
but  the  scientists  left  to  found  their 
own  company,  DNA  Plant  Technolo- 


Soup  scion  John  I  >orrance  Jr. 
"An  opinionated  adviser." 

gy  Corp.  Campbell  ended  up  as  a  mi- 
nority stockholder.  "We  were  asleep 
at  the  switch,"  admits  Executive  Vice 
President  Alexander  Williams,  who 
has  been  with  Campbell  35  years. 

The  Wall  Street  rumor  mills  are 
busy  on  Campbell  these  days.  To  di- 
versify, it  will  make  a  major  acquisi- 
tion. McGovem  demurs:  Not  yet. 
Chairman  Dorrance  will  add  only  that 
the  current  Administration  in  Wash- 
ington seems  quite  permissive  about 


mergers  between  companies  in  simi- 
lar businesses. 

If  a  merger  is  wanted,  Campbell  is 
in  a  good  position  to  be  the  acquir- 
ing company.  It  has  just  over  $1  bil- 
lion in  equity  capital  and  only  $150 
million  in  long-term  debt;  it  also  has 
about  $100  million  in  cash.  And  Mc- 
Govem had  experience  with  diversi- 
fication at  Pepperidge  Farm.  It's  a 
good  bet  there  will  be  acquisitions 
fairly  soon,  good-sized  ones. 

McGovem  likes  to  tell  how  he 
came  to  the  company  in  the  first  in- 
stance. He  was  in  business  school 
when  Mrs.  Margaret  Rudkin,  founder 
of  Pepperidge  Farm,  spoke  to  his  class. 
She  told  how  she  had  built  her  bread 
company  from  scratch  in  an  industry 
dominated  by  giants.  McGovem  liked 
that  spirit.  He  wrote  to  Mrs.  Rudkin. 
Would  she  hire  him?  She  would. 
When  Pepperidge  was  acquired  by 
Campbell,  McGovem  came  with  it. 

The  real  problem  McGovem  must 
face,  though,  is  this:  Can  he  instill 
anew  the  entrepreneurial  spirit  in  a 
company  that  lost  it  decades  ago,  a. 
company  that  had  become  cost-con- 
scious to  the  exclusion  of  nearly  ev- 
erything else?  McGovem  says  yes. 
How  soon?  Here  he  hedges:  "An  ele- 
phant doesn't  get  to  be  a  gazelle  in  30 
seconds."  At  54,  McGovem  clearly 
has  time.  He  faces  a  formidable  task, 
but  not  an  impossible  one.  On  Mc- 
Govern's side  is  a  great  trade  name,  a 
$2.8  billion  (sales)  business,  plenty  of 
money  and  the  apparently  solid  sup- 
port of  60%  of  the  stock.  ■ 


A  dynasty  built  on  soup 


Before  there  was  Ronald  McDonald — long  before — 
there  were  the  Campbell  Kids,  maybe  the  best-known 
advertising  symbol  in  America — the  very  stuff  of  their 
youth  for  older  Forbes  readers.  Campbell  Soup  was  a 
pioneer  in  modern  marketing.  Oh,  how  it  lost  its  way! 

Founded  in  1869  by  a  fruit  merchant — Joseph 
Campbell — and  an  icebox  manufacturer,  the  com- 
pany didn't  take  off  until  it  passed  into  the  hands  of 
the  Dorrance  family,  which  controls  about  60%  of 
the  stock  today.  Just  before  the  turn  of  the  century, 
in  1899,  a  24-year-old  Ph.D.  boy  wonder  who  had 
passed  up  offers  to  teach  chemistry  at  Cornell  and 
Columbia — John  T.  Dorrance — cooked  up  the  notion 
of  canning  soup  in  a  condensed  form.  He  was  also  a 
master  salesman  who  had  the  idea  of  slapping  snappy 
placards  on  the  sides  of  New  York  City  streetcars. 
Recalls  John  Dorrance  Jr.,  John  Sr.'s  son  and  the 
current  Campbell  chairman,  "We  were  the  original 
advertiser  in  many  ways."  By  the  1950s,  Campbell 
Soup  had  found  the  perfect  vehicle  for  wholesome- 
ness — sponsorship  of  the  long-running  all-American 
TV  show  Lassie.  But  to  younger  Americans,  Campbell 
Soup  is  more  likely  to  be  associated  with  Andy 
Warhol  than  with  steaming  nutritious  bowls  of  liquid 


on  cold  winter  afternoons  after  school. 

This  doesn't  make  the  Dorrance  family  very  happy, 
though  they're  still  enormously  wealthy.  A  crusty 
man,  John  Dorrance  snapped,  "I  won't  answer  that," 
when  Forbes  asked  if  he  was  worth  $300  million.  But 
with  a  twinkle  in  his  eye,  he  added:  "I  don't  blame  you 
for  asking.  Most  people  wouldn't  have  the  guts." 

The  family  has  been  content  to  collect  its  dividends 
in  peace.  John  Dorrance — named  chairman  19  years 
ago — describes  his  role  in  the  company  as  that  of  an 
adviser,  "probably  an  opinionated  one."  Are  there 
more  Dorrances  in  Campbell's  future?  Apparently  not. 
John  Dorrance  HI,  37,  is  a  rancher  and  his  brother, 
Bennett,  35,  sells  real  estate  in  Arizona.  There's  a 
daughter,  Mary  Alice,  31.  "She  may  have  the  best 
business  sense  of  the  three,"  John  Dorrance  sighs, 
"but  she  breeds  horses."  At  62,  and  recovering  from 
open-heart  surgery,  John  Dorrance  is  thinking  of  retir- 
ing within  the  next  three  years.  No  one  in  the  family 
is  about  to  replace  him,  he  says.  The  next  chairman  of 
Campbell  Soup?  Dorrance's  response,  typically  mea- 
sured and  guarded:  "Gordon  McGovem,  I  suspect." 
Providing,  of  course,  that  McGovem  can  restore  to  the 
company  some  of  the  vigor  it  once  had  and  lost. — B.R. 
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Indoubtedly  you  already  know  the 
;on  Jet  family.  After  all,  they  have 
?n  the  standard  by  which  business 
<  are  judged  for  many  years.  And  by 
wing  the  family,  you  already  know  a 
of  what  you  need  to  know  about  the 
v  Falcon  200. 


Evolution,  not  revolution. 

bu  see,  we  never  design  a  new  jet 
\:for  the  sake  of  being  new,  but  rather 
sjve  you  something  you  never    atf  3-6  sc 
\1  before.  While  retaining 
he  structural  integ- 
and  safety  features 
i  t  have  made  the 
i  :ons  famous. 


Innovative  engines. 

What's  also  new  are  the  remarkably 
quiet  and  fuel  efficient  Garrett  ATF  3-6 
engines.  The  first  three-spool  fanjet  built 
for  business  aircraft,  the  ATF  3  is  a  high- 
bypass  engine  featuring  an  innovative 
reverse-flow  combustor  design.  And  it 
has  passed  the  most  stringent  certifica- 
tion testing  ever  demanded  of  a  jet 
engine  by  the  FAA. 


A/hat's  new  about  the 
pon  200  is  a  2,450  nautical  mile 
ge,  a  roomy  cabin  to  keep  you  corn- 
able  en  route,  an  external  luggage 
npartment  for  everything  but  your 
■king  luggage,  and  state  of  the  art 
Jraulic,  electrical,  fuel  andpressuh- 
ion/climatization  systems.  But  those 
not  the  only  things  that  are  new. 


Different,  but  the  same. 

As  different  as  the  Falcon 
200  is,  in  most  important 
ways  it's  the  same  as  all 
Falcons.  It  too  is  built  side- 
by-side  with  the  some  of  the 
most  advanced  fighter  air- 
craft in  the  world,  using  the 
same  materials  and  tooling. 
It  also  cruises  at  high  speeds  yet  it  can 
land  gently,  stably  at  low  speeds.  A  func- 
tion of  the  airliner-style  leading-edge 
devices  and  slotted  Fowler  flaps  featured 
on  all  Falcons.  And,  it's  backed  by  Falcon 
Jet's  unique  10-year  airframe  warranty. 


700  cu.  ft.  cabin,  with  8-10  person  seating. 


Falcon  200  deliveries  begin  in  1983. 
For  a  complete  presentation  on  this  new- 
est Falcon,  call  Roy  Bergstrom  today  at 
201-288-8479,  or  mail  the  coupon  below. 

TbT2/7  I 

TalconJet  \ 


Teterboro,  NJ 07608 
□  Send  200  information.  □  Have  salesman  call. 

Name  

Title  

Company  

Address  

C/fy_ 
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Phone  Number  A. 
Now  flying  a  


_  State. 

) 


.Zip_ 


We  build  them  better  than  we  have  to. 

We  have  to. 


"WHAM 
YOU  Dili 


It  starts  out  innocently 
enough. 

A  man  tunes  in  a 
football  game  and  tunes  out  his 
wife's  attempts  to  be  heard. 

A  woman  gets  so 
wrapped  up  in  her  problems  she 
barely  listens  as  her  husband 
talks  about  his  own. 

And  before  long,  without 
even  realizing  how  it  came 
about,  a  deadly  silence  starts  to 
grow  between  them. 

The  fact  is,  listening,  like 
marriage,  is  a  partnership;  a 
shared  responsibility  between 
the  person  speaking  and  the 
person  listening.  And  if  the 
listener  doesn't  show  genuine 
interest  and  sensitivity  to  what's 
being  said,  the  speaker  will  stop 
talking.  And  the 
communication  will  fail 

The  result?  Relation- 
ships deteriorate.  New  ideas 
are  stillborn.  Growth  stops. 

That's  why  it's  essential  we  all  become  better  listeners.  In  our  homes.  And 
in  our  businesses. 

Listening  has  been  a  prime  concern  ofSperry's  for  years.  Thousands  of  our 
employees  have  improved  their  listening  through  special  programs  we've  developed. 


WE  POINT  OF  TALKING, 
ISTEN TO ME,  ANYWAY." 


WW 


What  weve  found  is  that  when  people  really  listen,  they  actively  encourage 
thers  to  share  more  of  their  thoughts  and  feelings— bringing  everyone  closer  together. 
Which  is  of  great  value  to  us  when  we  do  business. 
And  perhaps  even  greater  value  when  we  go  home. 


5PcK<T 


We  understand  how  important  it  is  to  listen. 

Sperry  is  Sperry  Univac  computers,  Sperry  New  Holland  farm  equipment,  Sperry  Vickers  fluid  power  systems, 
and  defense  and  aerospace  systems  from  Sperry  division  and  Sperry  Flight  Systems. 
For  abooklet  on  listening,  write  to  Sperry,  Dept.  C7,  1290  Avenue  of  the  Americas,  N.;wYork,  NY  10104- 


NW  LOOKS  AT  THE  LONG  HAUL 


Why  We're  Able  TO  Approach  THe 

FUTURE  AT  FULL  THROTTLE. 


About  ten  years  ago,  NW  man- 
agement took  time  out  to  train  a 
hard,  practical  look  at  the  years 
ahead. To  plan  for  the  long  haul. 

We  made  a  long-term  commit- 
ment to  our  employees,  our  cus- 
tomers and  our  stockholders.  We 
were  determined  to  stay  on  track 
in  pursuit  of  our  objectives,  and 
not  let  quarter-by-quarter  results 
influence  us. 

What  has  happened  since  we 
came  to  that  decision? 

In  a  period  when  traffic  was  on 
the  decline,  our  working  capital 
spiraled  upwards— by  300%. 

We've  chopped  our  long-term 
debt  in  half —by  49%,  to  be  exact. 
We've  generated  a  gratifying  cash 
flow  which  enabled  us  to  modern- 
ize our  plant  and  equipment. 


As  for  traffic,  coal  has  always 
been  our  bellwether.  Last  year  we 
handled  more  than  86  million 
tons— with  revenues  rising  22.5%. 
And  we've  surpassed  ourselves  in 
meeting  the  growing  overseas 
demands  for  coal. The  years  ahead 
will  find  us  superbly  equipped  to 
handle  domestic  and  foreign  coal 
requirements. 

As  a  company  we've  never 
been  stronger.  And  to  add  to  our 
strength,  our  plan  to  consolidate 
with  Southern  Railway  will  pro- 
duce a  rail  network  partnership  of 
18,000  miles,  a  boon  to  all  shippers 
who  demand  reliability  and 
responsibility  from  the  railroads 
they  put  their  trust  in. 

Norfolk  and  Western  employ- 
ees share  the  enthusiasm  of  man- 
agement for  the  future.  And  they  i 


have  shown  it  in  ways  that  would 
make  any  corporation  proud. 

At  NW,  employee  productivity 
has  risen  by  59%.  Kailyard  pro- 
ductivity more  than  matched  it 
with  a  rise  of  60%.  And  hopper- 
car  productivity  gained  28%.  Last 
year  we  brought  almost  15%  of  our 
revenues  down  to  the  bottom  line 
—the  best  record  of  any  major 
railroad. 

Increased  profits,  increased 
productivity,  improved  plant  and 
rolling  stock,  opportunities  for 
growth.  Small  wonder  we're  con- 
fidently highballing  into  the 
future. 

For  more  information,  contact 
Robert  B.  Claytor,  President  and  CEO, 
NW,  Roanoke. 
VA  24042 


There  was  nothing  to  last  month's  rumor  that  Morris  Shenker  had 
found  a  buyer  for  the  Dunes  Hotels  and  Casinos.  But  it's 
probably  only  a  matter  of  time  before  those  rumors  prove  true. 


Looking  for 
Mr.  Good  Deal 


By  James  Cook 


Atlantic  City's  unfinished  Dunes  and  (inset)  Morris  Shenker 
Rather  than  face  the  hassle,  why  not  sell  out? 


Iast  month  the  rumor  hit  Wall 
_  Street— again — that  Las  Vegas' 
I  fabulous  Dunes  Hotels  and  Casi- 
nos, Inc.  was  about  to  be  sold.  The  stock 
went  through  the  roof,  soaring  from 
17%  to  22 '/4  in  a  single  day.  This  time 
the  buyer  was  rumored  to  be  Resorts 
International,  supplanting  such  earlier 
candidates  as  Caesars  World,  Frank 
Sinatra  and  Denver  oilman  Marvin 
Davis.  But  last  month — once  again — 
nothing  came  of  the  rumor.  "People 
contact  me  and  I  listen,"  says  Dunes 
Chairman  Morris  A.  Shenker.  "I'm  a 
public  company,  and  if  the  right  deal 
comes  along — a  substantial  deal  from 
reputable,  qualified  people — I  feel  I'd 
have  to  present  it." 

No  doubt,  then,  Wall  Street  will 
hear  more  such  rumors,  and  there's 
good  reason  to  think  that  one  day 
they  will  prove  to  be  true.  Though  it 
once  ranked  among  Las  Vegas'  top 
moneymakers,  the  Dunes  is  getting 
on.  Its  longtime  president,  Major 
Aterburn  Riddle,  died  last  summer  at 
the  age  of  73.  Shenker  himself  is  74 
and  has  already  had  one  heart  attack. 

But  the  Dunes'  biggest  problem 
isn't  mortality,  it's  Atlantic  City.  For 
one  thing,  in  1979  the  Dunes  had  be- 
gun building  a  $130  million,  500-room 
casino  on  the  Boardwalk  and  then 
halted  construction  only  five  months 
later  for  lack  of  money.  For  another, 
Shenker  will  eventually  have  to  face 
the  rigorous  licensing  procedures  re- 
quired by  the  New  Jersey  Casino  Con- 
trol Commission.  The  commission 
had  earlier  raised  questions  about  Re- 
sorts International  and  Golden  Nugget 
and  had  even  imposed  conditions  on 
licenses  for  Bally  Manufacturing  and 
Caesars  World.  The  commission  was 
likely  to  do  at  least  as  much  agonizing 
when  it  got  a  good  look  at  Morris 
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PASSING 
ZONE 


If  you  drive,  bike,  jog  or  walk  at  night, 
here  are  a  few  ideas  to  reflect  upon. 


Weco 


'  Vhen  it  comes  to  reflective  products, 
I5M  shines. 

Ve  continually  develop  innovative 
products  and  bright  ideas  like  reflective 
logging  suits,  reflective  traffic  signs 
ind  pavement  markings.  They  reflect  up 
o  1 ,000  times  brighter  than  a  pure 
vhite  surface. 

n  fact,  by  listening  to  people's  needs, 
ve've  pioneered  over  200  products 


to  serve  the  needs  of  the  safety  and 
security  fields. 

We've  developed  everything  from 
surveillance  cameras  for  banks  to  fire 
barriers  that  expand  with  heat  to 
block  the  passage  of  smoke  and  flames 
through  holes  in  walls  and  floors. 

All  because  at  3M,  we  re  in  the  business 
of  hearing.  So  let  us  hear  from  you. 

3M  hears  you... 


For  your  free  3M  Safety  and  Security 
Brochure,  write:  Department  040212/ 
3M,  PO.  Box  4039,  St.  Paul,  MN  55104. 

Name  


Address. 
City  


State  &  Zip. 


Or  call  toll-free:  1-800-323-1718, 
Operator  364.  (Illinois  residents  call 
1-800-942-8881.) 


3M 


Shenker's  50-year  career.  Hence  the 
rumors.  At  74  and  ailing,  who  needs 
such  problems? 

Morris  Shenker  is  surely  a  complex 
character — a  multimillionaire  busi- 
nessman with  a  sterling  record  both 
as  a  philanthropist  and  as  an  attorney 
for  organized  crime.  He  is  the  founder 
of  St.  Louis'  Dismas  House  convict 
rehabilitation  center,  former  head  of 
the  St.  Louis  Commission  on  Crime 
&  Law  Enforcement  and  a  onetime 
bigwig  in  the  Missouri  Democratic 
Party.  But  for  years,  too,  Shenker — a 
graduate  (class  of  '32)  of  the  Washing- 
ton University  Law  School — was  per- 
sonal counsel  to  Teamster  boss  Jim- 
my Hoffa  and  St.  Louis  mobsters  An- 
thony Giardano  and  John  Vitale. 
Shenker  counseled  more  witnesses 
before  the  Kefauver  committee  in  the 


Shenker  doesn't  worry  about 
getting  approval  from  the 
New  Jersey  casino  regula- 
tors. "I'm  licensed  here  in  Ne- 
vada, and  they  examined  my 
life  for  over  30  years." 

early  Fifties  than  any  other  attorney. 

Over  the  years  he  has  been  investi- 
gated by  the  FBI,  the  Nevada  Gaming 
Commission,  the  Labor  Department 
and  the  SEC.  Although  he  has  signed 
his  share  of  consent  decrees,  he  has 
never  admitted  any  wrongdoing  and 
has  never  been  convicted  of  a  crimi- 
nal or  even  civil  offense. 

Shenker's  career  reads  like  a  black 
comedy  by  Horatio  Alger.  He  came  to 
the  U.S.  from  Russia  in  1923  at  the 
age  of  15,  worked  his  way  through  law 
school  and  set  up  shop  in  St.  Louis.  He 
grew  rich  (even  famous)  on  the  fees  he 
charged  in  his  law  practice  and  even 
richer  on  the  fees  he  collected  for  plac- 
ing loans  with  various  union  pension 
funds,  finding  a  buyer  for  this  gam- 
bling casino,  the  financing  for  that 
real  estate  venture.  Shenker  didn't 
marry  the  boss'  daughter,  he  became 
his  legal  counsel  instead. 

Though  Shenker  did  not  become  a 
stockholder  in  the  Dunes  until  1968 
or  even  go  on  the  board  until  1975,  he 
was  a  foster  father  of  the  Dunes  al- 
most from  the  beginning.  The  casino 
itself  was  largely  the  creation  of  one  of 
Hoffa's  Chicago  cronies,  trucking  ex- 
ecutive James  Gottlieb.  Hoffa's  Cen- 
tral States  Pension  Fund  eventually 
lent  $5  million  on  the  property. 

The  Dunes  wasn't  a  winner  at  first. 
It  wasn't  until  Major  Riddle  took  over 
in  1956  (Major  is  a  name,  not  a  title) 
and  began  dazzling  the  high  rollers 
with  extravaganzas  like  Minsky's  Fol- 


lies that  the  Dunes  found  a  place  for 
itself  in  Las  Vegas  history.  With  Rid- 
dle providing  the  razzle-dazzle,  Shenk- 
er found  the  money  the  casino  need- 
ed— at  first  from  Galveston's  Ameri- 
can National  Insurance  Co.  and  later 
from  the  Teamsters'  pension  fund.  He 
worked  out  the  financial  strategy: 
The  Dunes'  stockholders  acquired 
control  of  a  public  company,  Conti- 
nental Connector,  whose  electrical 
and  electronic  circuit  connectors  still 
provide  over  10%  of  the  Dunes'  $155 
million  in  revenues.  They  then  used 
Continental  to  take  over  the  Dunes 
itself.  Over  the  years  Shenker  also 
gradually  emerged  as  the  company's 
controlling  stockholder,  so  that  today, 
directly  and  indirectly,  he  owns  a 
47%  interest,  worth  something  like 
$45  million  at  current  market. 

Quite  clearly,  however,  Shenker  has 
fared  better  than  some  of  the  people 
who  financed  his  enterprises.  The 
Teamsters  pension  fund  lent  him 
$135  million  for  a  real  estate  partner- 
ship, the  Culinary  Workers  $26  mil- 
lion, and  the  Pipefitters  $23.5  million. 
But  the  record  of  default  on  these 
loans  is  so  consistent  that  you  have  to 
suspect  the  lenders  never  cared 
whether  they  were  repaid.  In  a  1977 
suit — still  pending— against  the 
Southern  Nevada  Culinary  and  Bar- 
tenders Pension  Trust,  the  Labor  De- 
partment complained  that  the  fund's 
trustees  had  loaned  more  than  50%  of 
their  assets  to  Shenker's  corporations, 
kept  lending  more  even  after  the  cor- 
poration got  into  financial  trouble  and 
then  "failed  to  take  appropriate  steps 
to  enforce  claims  of  the  plan  for  repay- 
ment of  loans  in  default." 

The  Dunes  had  some  scandals  of  its 
own,  but  it  easily  survived  these.  The 
real  problem  was  keeping  up  with  the 
times.  By  the  mid-Seventies,  the 
Dunes  had  begun  to  lose  ground.  It 
had  a  prime  location  across  the  street 
from  the  MGM  Grand,  but  after  20 
years  in  business  it  was  getting  a  little 
faded.  The  convention  business  was 
becoming  Las  Vegas'  bread  and  butter, 
but  the  Dunes  went  on  promoting 
high-cost  junkets  that  brought  in  the 
high  rollers  from  all  over  the  country 
at  less  and  less  profit  every  year. 
Though  revenues  leveled  off  around 
$115  million,  earnings  slid  from  $3.7 
million  in  1973  to  a  $679,000  loss  in 
1976.  Convention  business  requires 
large  blocks  of  rooms.  The  Dunes 
didn't  have  them  and  had  trouble  get- 
ting the  capital  to  build  them.  With 
the  Teamsters'  pension  fund  in  the 
hands  of  outside  trustees  (Forbes, 
Nor.  10,  1980),  Shenker  never  collect- 
ed a  $17  million  loan  the  fund  origi- 
nally promised,  nor  the  $40  million  it 


later  promised  to  finance  a  1,000- 
room  addition  to  the  Dunes.  Shenker 
sued  the  Teamsters — for  the  $40  mil- 
lion and  for  an  additional  $  1 00  million 
in  damages.  When  that  action  failed, 
he  asked  for  $50  million  he  claimed 
the  fund  owed  him  in  another  deal. 
Teamster  trustees,  harboring  no  hard 
feelings,  were  prepared  to  settle 
Shenker's  claim  with  $91  million  out 
of  the  union's  benefits  and  adminis- 
tration account,  but  the  Department 
of  Labor  managed  to  stop  that.  In  the 
end,  the  Dunes  borrowed  from  Las 
Vegas'  Valley  National  Bank  to  fund  a 
$28  million,  400-room  addition,  com- 
pleted in  1979. 

That  more  modest  expansion  is 
paying  off.  This  year  the  Dunes  could 
earn  a  record  $15  million  to  $16  mil- 
lion before  taxes,  vs.  only  $2.9  million 
last  year,  and  Shenker  dreams  of 
transforming  the  Dunes  into  the  larg- 
est gambling  complex  in  the  world — 
with  8,700  rooms,  a  trade  center,  en- 
larged casino  and  showroom  areas. 

But  money  is  no  longer  so  easily 
come  by — at  least  not  by  the  Dunes. 
Neither  the  Teamsters  nor  American 
National  Insurance  Co.  is  financing 
casinos  anymore.  The  Dunes  has  not 
even  been  able  to  scrape  together  the 
$130  million  or  so  it  needs  to  finish 
its  barely  begun  casino  in  Atlantic 
City.  And  of  course  there's  the  licens- 
ing problem.  As  the  Dunes'  10K  deli- 
cately observed:  "It  is  probable  that 
his  application  ...  for  licensing  will 
be  subjected  to  considerable  scruti- 
ny." Shenker  himself  professes  no 
worries.  "I  expect  no  difficulties,"  he 
says.  "I'm  licensed  here  in  Nevada, 
and  they  examined  my  life  for  over  30 
years.  I'm  not  at  all  concerned." 

Still,  he's  getting  older — and  who 
needs  the  grief.  After  Dec.  31  New 
Jersey  casinos  will  no  longer  be  per- 
mitted to  open  without  permanent 
licenses.  Which  is  why  a  sellout  to 
Resorts  seems  so  attractive.  As  Atlan- 
tic City's  pioneer  operator,  it  has  the 
experience,  the  financial  resources 
and  the  New  Jersey  commission's  ap- 
proval. Shenker  has  been  reported  to 
want  $50  a  share  for  the  Dunes,  more 
than  twice  its  current  price.  "All  I  can 
tell  you,"  Shenker  says,  "I'm  not  sell- 
ing at  market  price." 

For  Shenker,  $100  million  would  be 
a  nice  nut  to  go  out  with,  and  an  even 
nicer  one  for  the  Dunes'  other  stock- 
holders. That  sounds  like  a  lot  of  mon- 
ey. But  why  not?  Last  month  Caesars 
World  agreed  to  buy  out  former  Chair- 
man Clifford  Perlman  at  more  than 
twice  market  value.  Given  Shenker's 
record  in  the  past,  it  would  be  a  rash 
prophet  who  would  predict  he  won't 
manage  to  pull  it  off.  ■ 
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If  you're  still  drinking 
Canadian  and  soda . . . 

it's  because 

you  haven't  tasted 

gold  rum  and  soda. 


That's  the  reaction  that's  made  Puerto  Rican 
gold  rum  one  of  the  most  popular  and  fastest 
growing  liquors  in  America  today. 

People  try  it  once.  Then  again  and  again. 

Either  on  the  rocks,  or  with  a  dash  or  soda  or 
your  favorite  mixer.  Any  way  you  try  it,  gold 
rum  is  a  smooth  alternative  to  bourbons,  blends, 
Canadians— even  scotch. 

Try  the  delicious  gold  rums  of  Puerto  Rico. 
The  first  sip  will  amaze  you.  The  second  will 
convert  you. 


Make  sure  the  rum  is  from  Puerto  Rico. 

Great  rum  has  been  made  in  Puerto  Rico  for 
almost  five  centuries.  Our  specialized  skills 
and  dedication  result  in  rums  of  exceptional 
dryness  and  purity.  No  wonder  over  88%  of  the 
rum  sold  in  this  country  is  Puerto  Rican. 

Look  for  the  name  Puerto  Rico  on  the 
label.  It's  your  assurance  of  excellence. 

RUmS  OF  PUERTO  RICO 

Aged  for  smoothness  and  taste 


88%  of  the 

:an-  &k 
the  ■  1 1 


For  free  Rums  of  Puerto  Rico  recipes,  write  Puerto  Rican  Rums  Dept  FB-4,1 290  Avenue  of  the  Americas.  NY,  N  Y  10104  ©1981  Government  of  Puerto  Rico 


Energy  Management  will  save  over  $800,000 
per  year  in  fuel  consumption  and  labor  costs 
for  a  600-acre,  150-building  chemical  plant. 

A  Westinghouse  Industrial  Energy  Man- 
agement System  replaced  the  plant's  slower, 
traditional  ways  of  monitoring  and  adjusting 
energy  generation  and  use. 

Now,  over  1,800  sensors  provide  the 
central  computer  with  continuous  data  for 
real  time  analysis  of  the  entire  plant's  energy 
generation,  distribution  and  process 
systems. 

Result:  Any  deviation  from  optimum 
operational  levels-anywhere-can  be  spot- 
ted and  corrected  in  seconds.  By  one  opera- 
tor. At  the  press  of  a  button. 


Illumination  costs  were  cut  $233,000  per 
year  for  a  22-story  bank. 

The  reason?  Westinghouse  Ultralume5 
lamps.  Westinghouse  researchers  discov- 
ered that  combining  three  particular  wave- 
lengths of  light  produced  a  fluorescent  that 
gives  better  lighting  for  less  money. 

Two  Westinghouse  Ultralume  Fluores- 
cents  provide  the  bank  with  a  lighting  envi- 
ronment which  the  employes  agree  com- 
pares to  four  standard  fluorescents  while 
using  only  half  the  electricity. 

The  bank  has  since  installed  Ultralumes 
in  two  other  facilities.  And  is  saving  an  addi- 
tional $84,000  annually  as  a  result. 


For  more  information,  call  toll  free  800-245-4474 

In  Pennsylvania,  call  800-242-2550. 

Or  write:  Six  Gateway  Center,  Dept.  10,  Pittsburgh,  PA  15222. 


i  plies  technology  to  help  save  energy. 


Combustion  Control  has  cut  the  fuel  bill  of 
n  Eastern  chemical  company  15  percent, 
aving  it  $75,000  per  year. 

The  company  installed  a  Westinghouse 
.illy  automatic  boiler  system  on  one  of  its 
3ur  boilers. 

Combining  a  probe-type  oxygen  ana- 
vzer  with  a  microprocessor-based  oxygen 
rim  controller,  the  system  optimized  fuel 
onsumption,  increased  safety,  and  de- 
reased  excess  oxygen  by  8  percent. 

It  has  been  so  impressive  that  the  com- 
>any  has  ordered  similar  equipment  for  its 
iree  other  boilers. 


Modular  escalators  will  save  over  $150,000 
per  year  in  energy  costs  for  the  mass  transit 
system  of  a  major  East  Coast  city. 

The  354  Westinghouse  Moduline  100® 
escalators  used  there  save  30  percent  of 
energy  costs  when  going  "up"  60  percent 
when  going  "down"  compared  to  the  con- 
ventional type. 

These  advanced  Westinghouse  escala- 
tors can  be  connected  in  modular  sections, 
giving  architects  a  design  freedom  they 
never  had  before.  These  escalators  can  skip 
a  floor,  span  vertical  rises  of  100  feet  or 
more,  and  provide  a  nonstop  10-story  ride. 


ASK  WESTINGHOUSE 


The  Up-And-Comers 


Paul  Rollins'  Phoenix  Digital  didn't  have 
enough  money,  people  or  capacity  to  be  a 
GM  supplier,  but  became  one  anyway 

"Some  things 

you  have 
to  experience" 


By  Lisa  Gross 


In  the  back  of  Paul  Rollins'  six- 
room  office  in  the  dusty  north  end 
of  industrial  Phoenix,  engineers, 
looking  barely  old  enough  to  remem- 
ber the  tailfins  on  a  1958  Cadillac 
Eldorado,  are  building  tiny  computers 
for  mighty  General  Motors.  These  lit- 
tle blue-gray  boxes,  plugged  into  TV 
screens  that  look  disturbingly  like 
video  games  waiting  for  the  next  25- 
cent  play,  will  enable  the  robot  work 


force  at  GM's  Oshawa,  Ont.  body  as- 
sembly plant  to  communicate  with 
each  other  at  the  command  of  plant 
engineers.  To  the  trade  it's  a  distribut- 
ed data  network  built  to  GM  specifi- 
cations with  instant  backup  (duplica- 
tion in  all  critical  functions)  and  fiber 
optics  (noncombustible  glass  thread 
instead  of  copper  wire).  Why  is  tiny 
($1.1  million  1981  sales)  Phoenix 
Digital  Corp.,  rather  than  IBM  or 
Digital  Equipment,  building  GM's 
first  plant  computer  network  with  fi- 


WRAC'r 


Phoenix  Digital's  Paul  Rollins 

"tfljbld  today,  the  risks  were  worth  it. 


ber  optics?  Because,  with  lower  over- 
head, it  can  build  for  half  the  cost. 

Actually,  it  almost  was  not  Phoenix 
Digital.  In  July  1980,  20  months  after 
Rollins  left  Motorola  to  go  it  alone,  his 
company  was  broke.  For  21  years  at 
General  Electric,  Honeywell  and  Mo- 
torola he  had  been  in  charge  of  design- 
ing everything  from  printed  circuit 
boards  to  the  most  sophisticated  com- 
puter-aided design  and  manufacturing 
systems  (CAD/CAM)  and  distributed 
data  processing  networks.  Then,  in 
October  1978,  frustrated  by  what 
seemed  the  stifling  bureaucracy  of  big 
business,  he  started  Phoenix  Digital, 
hoping  to  sell  engineering  consulting 
to  GM,  with  which  he  had  dealt  dur- 
ing his  three  years  at  Motorola.  By 
February  1979  Arizona  Bank  had  ar- 
ranged Rollins'  first  SBA  loan  for 
$50,000— plenty  for  a  consulting  firm. 

But  GM  had  bigger  things  in  mind. 
Just  about  the  time  Rollins  had  found- 
ed Phoenix  Digital,  GM/Canada  began 
looking  for  a  computerized  plant- 
monitoring  system.  GM  had  ap- 
proached such  major  data  processing 
manufacturers  as  IBM,  but  decided  it 
needed  custom  design.  So  GM/Canada 
turned  in-house  to  GM's  corporate 
Advance  Products  Engineering  group, 
headed  by  Dr.  Timothy  Schlax,  for 
advice  on  designing  its  own  system. 
Schlax  knew  Rollins  from  Motorola 
and  sent  GM/Canada  around  to  see 
him.  Rollins  submitted  a  proposal  un- 
dercutting the  big  boys  by  50%.  GM 
grabbed  at  the  proposal.  Overnight, 
Phoenix  Digital  had  to  switch  from 
consulting  to  manufacturing. 

Suddenly,  $50,000  working  capital 
was  a  pittance.  Rollins  headed  back  to 
Arizona  Bank,  less  than  a  month  after 
the  first  SBA  loan.  Here  he  was  with  a 
$200,000  contract,  but  no  money  to 
buy  materials.  Arizona  Bank  came 
through  with  another  $200,000,  and 
Rollins  was  in  business.  By  March 
1980  sales  were  up  ninefold  from  the 
previous  year,  to  $600,000.  It  was  still 
a  back-room  business,  but  when  your 
main  customer  is  GM,  you  have  a 
back-room  business  with  a  future. 

At  least  that's  what  Rollins 
thought.  But  Arizona  Bank  was  begin- 
ning to  worry  that  Phoenix  was  grow- 
ing too  fast  for  its  own  good.  Says 
Rollins:  "Our  equity-to-investment 
ratios  were  terrible,  zilch  to  zilch.  We 
were  running  in  the  red,  spending 
more  on  inventory  than  we  had  com- 
ing in."  The  bank's  message  was  sim- 
ple: Move  into  the  black  or  there's  no 
more  money.  So  Phoenix  Digital 
tightened  its  belt  and  managed  a  pre- 
tax profit  of  $100,000  in  1980,  but  the 
bank  kept  delaying  its  additional  SBA 
funding  decision.  "While  they  were 
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stalling,  I  got  in  tight  with  Thunder- 
bird  Bank/'  says  Rollins,  whose  deep- 
ly lined,  tanned  face  and  slicked-back 
hair  looks  more  like  that  of  a  country 
singer  than  of  a  longtime  veteran  of 
corporate  politics  at  major  corpora- 
tions. Finally,  Thunderbird  Bank  took 
over  Rollins'  Arizona  bank  SBA  loans 
and  added  another  $200,000  SBA 
money  to  the  pot.  But  just  two 
months  before  Phoenix  Digital  was 
ready  to  ship  its  first  GM  computers, 
Rollins'  cash  barrel  was  empty  again. 
Not  even  the  venture  capitalists  he 
had  approached  were  biting.  "We 
probably  confused  them.  There  were 
too  many  products  we  wanted  to 
make  at  once:  plant  automation  sys- 
tems, on-board  auto  computers,  busi- 
ness systems.  They  didn't  understand 
what  we  were  about,"  says  Rollins 
charitably. 

So  he  dusted  himself  off,  put  on  his 
best  corporate  suit  and  headed  north 
to  the  source  of  all  his  opportunities 
and  problems:  GM.  Now  his  years  of 
bureaucratic  gamesmanship  paid  off. 
He  figured  that  GM/Canada's  plant 
engineer  had  already  committed  him- 
self to  Rollins'  system,  reassuring  cor- 
porate headquarters  in  Detroit  that 
Phoenix  Digital  would  produce.  So  he 
flew  up  to  GM/Canada  and  put  on  the 
screws  in  his  friendliest,  aw-shucks 
manner.  "I  said,  'Well,  if  you  want 
this  computer  for  your  factory,  you're 
going  to  have  to  help  me  finance  it.' 
They  said,  'Got  a  problem?'  I  said,  'Of 
course  I've  got  a  problem.  I  wouldn't 
be  here  if  I  didn't.  My  bank  turned  me 
down.'  So  right  there  and  then,  GM 
agreed  to  take  delivery  at  my  factory, 
and  sent  a  guy  down  to  accept  it." 
When  it  comes  to  getting  what  he 
wants,  Rollins  has  all  the  tenacity  of  a 
wire-haired  fox  terrier  on  the  scent. 

Back  in  his  college  days  Rollins  nev- 
er dreamed  he  was  to  become  the 
entrepreneurial  equivalent  of  John 
Wayne.  He  wanted  to  be  a  tool-and- 
die  engineer,  but  got  sidetracked  into 
electronic  engineering  at  General 
Electric  in  1957  before  finishing  his 
degree  at  Arizona  State  University. 
His  first  GE  assignment  was  develop- 
ing a  mainframe  computer  for  Nation- 
al Cash  Register,  and  he  was  immedi- 
ately bitten  by  the  computer  bug. 
"When  I  started  in  this  business,  I 
went  all  the  way  from  logic  design  to 
product  design  to  factory  tests,  the 
whole  spectrum.  That's  the  way  engi- 
neers were  brought  up.  They  weren't 
specialized  then."  In  fact,  he  had 
learned  nearly  everything  he  needed 
to  run  his  own  computer  business 
while  at  GE,  Honeywell  and  Motor- 
ola, except  how  to  finance  it. 

But  instead  of  taking  evening  busi- 


Hie  Up-And-Comers 

ness.  courses  at  ASU,  Rollins  decided 
that  the  only  way  to  learn  the  money 
end  of  a  business  was  to  run  one.  So 
he  bought  a  Phoenix  car-repair  shop 
in  1974  for  $45,000,  and  ran  it  on  the 
side  while  •  working  for  Honeywell. 
"Some  things  you  just  have  to  experi- 
ence," explains  Rollins.  "I  wanted  to 
know  what  debits  and  credits  were, 
what  a  general  ledger  was  all  about." 
And  he  wanted  to  develop  a  rapport 
with  bankers.  "I  had  to  learn  all  the 
financial  aspects  of  developing  a  busi- 
ness. My  goal  by  then  was  starting  my 
own  company,"  he  says  in  his  dis- 
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tmctly  western  twang.  It  was  an  ex- 
pensive lesson,  costing  him  all  his 
$45,000  purchase  price  and  then 
some.  "Trouble  was,  I  was  only  a 
voice  on  the  phone  to  my  employ- 
ees," says  Rollins.  "It  taught  me  that 
you  have  to  be  right  there  personally 
in  your  own  business,  or  things  get 
out  of  hand." 

Perhaps,  too,  that's  where  Rollins 
learned  that  it  never  hurts  to  level 
with  your  suppliers.  In  May  1980,  two 
months  before  Phoenix  Digital  ran 
out  of  working  capital  and  Rollins  had 
his  little  discussion  with  GM,  he 
mailed  a  brutally  frank  letter  to  all  his 
suppliers.  "I  said,  'Friends,  we're  em- 
barking on  an  exciting  program  with 
General  Motors  of  Canada.  Looking 
at  my  capital  outlay,  and  looking  at 
everything  I'm  faced  with  in  order  to 
do  this  program,  I  want  to  know  what 
your  investment  is  going  to  be,'  "  he 
recalls.  In  other  words,  how  long 
would  they  wait  for  their  money? 
"Every  one  of  the  major  distributors 
sent  their  account  managers  down 
here.  I  gave  them  a  financial  state- 
ment. They  ended  up  giving  me  75  to 
90  days  [normal  is  45  at  best]  and 
doubled  our  credit  lines."  That  letter 
carried  Phoenix  Digital  through  until 
the  GM  representative  showed  up 
with  check  in  hand  to  take  delivery  of 
the  first  shipment  of  little  blue-gray 
boxes.  By  March  1981  sales  doubled  to 
$1.1  million,  though  the  company  still 
posted  a  $120,000  loss. 

Actually,  it  could  have  been  Motor- 
ola shipping  those  computers  to  GM, 
if  it  had  stuck  to  its  intentions  when 


it  hired  Rollins  away  from  Honeywell 
in  1975.  Rollins  had  his  doubts  about 
working  for  Motorola  from  the  first. 
He  told  them  he  intended  to  start  his 
own  business,  but  Motorola  had  heard 
that  one  before  and  didn't  believe 
him.  "I  told  them  I  wanted  to  get  into 
three  product  areas:  office  computer 
systems,  auto  computers  and  distrib- 
uted data  systems,"  he  says. 

By  1977  Rollins  had  helped  Motor- 
ola into  the  first  two.  Then  abruptly,  a 
few  months  later,  the  company  decid- 
ed to  back  away  from  office  systems. 
"They  said  they  had  a  conflict  of  in- 
terest, that  they'd  be  selling  some  of 
the  same  products  as  their  semicon- 
ductor customers  sold,"  explains  Rol- 
lins. Rollins  helped  write  a  proposal 
for  producing  an  on-board  computer 
in  response  to  a  GM  request,  but  GM 
wanted  backup  test  equipment  for  its 
automotive  engineers  as  part  of  the 
package.  Motorola  wasn't  interested 
in  producing  test  equipment,  and 
pulled  out.  Then  came  the  final  straw. 
In  1977  Motorola  bought  Codex  Corp. 
and  assigned  the  development  of  Rol- 
lins' pet  distributed  data  processing 
network  to  it.  Rollins  decided  he'd 
had  enough.  The  die  was  cast,  his 
contacts  with  GM  were  made  and  he 
founded  his  company. 

Of  course,  getting  75%  of  your  busi- 
ness from  one  customer  is  unsafe  at 
best,  even  if  that  one  customer  is  GM. 
So  Rollins  has  been  out  on  the  road  of 
late,  trying  to  sell  his  plant  automa- 
tion products  to  Ford,  VW  and  the 
other  GM  divisions.  He  has  closed  the 
credibility  gap,  too.  Innovin  Capital,  a 
venture  capital  group  funded  by  3M 
and  Emerson  Electric,  came  up  with 
$800,000  in  exchange  for  a  25%  equi- 
ty stake  in  the  company  last  July.  For 
once  Rollins  is  not  hurting  for  work- 
ing capital.  He's  selling  what  he  calls 
the  fallout  products — circuit  boards, 
CRT  terminals,  testing  equipment  for 
on-board  car  computers — to  about  70 
other  customers,  including  TRW, 
Volvo  and  Lucas  Corp.  By  March  1982 
Rollins  figures  sales  will  be  $4  million, 
based  on  signed  contracts  sitting  on 
his  desk  today.  That  means  Phoenix 
Digital  will  turn  profitable  in  1983  on 
about  $8  million  sales,  he  believes. 
About  then,  Rollins  plans  to  go  public. 

Was  it  worth  giving  up  the  security 
of  a  big  corporation  to  strike  out  on 
his  own,  not  knowing  at  the  time 
that  GM  would  turn  into  his  fairy 
godmother?  Were  the  risks  worth  it? 
"Absolutely.  If  I  fold  today  they  were 
worth  it.  I've  got  the  knowledge  to  go 
out  and  do  it  again,"  says  Rollins 
with  a  pleased  chuckle.  "I've  learned 
from  my  mistakes,  and  now  I'm  do- 
ing what  I  want."  ■ 
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"That's  the  delivery  team  with  the  new  copier 
..wonder  where  the  parade  will  be  when  it  breaks  down?" 


No  "parades"  with  Kodak  copiers.  No 
bacchanal  and  grapes,  either.  We  simply  deliver 
the  Ektaprint  copier,  set  it  up  promptly,  and  tune  it 
to  deliver  what  people  call  the  best  copies  in  the 
business.  Then  we  train  your  people. 

And  we  introduce  our  folks:  sales,  sup- 
port, and  service  specialists.  Different,  because 
they  stay  available  and  come  back  regularly. 
Even  without  breakdowns.  That's  because  we  re- 
gard every  product  with  our  name  on  it  as  a 
commitment. 

May  we  demonstrate? 


Write:  Eastman  Kodak  Company, 
CD  1491  .Rochester,  N.Y.  14650. 


Kodak  copiers.  You'll  like  our  copy  quality. 

You'll  like  our  commitment,  too. 


The  Up -And- (Vomers 


Nothing  ventured,  nothing  gained,  says  the 
old  adage.  But  is  Amin  Khoury  of  Delmed 
carrying  things  too  far? 


Perseverance  or 
pigheadedness? 


By  Jane  Carmichael 


ONE  THING  YOU  HAVE  TO  SAY 
about  Amin  Khoury:  He  does 
not  give  up  easily. 
Seven  years  ago  Khoury,  then  a  35- 
year-old  physical  chemist,  started 
Delmed  Corp.  to  make  plastic  blood- 
collection  and  storage  bags  for  blood 
banks  and  hospitals.  Was  he  crazy? 
One  company,  the  Fenwall  division  of 
$1.4  billion  (sales)  Baxter  Travenol 
Labs,  had  over  90%  of  the  U.S.  mar- 


ket. Such  giants  as  Abbott  Laborato- 
ries and  American  Hospital  Supply 
Corp.  (through  its  McGaw  Laborato- 
ries unit)  had  failed  to  break  Fenwall's 
grip.  Just  developing  a  product  line  for 
Delmed  would  take  years  and  millions 
of  dollars.  Even  then  the  Food  &  Drug 
Administration  could  wipe  out  that 
investment  by  refusing  to  certify 
Delmed's  products  for  sale. 

Yet,  in  his  office  in  Canton,  Mass., 
overlooking  a  pond  surrounded  by  the 
flaming  colors  of  a  New  England  au- 


Delmea  s  Amin  Khoury 

"We  will  kill  our  customers  with  kindness!" 


tumn,  Khoury  seemed  genuinely  puz- 
zled when  Forbes  asked  what  pos- 
sessed him  to  go  up  against  such  stag- 
gering odds.  "You  don't  build  a 
billion-dollar  company  by  being  risk- 
averse,"  he  said  softly,  matter-of-fact- 
ly.  "You  understand  the  risks  and 
weigh  them  against  the  rewards." 

A  textbook  reply  worthy  of  the  Har- 
vard Business  School.  Certamly  the 
reward  would  be  a  rich  one:  25%  of 
the  $200  million  blood-products  mar- 
ket by  1985 — a  market  that  Khoury 
says  is  growing  by  35%  a  year,  with 
gross  margins  that  run  50%  to  60%. 
But  has  Khoury  accurately  weighed 
the  risk? 

For  nearly  seven  years  Delmed's 
blood-bag  business  had  no  products 
and  no  customers.  Until  recently  it 
was  just  a  few  scientists  and  engi- 
neers hunched  over  lab  benches  pro- 
ducing a  lot  of  red  ink.  Only  lately 
have  there  been  some  encouraging 
signs.  In  1980  Khoury  signed  up  his 
first  big  customers:  major  units  of  the 
Veterans  Administration,  several 
Army  and  Navy  hospitals  and  the 
American  Association  of  Blood 
Banks.  Result:  Delmed  turned  its  first 
profit  ever  in  the  first  quarter  of  this 
year — $48,508,  or  a  whole  penny  a 
share.  The  second  quarter  was  even 
better:  4  cents  a  share. 

Then,  in  July,  the  Red  Cross  okayed 
Delmed's  products  for  purchase  by  its 
regional  centers.  That  was  an  impor- 
tant victory  for  Khoury,  because  the 
Red  Cross,  which  made  no  secret  of 
its  desire  for  an  alternative  supplier  to 
Fenwall,  accounts  for  about  half  of  the 
U.S.  whole-blood  market.  The  big  St. 
Louis  center  signed  up  right  away, 
and  several  more,  according  to 
Khoury,  are  about  to  declare  them- 
selves. He  now  feels  confident  enough 
to  predict  50%  annual  sales  growth 
for  the  next  five  years,  which  would 
take  him  from  $12  million  last  year  to 
$90  million  by  1985.  Says  he:  "Our 
strategy  was  complex.  It  was  high 
risk.  But  it  was  right." 

Was?  Why  the  past  tense? 

The  fact  is,  the  biggest  risk  is  just 
beginning.  Fenwall,  despite  protesta- 
tions to  the  contrary,  clearly  takes 
Delmed's  challenge  seriously:  Shortly 
before  Forbes  went  to  press,  Fenwall 
cut  prices  by  better  than  10%,  its  first 
cut  ever.  Delmed  had  no  choice  but  to 
match  the  cuts.  When  Delmed's  main 
plant  in  Canton  goes  into  full  swing  in 
1983,  quadrupling  the  company's  ca- 
pacity, the  fight  can  only  get  bloodier. 

Khoury  and  his  longtime  friend  and 
partner,  Dr.  James  Marten,  got  the 
idea  for  Delmed  while  both  were 
working  for  Damon  Corp.,  situated 
down  Route  128  in  Needham  Heights, 
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No  gift  is  made  with  more  loving  attei 
respect  than  our  114  proof  Bourbon.  § 


And  it's  the  only  114  proof 
Bourbon  poured  straight 
from  the  barrel. 

Undiluted  and  unmixed, 
it's  poured  from  new  charred  casks 
made  of  century-old  white  oak. 

Only  this  natural  simplic- 
ity can  give  the  114  proof  a  classic, 
mellow  smoothness  in  the  fine 
Grand- Dad  tradition. 

It  is  the  world's  most  ex- 
pensive Bourbon  and  a  gift  that 
will  be  proudly  remembered. 

114  Barrel  Proof 
Grand-Dad 
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The  Up-And-Comers 

Mass.  Damon  was  then  a  late-Sixties 
highflyer  conglomerate  making  com- 
munications systems  for  aviation  and 
space  programs.  Unable  to  get  venture 
capital  on  their  own,  they  had  started 
a  joint  venture  with  Damon  in  1968 
to  make  automatic  blood  analyzers 
and  had  built  it  into  a  $90  million 
business  in  just  six  years.  But  when 
they  suggested  starting  a  division  to 
go  head-to-head  with  Fenwall,  Damon 
turned  them  down  cold.  "Damon  had 
become  risk-averse,"  says  Khoury 
contemptuously,  using  his  favorite 
buzzword. 

So  Khoury  and  Marten  retreated  to 
Khoury's  basement  to  dream  up 
Delmed's  strategy,  and  in  late  1974,  at 
the  bottom  of  a  stock  market  slump, 
they  went  looking  for  capital.  Luckily 
for  them,  Citicorp  Venture  Capital 
had  a  big  investment  in  Damon  and 
had  been  impressed  with  their  work 
there.  CVC  put  up  $1  million,  and 
Khoury  and  Marten  threw  in 
$500,000,  profits  they  had  made  when 
Damon  bought  them  out  of  their  joint 
venture. 

Their  strategy  had  two  main  parts. 
Part  I:  Set  out  deliberately  to  copy 
Fenwall's  technological  approach. 
Part  II:  Do  it  cheaper. 

What's  so  technical  about  a  plastic 
bag?  Plenty.  Fenwall  and  Delmed,  for 
example,  each  recently  came  out  with 
its  own  version  of  a  new  plastic  to 
replace  polyvinyl  chloride  in  blood 
bags.  The  trouble  with  PVC  is  that  it 
can  contaminate  blood  in  the  bags. 
Even  designing  the  geometry  of  the 
needle  point  used  with  the  blood  bag 
is  a  fine  art. 

The  way  Khoury  figured  it,  most  of 
the  companies  that  had  flunked  out  of 
the  U.S.  market  had  failed  because 
they  were  mainly  marketers.  They  as- 
sembled plastic  components  pur- 
chased from  other  people,  filled  the 
bags  with  anticoagulant  solutions, 
and  sold  them.  But  to  keep  up  with 
rapid  changes  in  the  technology  and 
the  market,  you  needed  to  be  able  to 
come  up  with  your  own  recipes  for 
plastic,  design  your  own  tools  and 
dies,  mold  the  bags  and  tubes  your- 
selves. Just  as  Fenwall  did. 

Nothing  loath,  Khoury  and  Marten 
hired  Fenwall's  former  president  and 
its  former  marketing  head.  Yet  prob- 
lems abounded: 

•  A  new  plasticizer — a  substance 
that  makes  plastic  flexible — turned 
out  to  be  carcinogenic  after  two  years 
and  $750,000  invested.  (Solution: 
Delmed  worked  with  Union  Carbide 
to  come  up  with  a  plastic  that  con- 


tained no  plasticizers.) 

•  The  FDA  was  dragging  its  feet  in 
approving  Delmed's  anticoagulants. 
(Solution:  Delmed  bought  out 
McGaw's  product  line,  which  includ- 
ed McGaw's  FDA  approvals.) 

•  When  Khoury  sent  a  batch  of 
blood  bags  to  the  St.  Louis  Red  Cross 
for  a  trial  run,  he  was  told  the  needle 
hurt  the  patients  too  much.  It  was  too 
smooth,  so  the  silicon  coating 
wouldn't  stick  properly;  instead,  the 
coating  crept  up  the  shaft  when  the 
needle  was  inserted.  (Solution: 
Delmed  roughed  the  needle  up  a  bit, 
and  the  Red  Cross  was  so  happy  it 
gave  Delmed  a  chunk  of  its  business.) 

Part  II  of  the  grand  strategy  was  to 
become  the  low-cost  producer  in  a 
market  that  so  far  had  been  indiffer- 
ent to  price.  Khoury  decided  he  had  to 
manufacture  in  Third  World  coun- 
tries, and  not  without  some  misgiv- 
ings: "If  a  country  is  giving  these  fan- 
tastic incentives  and  has  low  labor 
costs,  you  know  there's  a  reason — 
usually  high  unemployment.  So  the 


"Sometimes  I'd  go  sit  on  the 
beach  staring  at  the  ocean.  I 
was  working  12  hours  a  day, 
hassling  with  investors  and 
creditors  all  weekend." 


country  is  bound  to  be  unstable."  Cau- 
tious, Khoury  wrote  off  startup  costs 
in  1978  on  his  first  plant,  in  El  Salva- 
dor. Nevertheless  that  plant  went  on 
to  keep  Delmed  alive  throughout  its 
development  years,  turning  out  intra- 
venous solution  bags  (now  40%  of 
sales)  and  medical  disposables  such  as 
tongue  depressors  and  humidifiers 
(20%).  These  products,  unlike  blood 
bags  filled  with  anticoagulants,  are 
not  classified  as  drugs  by  the  FDA,  so 
approvals  are  easier  to  get.  Last 
month  the  El  Salvador  plant  started 
making  blood  bags. 

"That  plant  will  be  the  lowest-cost 
producer  of  blood  bags  in  the  world," 
says  Khoury.  Labor  costs  in  El  Salva- 
dor are  one-fifth  what  they  are  in  the 
U.S.,  and  Delmed  will  pay  no  import/ 
export  duties  or  taxes  until  1983.  "Of 
course,  if  somebody  drops  a  bomb  on 
it,  it  will  not  be  anything,"  he  adds. 
"But  there's  nothing  we  can  do  about 
that  except  pray."  Nothing  except 
build  a  backup  plant  in  Mexico,  which 
has  also  just  gone  into  operation. 

Another  of  Khoury's  high-stake  in- 
vestments fared  worse:  a  joint  ven- 
ture in  intravenous  products  with 
Iran's  Ministry  of  Health.  Khoury, 
himself  of  Lebanese  descent,  had  to 
write  that  off  when  the  Shah  fell. 


Again,  the  refrain:  "We  knew  it  was 
risky,  but  it  was  a  chance  to  have  the 
preeminent  position  in  a  country  of 
35  million  people  with  $20  billion  in 
annual  oil  revenues.  Believe  it  or  not, 
they're  still  writing  to  us." 

Inevitably,  Khoury's  original  esti- 
mate of  five  years  and  $10  million  for 
development  stretched  out  to  seven 
years  and  $14  million.  By  the  end  of 
1980  just  about  everything  but  the 
coffee  machine  was  in  hock  to  the 
lenders,  and  Khoury  and  Marten 
found  themselves  guaranteeing 
Delmed's  debt  personally.  "Some- 
times I'd  just  go  sit  on  the  beach  star- 
ing out  at  the  ocean,"  says  Khoury.  "I 
was  working  12  hours  a  day  all  week, 
then  hassling  with  the  investors  and 
creditors  all  weekend."  Delmed  ended 
up  making  its  first  public  offering  in 
December  last  year,  before  Khoury 
had  really  wanted  to.  But  by  then 
Delmed  had  managed  to  attract  a 
large  enough  following  in  the  invest- 
ment community  to  raise  $7  million 
in  new  equity  added  to  the  $3  million 
they  already  had. 

Soon  after  that  the  big  orders  start- 
ed rolling  in. 

"Now  our  risks  will  change  from 
production  risks  to  marketing  risks," 
say  Khoury  grandly.  "We  will  kill  our 
customers  with  kindness.  When  any 
company  has  had  90%  of  the  market  for 
so  long,  as  Fenwall  has,  there  have  to  be 
dissatisfied  customers,  and  we  have  a 
reputation  for  delivering  what  and 
when  we  say  we  will."  Unfortunately 
Delmed  had  some  trouble  gearing  up  to 
its  planned  production  level,  so  its  first 
shipment  to  St.  Louis  was  several 
weeks  late.  The  problem  has  been 
straightened  out,  but  Delmed  and  the 
center  agreed  to  cut  back  planned  or- 
ders toa  more  "realistic"  level — not  the 
most  auspicious  of  starts. 

More  ominous  is  Fenwall's  price 
cut.  On  top  of  that,  Cutter  Laborato- 
ries is  making  a  second  stab  at  the 
U.S.  market,  with  Bayer  A.G.'s 
wherewithal  behind  it.  Though  it's 
clear  from  Khoury's  talk  of  becoming 
the  low-cost  producer  that  he  had  an- 
ticipated such  a  price  war  eventually, 
this  is  definitely  not  the  time  for  it. 
Delmed  needs  every  drop  of  profit  it 
can  squeeze  from  the  business  to  fi- 
nance further  development.  Sadly,  the 
profit  gusher  Khoury  has  been  count- 
ing on  could  as  easily  turn  into  a  real 
bloodbath. 

What's  the  difference  between  cou- 
rageous perseverance  and  simple  pig- 
headedness?  You  call  it  courageous 
perseverance  when  it  works  out  well 
and  pigheadedness  when  it  doesn't.  A 
great  deal  of  money  hangs  on  which  of 
the  two  Delmed  turns  out  to  be.  ■ 
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>k  a  long  time  to  recover  from  years  of 
neglect,  but  Hughes  Tool  is  now  challeng- 
ing industry  leaders  in  performance. 


Here  comes 
Hughes 


Hughes  ihol  Chairman  James  R.  Lesch 

"We  are  not  as  hard-pressed  as  we  were." 


By  Subrata  N.  Chakravarty 

Howard  Hughes  may  have  sold 
Hughes  Tool  in  1972,  but  only  recent- 
ly has  the  company  finally  emerged 
from  the  shadow  of  that  curious  man. 
Milked  for  years  as  a  cash  cow, 
Hughes  Tool  was  not  permitted  to 
keep  its  equipment  up  to  date,  much 
less  diversify,  in  the  13  years  of  de- 
cline that  plagued  the  drilling  industry 
from  1958  to  1971.  Result:  For  years, 
Hughes'  record  in  earnings  growth 
and  profitability,  though  spectacular 
by  ordinary  standards,  was  merely  av- 
erage in' the  high-stepping  oil  equip- 
ment industry. 

But  things  seem  to  have  changed.  In 
the  past  few  years  Hughes  Tool  has 
given  archrival  and  industry  growth 
leader  Raker  International  a  real  run 
for  its  money.  Since  the  beginning  of 
198()'s  fourth  quarter,  Hughes  Tool 
earnings  per  share  rose  70%,  com- 
pared with  59%  for  Baker,  24%  for 
Dresser  Industries  and  74%  for  NL 
Industries.  Hughes'  dollar  earnings 
nearly  doubled. 

The  big  change  at  Hughes  is  that  its 
long-delayed  diversification  effort  has 
finally  begun  to  gel.  "Because  we  were 
late  in  starting  our  diversification,  the 
selection  was  rather  limited  and  the 
companies  still  available  were  rela- 
tively small,"  says  Hughes  Chairman 
lames  R.  Lesch.  After  years  of  patient 
internal  growth,  however,  those  new 
businesses  will  contribute  55%  of  the 
company's  sales  this  year.  And 
they're  growing  much  faster  than  the 
original  business. 

The  first  acquisition,  in  1974,  was 
the  largest:  the  Byron  Jackson  divi- 
sion of  Borg-Warner.  With  $58  mil- 
lion in  drilling  equipment  and  produc- 
tion service  revenues,  it  was  too  small 
for  Borg-Warner  to  bother  with. 
Hughes  bought  it  for  $46  million  in 
stock,  split  it  in  two  and  concentrated 
on  the  services  end.  Competing  with 
giants  like  Halliburton  has  been  no 
picnic,  but  B-J  Hughes  Services  has 
been  able  to  overcome  resistance  by 
using  its  name  and  demonstrating  its 
capability  to  do  big  jobs.  This  year  the 
two  Byron  Jackson  divisions  will  have 
combined  revenues  of  over  $550  mil- 
lion, with  B-J  Hughes  Services  con- 
tributing around  $420  million.  With 
the  pumping  services  market  expect- 
ed to  more  than  double  by  1985  to 
over  $7  billion,  the  services  division 
has  plenty  of  room  to  grew. 

Hughes  has  fared  no  less  well  with 
its  1979  acquisition  of  Oil  Base  Inc.,  a 
distinctly  poor  fifth  (after  Dresser,  NL 
Industries,  Halliburton  and  Baker  In- 
ternational) in  the  $2  billion  market 
for  drilling  muds— specialty  chemical 
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If  the  boss  insists  on  fine  quality  copies 
every  time,  we  have  a  Saxon  just  for  you. 


All  copiers  make  copies. 
But  the  Saxon  SX 18  makes 
copies  that  are  different. 

The  blacks  are  jet  black. 
The  images  are  crisp  and 
clear.  If  you  feed  in  paper 
that  is  white,  it  comes  out 
white,  not  a  dirty  grey. 

The  Saxon  SX  18  uses 
the  latest  technology-fiber 
optics  and  microprocessors, 
to  achieve  its  compact  size 
and  super-reliable  perfor- 
mance. It  stands  only  121/2 
inches  high.  It  uses  a  dry 
toner,  which  means  you  can 
make  copies  on  any  stand- 
ard bond  paper,  including 
letterhead.  And  it  copies  up 
to  11"  x  17",  without  ever 
losing  information  around 
the  edges. 

Ask  the  boss  if  you  can 
have  this  copier.  If  you  are 
the  boss,  congratulations, 
you  don't  have  to  ask  any- 
one. Just  mail  the  coupon 
for  a  free  demonstration. 
Or  phone  toll-free 

I-8OO-526-7843. 

In  New  Jersey,  1-800-522-4503. 

Mail  to: Saxon  Business  Products, 
13900  NW  57th  Court, 
Miami  Lakes,  Florida  33014 


Name/Title 


Company 


City/State/Zip 


Phone 


(f? ,  Saxon  and  SX  18  are  trademarks  of 
Saxon  Industries,  Inc. 

e  1981  Saxon  Industries,  Inc.  6FB121 


/HERE'S 
MORE  ROOM 
AT  THE  TOR 


AIR-INDIA 
ANNOUNCES  ITS 
ALL-NEW  EXECUTIVE  CABIN: 
A  COMPLETELY  PRIVATE 
SPACIOUS  CABIN  WITH 
TWO-BY-TWO  SEATING 
FOR  20  BUSINESS  TRAVELERS. 


We've  turned  the  upstairs 
lounges  of  our  opulent  747's 
into  our  business  class. 

Now  you  get  a  private 
upstairs  cabin. 

With  movies.  Music. 
Wine.  Drinks.  Champagne. 

You  get  your  choice  of 
Indian  or  continental  cuisine. 

You  get  comfortable  two- 
by-two  seating.  Warm, 
gentle  service. 

And  you  get  peace,  quiet 
and  serenity  on  your  way  to 
London  and  India. 

Of  course,  at  the  airports, 
Executive  Cabin  passengers 
check  in  at  our  First  Class 
counter  and  luggage  is  treat- 
ed as  First  Class:  last  on  and 
first  off. 

Reserve  through  your 
t  ravel  agent,  your  corporate 
travel  department  or  us. 

Get  some  room  at  the  top. 


THE  AIRLINE  THAT'S  EWFFERFJVT. 
AND  BETTER. 

Air- India,  400  Park  Avenue.  New  York,  NY.  10022 
Toll  free  numbers:  Continental  U.S.  (800)  223-7776; 
N  -  State:  (R00)  442-8115:  in  New  York  City:  (212)  751-6200 


compounds  used  in  drilling  and  pro- 
duction. The  muds  market  should  also 
double  by  1985,  to  over  $4  billion. 
With  the  Hughes  name  and  market- 
ing muscle  behind  it,  OBI,  renamed 
the  Hughes  Drilling  Fluids  division, 
has  begun  to  move.  It  will  have  1981 
sales  of  $100  million,  up  from  $40 
million  two  years  ago. 

Hughes  has  shrewdly  concentrated 
on  acquiring  companies  with  propri- 
etary technology  in  potentially  explo- 
sive market  segments.  In  1976  it  ac- 
quired tiny  Regan  Offshore  Interna- 
tional. "Regan  had  been  working  on 
the  development  of  subsea  well  com- 
pletion systems — this  was  the  really 
intriguing  thing  to  me,"  Lesch  ex- 
plains. With  offshore  production  plat- 
forms now  costing  as  much  as  $1.5 


"Brown  was  a  family  oper- 
ation and  he  ran  it  like  one. 
He  did  not  exploit  all  of 
these  many  patents.  Give 
the  company  direction  and 
emphasize  quality  control 
and  marketing  and  you  can 
really  move  them  out." 


billion  apiece,  few  fields  can  justify 
more  than  one.  But  a  single  36-well 
platform  may  also  not  be  enough  to 
drain  the  reservoir.  Lesch  sees  Regan 
systems  extending  the  reach  of  such 
platforms  in  the  years  ahead. 

Then  there's  Brown  Oil  Tools,  a 
family-owned  maker  of  subsurface 
production  equipment  that  Hughes 
acquired  in  1978.  Brown's  founder 
had  377  patents  and  a  reputation, 
Lesch  says,  for  developing  ingenious 
solutions  to  problems.  "The  problem 
was  that  it  was  a  family  operation  and 
he  ran  it  like  one,"  says  Lesch.  "He 
did  not  exploit  all  of  these  many  pat- 
ents he  had.  Give  the  company  direc- 
tion and  emphasize  quality  control 
and  good  marketing,  and  you  can  real- 
ly move  them  out."  Brown  Oil  Tools 
will  have  1981  revenues  of  over  $110 
million,  more  than  double  1978  sales. 

The  division  that  has  Lesch  most 
excited  is  Centrilift,  which  makes 
electrical  submersible  pumps  and  was 
purchased  from  Borg- Warner  last  year 
for  1.2  million  shares  of  stock  woith 
about  $72  million.  Centrilift-Hughes 
is  not  growing  as  rapidly  now  as  some 
of  the  company's  other  divisions,  but 
Lesch  feels  its  potential  is  enormous. 
Enormous,  that  is,  when  merged  with 
a  tiny  West  Texas  firm,  Submergible 
Oil  Services,  also  acquired  last  year. 
Submergible  has  developed  a  means  of 
varying  the  speed  of  Centrilift 's  mo- 
tors, an  important  modification  be- 


cause up  to  now  submersible  pumps 
were  efficient  only  in  reservoirs  flow- 
ing at  rates  of  over  400  barrels  a  day. 
That  limited  the  potential  market  to 
some  10,000  wells.  Centrilift  now  has 
pumps  efficient  for  reservoirs  of  100 
barrels  a  day — which  enlarges  the  po- 
tential to  60,000  wells.  Lesch  says 
Centrilift  is  close  to  perfecting  equip- 
ment to  permit  efficient  operation  at 
50  barrels  a  day,  which  would  quintu- 
ple the  market  again. 

Meanwhile,  of  course,  the  drilling 
business  has  been  showing  explosive 
growth.  From  the  1971  low  of  1,000 
operating  drilling  rigs,  the  number  has 
soared  to  an  average  of  4,000  this 
year.  For  the  Hughes  Tool  division, 
that  means  revenues  of  close  to  $750 
million  this  year.  Some  industry  ex- 
perts warn  that  there  will  be  an  over- 
supply  of  rigs,  equipment  and  services 
next  year  and  that  the  industry  is  fac- 
ing a  price  war.  Jim  Lesch  doesn't 
believe  it.  Hughes  Tool  is  projecting 
that  the  number  of  rigs  in  use  will 
climb  to  4,500  next  year  and  that  drill- 
ing expenditures  will  increase  to  $41 
billion — a  32%  jump. 

Thereafter,  Lesch  admits  that  the 
growth  rate  may  ease,  but  he  is  look- 
ing forward  to  a  long  period  of  "in-fill 
drilling"  as  oil  prices  continue  to  rise 
through  the  rest  of  the  century.  Where 
a  gas  well  is  presently  drilled  every 
640  acres  on  average,  and  an  oil  well 
every  80  acres,  companies  might  in 
the  future  find  it  worth  the  invest- 
ment to  place  two  or  more  wells  in 
the  same  area  to  recover  more  of  the 
reservoir.  Lesch  believes  that  such  in- 
fill drilling  could  double  the  rate  at 
which  producing  wells  are  added. 

So,  with  over  40%  of  the  market  for 
both  rock  drilling  bits  and  tool  joints,  a 
significant  presence  in  some  of  the 
largest,  fastest-growing  parts  of  pro- 
duction equipment  and  services,  and 
some  promising  entries  in  other 
growth  segments  of  the  industry, 
Hughes  Tool  today  has  a  balance  that 
it  never  had  when  it  was  being  milked 
by  Howard  Hughes.  About  44%  of  this 
year's  likely  sales  of  over  $1.7  billion 
and  40%  of  earnings  of  around  $250 
million  will  come  from  production 
equipment  and  services.  If  drilling  ac- 
tivity'should  halt  tomorrow,  Hughes 
Tool  would  remain  a  large  and  profit- 
able company.  "We  continue  to  look, 
but  we  are  not  as  hard-pressed  to  run 
out  and  make  acquisitions  as  we  were 
in  1972,"  says  Lesch.  "We  wanted  to 
achieve  a  balance  between  the  drilling 
side  and  the  producing  side,  so  that  if 
we  had  another  downturn  in  drilling, 
we  would  have  the  basis  to  continue 
on  the  production  side.  It  has  worked 
out  that  way  very  nicely."  ■ 
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IF  GEORGE  CAN'T  GO 
TO  THE  MOUNTAIN, 

) 'e-li:  J,Yi:i.VifiK'~ 


Demonstrating  a  big  ticket  item  can  be 
costly  for  both  you  and  your  customers. 
In  addition  to  the  time  and  expense 
involved  in  taking  prospects  to  a  site 
where  your  product  can  be  seen,  you 
often  have  to  tie  up  equipment  that 
customers  are  waiting  for. ..thus  delay- 
ing profits  and  unnecessarily  irritating 
people  you've  already  sold. 

JVC  Video  can  solve  many  of  these 


problems.  You  can  go  just  about  any- 
where with  an  easy-to-use  JVC  Color 
Video  Camera,  and  put  your  product 
demonstration  on  a  compact  JVC 
Videocassette...to  be  played  back  sim- 
ply and  vividly  in  your  prospect's  office, 
using  the  medium  that  people  relate 
best  to  today— television1 

JVC,  the  company  that's  built  its 
business  on  Business,  has  everything 
your  company  needs  to  get  into  video 
at  the  professional  level.  And  JVC's 
Professional  Video  Dealers  are  people 
with  experience  in  helping  companies 
do  just  that.  Their  demonstrations  will 
convince  you  that  your  demonstrations 
can  be  made  much  more  cost-efficient. 

JVC— we  make  video 
work  for  you. 


JVC 

US  JVC  CORP 


Send  for  our  brochure, 

"What  does  my  company  have  to  do  to  get 

started  in  video  communications?" 

US  JVC  Corp.,  Dept.  F 12/7/81 
41  Slater  Drive,  Elmwood  Park,  NJ  07407 

Available  in  Canada  from  JVC 
Canada,  Inc.,  Ontario.     ©1981  usjvccorp 
For  faster  action,  call  toll-free 
800-821-7700,  Ext  7005 

(In  Missouri:  800-892-7655.  Ext.  7005.) 


JVC 
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us  is  more  than  a  people  carrier; 


it's  a  problem  solver."  Ed  Barberis 

Senior  Driver 


T 


a 


Drive  That's  what  makes  Greyhound  "America's  bus  com- 
pany."But  not  just  the  drive  that  powers  our  buses. The  drive  that 
powers  our  people  The  drive  that  led  Greyhound  to  be  first  in  the 
development  of  transportation  programs  for  the  handicapped 
The  drive  to  innovate  and  update  which  has  led  to  bright,  new 
terminals  and  a  fleet  of  Americruisers^that  achieves  a  remark- 
able 138  passenger  miles  per  gallon.  The  drive  that  brings 
Greyhound  right  to  the  door  for  package  pickup  and  delivery. 

It's  not  by  chance  that  65  million  people  a  year  in  14.000 


cities  and  towns  "leave  the  driving  to  us."  But  being  the  be 
ground  transportation  company  in  America  takes  a  lot  more 
than  buses.  It  takes  the  knowledge,  experience  and  resourc 
fulness  of  Greyhound  people  like  Frank  Nageotte  and  Ed 
Barberis.  It  takes  the  commitment  of  everyone  involved 

This  commitment  to  service  extends  throughout  the  er 
Greyhound  Corporation.  And  the  results  are  visible  in  everytl 
we  do-f  rom  operating  intercity  bus  service  to  manufacturing! 
soap  to  leasing  capital  equipment  to  American  industry. 


i  the  80's,  the  words  'Go  Greyhound' 

arry  a  lot  more  meaning."  Frank  L.  Nageotte 

Chairman,  Greyhound  Lines 


M  Greyhound,  our  people  know  that  meeting  the  challenge 
3  80's  requires  everyone's  best  effort.  And  they  give  it. 
/single  day. 

Together,  we  are  The  Greyhound  Corporation.  A  diverse 
p  of  companies  providing  goods  and  services  basic  to  the 
fican  way  of  life.  Working  to  meet  the  demands  of  today, 
ng  hard  to  meet  the  challenges  of  tomorrow. 


The  Greyhound  Corporation 

A  Company  for  the  Eighties. 


Richer.  And,  of  course,  costlier. 
For  the  very  good  reason  that  it  is 
blended  from  the  Cognacs  of  moi 
than  70  select  vineyards,  all  of  wh 
lie  within  France's  two  pre-emine 
Cognac  districts,  Grande  Cham- 
pagne and  Petite  Champagne.  Tri 
the  world's  most  civilized  spirit. 
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Taxing  Matters 


U.S.  real  estate  investments  can  be  very 
alluring  to  foreign  investors.  Particularly 
if  they  don't  have  to  pay  any  taxes. 


Watching  the  pros 
at  work 


By  Richard  Greene 

T|  here's  no  doubt  that  many 
American  businessmen  are 
skilled  in  the  art  of  tax  avoid- 
ance. But  if  you  really  want  to  watch 
the  pros  go  at  it,  take  a  look  at  foreign 
investors  in  the  U.S.  real  estate  mar- 
ket. In  spite  of  the  efforts  of  Congress 
and  the  IRS,  individuals  from  Europe, 
Japan  and  the  Middle  East  seem  able 
to  invest  in  U.S.  property,  sell  that 
real  estate  at  a  profit  and  blithely  walk 
off  with  tax-free  gains. 

But  don't  feel  bad.  Remember,  the 
Europeans  were  cheating  their  tax- 
men  when  America  was  still  a  gleam 
in  Columbus'  eye. 

Back  a  couple  of  years  ago,  it  looked 
like  Congress  had  finally  forced  for- 
eign investors  to  start  paying  capital 
gains  taxes  on  real  estate  with  the 
passage  of  the  Foreign  Investment  in 
Real  Property  Tax  Act  of  1980.  But  it 
took  longer  to  say  the  name  of  the  act 
than  it  did  for  clever  accountants  to 
find  ways  around  it. 

So,  about  four  months  ago,  Con- 
gress passed  some  amendments  to  the 
act.  But  foreign  investors  simply  add- 
ed more  layers  to  their  tax  avoidance 
plans.  Pay  capital  gains  taxes  to  Uncle 
Sam  for  the  pleasure  of  doing  business 
in  a  secure,  stable  climate?  Not  if  you 
can  avoid  it. 

Among  others  counseling  foreign- 
ers on  such  matters  are  Leonard 
Campbell  and  Charles  Schnaid  of  La- 
venthol  &  Horwath,  an  international 
CPA  firm.  Here  are  a  few  of  their 
favorite  ploys: 

In  one  scheme,  a  foreign  investor 
sets  up  a  Netherlands  Antilles  corpo- 
ration, which  in  turn  sets  up  a  Dutch 
subsidiary,  which  then  creates  a  U.S. 
subsidiary.  The  U.S.  subsidiary  ac- 


quires U.S.  real  estate,  specifically 
short-term  investments  such  as  con- 
dominium conversions  with  the  po- 
tential of  quick  profits. 

Now,  with  the  foreign  investor  on 
the  top  of  this  four-tier  structure,  and 
the  U.S.  real  estate  holding  subsidiary 
on  the  bottom,  the  fun  begins.  The 
U.S.  subsidiary's  property  increases  in 
value  as  the  rental  apartments  are 
converted  to  condos.  The  Dutch  com- 
pany then  sells  that  real  estate  by  sell- 
ing its  stock  in  the  U.S.  sub.  That  way 
it  avoids  tax  under  a  U.S. -Dutch  trea- 
ty that  says  a  Dutch  company  selling 
shares  in  a  U.S.  company  doesn't  pay 
capital  gains  taxes. 

But  wait.  There  are  still  Dutch 
taxes  to  worry  about,  so  the  Dutch 
company  pays  out  its  profits  in  divi- 
dends to  its  Netherlands  Antilles  par- 
ent, which  is  free  of  Dutch  withhold- 
ing tax  under  a  treaty  between  Hol- 
land and  the  Netherlands  Antilles. 

The  Netherlands  Antilles  (we're  al- 
most there)  puts  a  paltry  3%  tax  on 
the  dividends,  and  the  money  then 
passes,  virtually  untouched,  to  the  for- 
eign investor. 

Another  use  of  the  Dutch  treaty  is 
.less  tortuous  but  no  less  effective. 
You  start  with  a  U.S.  real  estate  ven- 
ture that  borrows  money  from  a  for- 
eign investor.  Ordinarily,  the  interest 
payments  the  U.S.  venture  makes  on 
such  a  loan  would  be  subject  to  a  30% 
U.S.  withholding  tax. 

But  that  handy-dandy  Dutch  treaty 
rules  out  such  withholding  taxes.  To 
avoid  Holland's  48%  income  tax,  the 
foreign  investor  arranges  to  have  al- 
most all  the  interest  flow  through  to  a 
Bahamas  company.  Since  the  interest 
doesn't  remain  in  Holland,  the  Dutch 
don't  tax  it.  Neither  does  the  Baha- 
mas. Again,  virtually  no  taxes. 


What's  more,  the  foreign  investor 
can  even  get  a  cash  payment  when 
the  property  is  sold.  By  foregoing 
management  participation,  he's  con- 
sidered a  creditor,  not  an  active  part- 
ner subject  to  capital  gains. 

Of  course,  such  devices  may  not  be 
effective  in  years  to  come.  The  U.S.- 
Dutch treaty  is  being  renegotiated 
even  now,  and  U.S.  regulations,  as 
well,  may  change.  So  it's  not  incon- 
ceivable that  some  of  the  more  advan- 
tageous games  may  be  eliminated. 

But  have  no  fear  for  the  foreign  in- 
vestors. There  are  loopholes  written 
right  into  the  Foreign  Investment 
Act.  For  one,  the  act  says  that  any 
company  whose  assets  are  less  than 
50%  in  U.S.  real  estate  is  not  a  real 
estate  holding  company  and  so  its 
shares  can  be  bought  and  sold  by  for- 
eign investors  virtually  tax-free.  So 
the  investor  simply  adds  a  portfolio  of 
foreign  real  estate  or  businesses  to  his 
U.S.  real  estate  holdings. 

This  can  be  tricky,  since  the  rules 
say  that  the  value  of  the  real  estate  in 
the  company  can  never  exceed  the 
value  of  its  other  properties,  even  for  a 
day,  or  the  company  will  be  classified 
a  real  estate  holding  company  for  the 
following  five  years.  That  means  that 
if  an  investor  is  playing  it  close  to  the 
line,  fluctuations  in  real  estate  values 
could  throw  the  company  into  a  tax- 
able status.  Still,  with  careful  moni- 
toring, such  a  plan  can  work. 

Tlhere's  even  a  way  to  utilize  foreign 
investment  in  U.S.  real  estate  to 
benefit  Americans.  All  you  need  is  a 
joint  venture  with  a  foreign  investor 
who  has  no  other  holdings  in  the  U.S. 
You  and  he  go  in  50-50  on  real  estate 
with  the  agreement  that  you  absorb 
all  expenses. 

Let's  say  you  both  put  in  $1  million, 
for  an  initial  tax  basis  of  $2  million. 
Over  the  first  five  years,  depreciation 
deductions  amount  to  $1  million,  all 
of  which  is  deducted  from  your  ordi- 
nary income.  So,  your  investment  is 
fully  depreciated  while  the  foreign  in- 
vestor still  has  $1  million. 

The  property  then  is  sold  for  $3 
million,  or  a  $2  million  profit  on  its 
depreciated  tax  basis.  You  get  the  first 
million  of  that  $2  million  and  pay 
capital  gains  taxes  on  it.  The  next 
million  is  split  down  the  middle  and 
both  of  you  pay  capital  gains  taxes. 

Why  bother?  Because  you  have  con- 
verted $1  million  of  ordinary  income 
into  capital  gains  income  and  post- 
poned its  payment  for  several  years. 
You  then  pass  along  some  of  this  extra 
cash  flow  to  your  foreign  partner. 

It's  a  little  complicated,  but  every- 
body ends  up  ahead.  Everybody  but 
Uncle  Sam,  that  is.  ■ 
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"We  want  your 
freight  business. 
Here's  how  we're 

going  to  fight 


to  get  it? 

— L.  Stanley  Crane,  Chairman,  Conrail 


ve  got  to  be  competitive. 
"If  there's  a  profit  in  your  business,  we'll 
compete  at  every  level  to  get  it— with  com- 
petitive prices  and  service  you  can  count  on. 
[f  you  want  to  know  what  we  can  do  for  you, 
read  what  we've  done  for  others." 

You  can  count  on  Conrail 

"We've  made  great  strides  in  making  Conrail 
as  reliable  as  any  railroad  in  America.  We're 
getting  good  marks  from  our  present  ship- 
pers. 

"  The  quality  of  our  plant  and  equipment  is 
second  to  none.  And,  for  the  year  to  date, 
we're  in  the  black  (see  the  financial  chart  at 
right).  We're  earning  a  profit  despite  adverse 
traffic  conditions." 

We're  right  on  schedule 

"Conrail  has  changed.  Here's  proof:  Today, 
almost  85%  of  all  freight  cars  moving  on 
Conrail  arrive  within  24  hours  of  the  pub- 
lished schedule.  Conrail  freight  trains  also 
•oast  an  on-time  reliability  record  that  can 


stack  up  to  any  other  railroad  in  the  country. 

"In  fact,  over  the  past  five  years.  Con  rail's 
on-time  performance  has  improved  by  300%. 

"Look  at  the  chart  on  the  next  page  to  see 

"Conrail  has  turned  around.  We're  making  a  profit  this 
year  despite  adverse  traffic  conditions." 
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just  how  much  things  have  changed." 

We're  trimming  the  fat 

"We're  trimming  down  our  system  and  are 
closing  unprofitable  routes.  That  means  we 
can  serve  our  core  routes  more  effectively. 

"Our  goal  is  to  create  a  core  system  that 
serves  the  industrial  heartland  of  America, 
offering  our  present  and  potential  shippers 
more  efficient,  reliable  service." 

We  give  you 
the  competitive  edge 

"Rail  deregulation  opened  up  new  opportun- 
ities for  the  rail  industry,  and  Conrail  is  capi- 
talizing on  them. 

"We've  implemented  20  new  contracts 
with  shippers  and  we're  negotiating  another 
35  right  now.  These  contracts  offer  signifi- 
cant benefits  including  guaranteed  rates, 
service  and  equipment,  tailored  to  individual 
needs  and  requirements.  Marketplace  com- 
petition has  forced  the  rail  cost  of  shipping 
perishables  down.  As  a  result,  our  shipments 
are  up.  We're  carrying  33%  more  perishable 
tonnage  than  last  year. 

"We  also  offer  substantial  discounts 
through  our  Econo-Rate  programs  and  our 
Super  Saver  discounts.  So  call  us  and  give  us 
a  chance  to  give  you  the  competitive  edge." 

We're  in  the 
private  sector  to  stay 

"We're  running  a  business  like  you  are. 
We're  making  a  profit,  and  our  shippers  are 
complimenting  us  for  good  service.  We've 
developed  new  marketing  solutions  to  ship- 
per transportation  problems. 
"For  an  unprecedented  second  year  in  a 
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"We're  getting  good  marks  from  present  shippers— 
and  we're  getting  better." 

row,  we've  won  the  industry-coveted  Golden 
Freight  Car  award  for  marketing  achieve- 
ment." 

Write  directly  to  me. 
The  buck  stops  here 

"We're  an  aggressive,  innovative  company. 
We're  hungry  for  your  business— your  coal, 
your  grain,  your  chemicals,  your  steel,  your 
metals,  all  your  shipments  in  the  Northeast 
and  Midwest. 

"We  promise  you  competitive  prices  and 
service  you  can  count  on.  And  if  we  don't  live 
up  to  it,  I  want  to  hear  about  it.  Write  to  me 
personally  at  6  Penn  Center  Plaza,  Room 
1040C,  Philadelphia,  PA  19104."  J?*83^ 
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"We've  got  to  be  competitive! 
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For  years  Fred  Kirby  has  tried  to  keep  Alle- 
ghany Corp.  out  of  the  spotlight.  But  now 
its  sparkle  can't  help  but  draw  stares. 


Polishing  the 
family  jewels 


By  Howard  Rudnitsky 
with  Laura  Saunders 


T|  hese  days  most  brokerage 
firms  are  glittering  takeover 
candidates,  and  Alleghany  Corp. 
looks  like  a  diamond  in  the  rough.  The 
New  York-based  company  has  $3.5  bil- 
lion in  assets,  but  95%  of  its  income 
comes  from  the  investment  business. 
Alleghany  owns  Investors  Diversified 
Services,  the  Minneapolis  giant  that 
manages  $6  billion  worth  of  mutual 
funds  and  has  over  $11  billion  of  life 
insurance  in  force.  It  also  has  a  3,400- 
person  sales  force,  a  tempting  market- 
ing asset  in  the  coming  era  of  reduced 
financial  institution  regulation. 

For  years,  of  course,  IDS  had  more 
potential  than  profits.  But  spurred  by 
its  recent  success,  Alleghany's  per- 
share  earnings  should  be  up  at  least 
30%  this  year.  In  1982  the  gains  could 
be  even  fatter — helped  by  the  fact  that 
the  company  recently  repurchased  1.5 
million  shares  of  its  stock  and  closed  a 
moneylosing  trucking  operation.  All 
this  isn't  lost  on  Wall  Street:  Alle- 
ghany's stock  price  has  jumped  over 
40%  during  a  recent  six-week  period 
to  a  high  of  $48,  a  multiple  of  6  times 
projected  1982  earnings. 

Despite  the  recent  gains,  that 
doesn't  look  too  rich — especially  in 
light  of  Alleghany's  impressive  bal- 
ance sheet.  In  January,  even  after  it 
pays  off  a  $68  million  short-term 
note,  it  will  have  around  $500  million 
in  cash,  about  $60  per  share.  Even 
though  much  of  that  money  is  needed 
for  IDS'  life  insurance  operations,  ana- 
lysts figure  that  at  least  20%  to  25% 
of  the  funds  is  readily  available.  Why 
the  modest  earnings  multiple? 

Part  of  it  is  IDS'  recent  spurt  in 
earnings.  But  the  rest  has  a  lot  to  do 
with  Fred  Kirby.  He  is  Alleghany's  62- 
year-old  chairman  and  key  member  of 


the  family  that  owns  or  controls  near- 
ly half  its  stock,  a  nest  egg  worth 
about  $175  million.  For  years  some 
investors  have  seen  Alleghany  as  a 
company  run  as  much  to  benefit  the 
Kirbys  as  its  outside  shareholders. 
Dividend  payouts  have  remained  low, 
and  nearly  unchanged  since  1977, 
even  though  book  value — now  about 
$36  per  share — is  up  by  50%.  What's 
more,  management  is  known  for  be- 


§ 


ing  closemouthed  and  suspicious. 

Still,  Fred  Kirby  has  been  cautious 
for  a  reason.  In  1961  he  and  his  father, 
the  late  Allan  Kirby,  lost  control  of 
Alleghany  in  a  battle  with  Dallas' 
Murchison  family.  By  1964,  however, 
the  Kirbys  were  in  command  again. 
By  1974  the  company  had  won  an- 
other long,  drawn-out  legal  contest. 
After  40  years  of  litigation  stemming 
from  the  reorganization  of  the  Mis- 
souri Pacific,  Alleghany  wound  up 
with  nearly  $50  million  worth  of  cash 
and  stock.  Finally,  in  the  late  Seven- 
ties, they  gained  full  control  of  IDS. 
Clearly  patience  has  been  a  Kirby 
family  hallmark  for  a  long  time. 

Despite  that  tenacity,  many  outsid- 
ers thought  the  Kirbys  had  a  firm  grip 
on  an  albatross.  "For  as  long  as  I've 
had  any  authority  around  here,"  Fred 
said  to  Forbes  in  a  rare  1974  inter- 
view, "I  have  wanted  to  get  the  com- 
pany out  of  controversy  and  into  |our] 
business,  which  is  asset  manage- 
ment." In  the  mid-Seventies,  howev- 
er, IDS  experienced  heavy  real  estate 
losses  in  REITs  and  mortgage  invest- 
ments. In  addition,  the  60-story  IDS 
Center  in  downtown  Minneapolis 
was  $40  million  over  budget  and  beset 
with  operating  losses  for  years. 


Alleghany  Corp  Chairman  Fred  M.  Kirby 
At  long  last,  managing  the  assets  well. 
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That  wasn't  all.  Investment  certifi- 
cates, a  major  source  of  IDS'  earnings, 
ran  afoul  of  a  change  in  the  tax  laws. 
Even  after  the  company  developed  a 
new  certificate,  high  interest  rates 
came  along  and  stalled  sales  growth. 
The  mutual  fund  husiness  floundered 
too,  plagued  by  poor  performance  and 
redemptions.  To  deal  with  the  prob- 
lems, Kirby  brought  in  a  succession  of 
managers  at  IDS,  but  no  one  worked  a 
sustained  turnaround. 

Alleghany's  two  diversifications, 
meanwhile,  were  hardly  triumphs. 
Kirby  bought  lones  Motor  Co.  in  the 
late  Sixties — in  order  to  keep  Alle- 
ghany from  being  classed  as  a  personal 
holding  company  by  the  IRS.  Jones, 
however,  was  never  very  profitable. 
Its  big  general  commodities  division, 


Kirby  has  several  options, 
and  he  may  have  tipped  his 
hand  in  August  when  he 
bought  out  Alleghany's  larg- 
est nonfamily  shareholder. 

hit  by  deregulation,  lost  more  than  $6 
million  this  year.  Kirby  pulled  out  of 
that  business,  taking  a  $15  million 
writeoff.  Now  Jones  operates  only  a 
small,  $45  million-a-year  specialty 
commodities  business. 

MSL  Industries,  a  iarger  acquisition 
made  in  1974,  is  no  jewel  either.  The 
metals  fabricator  performed  well  at 
first.  But  since  1979  its  earnings  have 
nose-dived.  Late  last  year  Alleghany 
tried  to  sell  MSL  to  Boothe  Financial 
Corp.  for  its  $90  million  book  value. 
The  deal  fell  through,  some  suggest, 
because  the  asking  price  was  too  high 
at  a  time  when  MSL's  earnings  were 
plummeting. 

Now,  with  Jones  largely  liquidated 
and  MSL  in  a  holding  pattern,  Kirby  is 
free  to  concentrate  on  IDS — where, 
helped  by  a  booming  annuity  busi- 
ness, prospects  are  much  improved. 
And  in  September  a  Canadian  devel- 
oper paid  $200  million  for  the  IDS 
Center,  a  transaction  that  produced 
an  $84  million  capital  gain.  It  also 
gave  management  the  opportunity  to 
take  a  $77  million  loss  by  selling  off  a 
depressed  long-term  bond  portfolio 
without  having  to  wreck  earnings. 

The  current  prosperity  at  IDS  gives 
Fred  Kirby  several  options,  and  he 
may  have  tipped  his  hand  in  August 
when  he  bought  out  Alleghany's  larg- 
est nonfamily  shareholder.  Beginning 
in  1973,  a  group  headed  by  New  York- 
based  financier  Jacob  Kaplan,  who 
once  owned  The  Welch  Grape  Juice 
Co.,  began  accumulating  Alleghany 
shares  at  about  $9.  Eventually  the 


group  had  1.5  million  shares — a  16% 
stake- — acquired  at  an  average  cost  of 
about  $20. 

But  Kaplan  wasn't  exactly  a  fan  of 
Kirby's  management.  In  1977  Alle- 
ghany's board  instituted  staggered 
three-year  voting  some  time  after 
Kaplan  announced  he  had  a  5%  stake. 
It  prevented  Kaplan  from  having  any 
influence;  he  never  got  a  board  seat. 

So  this  year  the  Kaplan  group  decid- 
ed to  look  for  greener  pastures.  Fred 
Kirby  wasn't  taking  any  chances  on 
someone  else's  picking  up  their  stock. 
Alleghany  offered  around  $44  a  share 
when  the  market  price  was  around 
$37.  Why?  The  purchase  tightened 
the  Kirby  family  control,  of  course, 
and  it  reduced  Alleghany's  capitaliza- 
tion by  16%,  thereby  increasing  per- 
share  earnings  and  book  value. 

Next  year,  what  with  Alleghany's 
strong  financial  position,  Kirby  could 
buy  in  more  stock,  raise  dividends  or 
even  buy  a  medium-size  financial  ser- 
vices company  to  round  out  IDS.  But 
he  might  have  something  more  dra- 
matic in  mind.  It's  conceivable  that 
Kirby  might  someday  take  Alleghany 
Corp.  private.  Or,  he  could  find  a 
ready  buyer  in  an  era  in  which  mon- 
eybags like  American  Express  and 
Sears,  Roebuck  are  paying  premiums 
to  get  into  the  investment  business. 

Alleghany  doesn't  have  a  traditional 
press  spokesman.  Instead,  Kirby  com- 
municates through  the  corporation's 
legal  counsel,  who  even  provided  a 
transcript  of  a  telephone  conversation 
with  Forbes  to  guarantee  accuracy. 

"While  future  Alleghany  share  re- 
purchases or  sale  of  IDS  cannot  be 
absolutely  ruled  out,"  the  corporate 
counsel  explains,  "such  possibilities 
are  in  the  realm  of  purest  speculation, 
and  if  Forbes  writes  an  article  lending 
credence  to  these  speculations,  |it) 
runs  a  serious  risk  of  winding  up  badly 
off  base." 

Off  base  or  not,  if  there  was  a  seri- 
ous offer  of  $65  to  $70  a  share  for 
Alleghany,  Fred  Kirby  would  have  to 
consider  it.  What's  more,  outsiders 
suspect  other  members  of  the  Kirby 
family  are  getting  restless.  Though 
the  Kirby  clan  collects  more  than  $3.5 
million  a  year  in  dividends,  the  mon- 
ey doesn't  always  bring  happiness. 
"Some  heirs  are  tired  of  eating  day-old 
bread  and  cat  food  while  Fred  Kirby 
has  been  maximizing  things  to  his 
own  advantage,"  says  one  Alleghany 
investor. 

Perhaps,  however,  what  has  been 
benefiting  Fred  Kirby  has  been  bene- 
fiting Alleghany's  9,000  other  share- 
holders as  well.  And  there's  a  good 
chance  that  those  who  wait  patiently 
will  be  amply  satisfied.  ■ 
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Middle  South 
Utilities  is  in  the 
right  place  at  the  right 
time.  The  Middle  South 
area — Arkansas,  Louisi- 
ana, Mississippi  and 
southeast  Missouri — 
is  recognized  for  its 
significant  economic 
potential. 

We're  prepared  for 
continued  growth;  in  fact. 


we've  helped  shape  it. 
The  area's  natural  and 
developed  resources, 
combined  with  our  ability 
to  produce  efficient  and 
reliable  electric  power, 
are  assets  which  make  the 
Middle  South  an  area 
whose  time  has  come. 

The  Port  of  New 
Orleans  is  one  of  the 
major  resources  helping 


our  region  achieve 
results.  Since  1979, 
when  it  handled  more 
than  167  million  tons 
of  waterborne  cargo,  the 
port  has  ranked  number 
one  in  the  nation.  By 
providing  global  access, 
the  Port  of  New  Orleans 
serves  to  continually 
increase  the  potential 
and  resources  of  our 


region  through  world 
trade. 

With  such  resources, 
and  with  so  much  potential 
still  to  be  developed  in  our 
service  area,  Middle 
South  Utilities  and  its 
nearly  200,000  investor- 
owners  are  looking  to  the 
future  with  great 
anticipation. 


MIDDLE  SOUTH 


James  M.  Cain,  President  and  Chief  Executive  Officer,  New  Orleans  Public  Sen'ice  Inc., 
at  the  Port  of  New  Orleans,  the  nation's  number  one  port. 

THE  AREA  WHOSE 
TIME  HAS  COME. 


UiVH  MIDDLE  SOUTH  UTILITIES 


Arkansas  Power  &  Light  Company 


Louisiana  Power  &  Light  Company 


Mississippi  Power  &  Light  Company 


New  Orleans  Public  Service  Inc. 


Blue  jeans  made  millions  for  Levi  Strauss 
and  Blue  Bell,  but  they  nearly  put  Salant 
Corp.  in  the  poorhouse. 


Less  denim, 
more  crepe 


By  Jayne  A.  Pearl 


Salant  Corp.  could  have  be- 
come a  household  word.  Twen- 
ty years  ago  its  biggest  division, 
Salant  &  Salant,  maker  of  blue  jeans, 
was  neck  and  neck  with  Levi  Strauss 
and  Blue  Bell.  Not  so  in  1981.  This 
year  the  New  York-based  firm  will 
post  losses  of  $8.5  million  on  sales  of 
$225  million,  and  its  earnings  collapse 
stems  from  a  massive  third-quarter 
writeoff  in  the  jeans  business. 

What  happened?  Salant  sold  mostly 
low-margin,  private  label  goods  to  the 
likes  of  Sears,  Roebuck  and  K  mart, 
and  its  two  name  brands — Mr.  Leggs 
and  Funny  Girl — never  really  caught 
on.  "They  were  barely  profitable  when 
the  leans  business  was  booming,"  says 
Donald  Hamilton  of  Furman  Selz, 
"and  when  Levi  Strauss  began  dis- 
counting, Salant  had  to  cut  prices 
below  breakeven.  Then  came  the 
surge  in  interest  costs,  and  customers 
were  demanding  that  suppliers  carry 


more  inventory  for  longer  periods." 

But  that's  only  part  of  the  problem. 
The  rest  has  to  do  with  conflicts  on 
the  board,  former  president  George 
Herman  in  particular,  a  32-year  Salant 
veteran,  who  started  with  the  com- 
pany cutting  swatches  and  delivering 
samples  to  customers.  He  kept  the 
company's  moneylosing  jeans  plants 
going  far  too  long.  With  the  division's 
$6.5  million  loss  last  year,  the  com- 
pany earned  a  meager  $640,000,  while 
continuing  operations  generated  more 
than  $7  million  in  earnings.  The  divi- 
sion's cumulative  losses  from  1977  to 
1980  come  to  $4  a  share.  That's 
roughly  half  of  reported  earnings  dur- 
ing the  period. 

Push  came  to  shove  at  Salant  in 
July,  when  directors  voted  to  ease  out 
of  the  jeans  business.  "It  took  a  tre- 
mendous amount  of  research  and 
soul-searching,"  says  analyst  Jay 
Meltzer  of  Goldman,  Sachs.  "Even  at 
the  end  there  was  uncertainty  about 
going  out  of  their  original  business,  as 


Salant  Corp.  's  Car/  Forcheskie 

Mending  the  business  with  research  and  soul-searching. 


there  would  be  in  any  company.  The 
amazing  thing  is  that  they  did  it."  As 
a  result  of  the  board's  decision,  Her- 
man quit  in  Inly,  and  Carl  Forcheskie, 
executive  vice  president  for  12  years, 
became  chief  executive. 

His  immediate  challenge  was  co- 
ordinating the  liquidation,  which  in- 
volved 2,000  employees  and  seven 
plants  in  Tennessee.  Early  on,  For- 
cheskie worried  about  morale  prob- 
lems and  how  Salant  could  manage 
both  to  liquidate  and  to  fill  heavy 
back-to-school  orders.  He  wangled 
that  with  a  combination  of  separation 
and  stay-on  bonuses  for  employees 
and  a  clever  management  incentive:  If 
Salant's  liquidation  team  can  keep 
their  writeoff  below  $23  million  pre- 
tax, they  will  collect  a  percentage  of 
the  savings. 

Forcheskie,  meanwhile,  must  con- 
tend with  Salant's  lenders,  a  group  of 
insurers  to  whom  the  company  will 
owe  $30  million  after  a  $3  million 
December  payment.  The  liquidation 
will  produce  an  estimated  $25  million 
in  cash,  and  those  hard-pressed  lend- 
ers are  eager  to  get  their  hands  on 
some  of  the  money.  "I  obviously  want 
to  hold  on  to  as  much  as  I  can,"  says 
Forcheskie,  pointing  out  that  he  en- 
joys a  10'/8%  interest  rate.  "But  I  rec- 
ognize the  problem." 

While  those  polite  negotiations  go 
on,  Salant's  remaining  businesses  are 
performing  surprisingly  well.  The 
company  should  have  revenues  next 
year  of  about  $255  million,  with  sales 
coming  largely  from  branded  and  pri- 
vate label  slacks,  outerwear  and  chil- 
dren's sleepers.  "We're  changing  this 
to  a  market-conscious  company  rath- 
er than  trying  to  find  some  place  to 
merchandise  our  production  capac- 
ity," says  Forcheskie.  Jack  Neff,  who 
was  hired  away  from  Levi  Strauss  last 
year  as  president  of  Salant  Salant  in 
a  last-ditch  effort  to  salvage  that  divi- 
sion, has  stayed  on  to  take  Forches- 
kie's  old  job  as  executive  vice  presi- 
dent. He  is  combining  his  marketing 
background  with  Forcheskie's  finan- 
cial experience  to  find  the  greatest 
degree  of  growth  the  company  can 
comfortably  sponsor  and  choose  prod- 
ucts Forcheskie  feels  "will  give  us  the 
biggest  bang  for  the  buck  within  our 
investment  possibilities." 

How  does  Wall  Street  evaluate  this? 
Salant's  shares,  which  have  bobbed 
between  $3  and  $9  since  1975,  spurt- 
ed to  a  high  of  $1 1  in  the  wake  of  the 
writeoff.  Optimistic  estimates  by  an- 
alysts of  perhaps  $3.75  to  $4  in  per- 
share  earnings  next  year  explain  that 
move — yet  not  everyone  is  a  believer. 
Liquidating  is,  after  all,  but  a  first 
stitch  in  Salant's  fabric  of  success.  ■ 
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Rockwell  International  know-how: 
Heavy-duty  truck  axles  tough  enougi 
for  up  to 1,000,000  miles  of  service. 


iv  Heavy-duty  trucking  is  tough  on  axles.  axles.  We're  a  leading  supplier  of  brakes,  U-Joints 

That's  why  engineers  at  Rockwell's  Automotive  and  other  components  for  trucks,  trailers,  buses, 

Operations  applied  advanced  technology  to  design  off-highway  equipment,  vans  and  passenger  cars, 
an  axle  to  take  a  pounding  and  keep  performing  at  Automotive  is  one  of  the  vital  businesses  at 

top  efficiency  for  as  many  as  a  million  miles.  Rockwell  International,  a  $7  billion  worldwide, 

It's  because  of  this  kind  of  technology  lead-  multi-industry  company.  We're  at  the  leading  edge  ' 

ership  that  one-half  of  all  the  highway  tandem  trac-  of  technology  in  our  other  principal  businesses  as 

tors  in  North  America  are  equipped  with  Rockwell  well:  Aerospace,  Electronics  and  General  Industrie 


We  provide  advanced  navigation 
systems  for  virtually  all  U.  S. 
Navy  submarines.  ; 


As  a  world  leader  in  industrial  valve 
technology,  our  Flow  Control 
Division  has  supplied  Hypresphere " 
ball  valves  for  this  continent's 
longest  gas  transmission  pipeline. 


Deployment  of  100  Rockwell-built 
advanced  B-l  bombers  has  been  • 
announced  by  President  Reagan  in  a 
move  "to  revitalize  United  States 
s  tra  tegic  forces." 


Furthermore,  to  manage  these  technologies, 
ve've  developed  systems  that  are  as  advanced  as  the 
echnologies  themselves. 

We've  put  the  right  engineering  and  man- 
ifacturing  teams  together  with  the  right  manage- 
nent  to  meet  many  of  the  world's  unprecedented 
ihallenges. 


1 


• 


If  you  are  interested  in  any  of  the  products  of 
Rockwell  International  or  want  to  learn  more  about 
us,  write:  Rockwell  International,  Department  815R-2, 
600  Grant  Street,  Pittsburgh,  PA  15219. 


Rockwell  International 

...where  science  gets  down  to  business 

Automotive  /Aerospace 
Electronics  /General  Industries 


De  Been 


i 


This  anniversary, 
show  your  wife  she's  still  your  lover 


liable  for  about 
jeweler  can  show  you  a 
ersary  Rings  starting  at  about  5400. 


OND  ANNIVERSARY  RIN 

amonds  that  says  you  'd  marry  her  all  over  again. 


A  man  who  knows  the  Federal  Reserve 
chairman  well  warns  against  expecting  a 
really  drastic  drop  in  interest  rates. 


Will  Volcker 
hang  tough? 


By  David  P.  Eastburn 

W'ell,  will  he?  I  can't  count 
the  times  I  have  been  asked 
this  question  since  I  left  the 
Federal  Reserve  last  February.  Usually 
the  question  is  put  m  a  somewhat 
plaintive  tone  much  like  the  legend- 
ary query  put  to  Shoeless  Joe  Jackson, 
with  hope  for  the  best  but  expecta- 
tions of  the  worst. 

Participants  in  money  and  credit 
markets  earnestly  hope  the  answer  is 
yes,  but  they  are  behaving  as  though  it 
might  be  no.  The  Fed's  record,  they 
believe,  doesn't  bolster  confidence 
that  it  will  maintain  monetary  re- 
straint in  the  face  of  a  weak  economy. 
And  with  Secretary  of  the  Treasury 
Donald  Regan  having  said  publicly 
that  the  Fed  is  being  too  tight,  there  is 
suspicion  that  the  President  himself, 
despite  rhetoric  about  the  Fed's  inde- 
pendence, may  be  putting  pressure  be- 
hind the  scenes  on  Chairman  Volcker 
to  relax  monetary  restraint.  Putting 
aside  the  incongruity  of  anyone  bully- 
ing the  6-foot-7  Paul  Volcker,  it  is 
clear  there  is  considerable  cynicism  in 
the  market  about  the  Fed's  neutrality 
in  the  face  of  political  pressure.  Not 
only  is  it  believed  the  Fed  (like  the 
Supreme  Court)  "reads  the  election 
returns,"  but  in  at  least  two  instances, 
1972  and  1980,  the  Fed  is  thought  to 
have  helped  rig  the  economy  to  influ- 
ence election  outcomes. 

A  fair  question  then  is:  Was  the 
early  November  bond  market  rally  a 
sign  that  Volcker  had  abandoned  in- 
flation-fighting as  his  chief  objective? 

As  one  with  the  Federal  Reserve 
bred  into  his  bones  and  as  a  Volcker 
fan  (in  my  book  he  has  all  the  equip- 
ment— education,  intellect,  integrity 
and  guts — necessary  to  be  a  great  cen- 
tral banker),  I  say,  "Of  course,  he'll 
hang  tough."  But  having  said  that  I 
know  the  answer  is  much  too  simplis- 
tic because  the  question  is  too  sim- 
plistic. A  more  considered  reply 
would  go  to  five  further  questions: 

1)  Is  it  Volcker  who  will  be  making 
the  decisions? 

2)  What  does  "hang  tough"  mean? 

3)  Will  the  Fed  ease  up  under  politi- 
cal pressure? 

4)  Will  the  Fed  accommodate  the 
huge  volume  of  Treasury  financing 
now  projected? 

5)  Can  the  Fed  move  vigorously  in 
view  of  the  precarious  position  of  the 
thrift  industry? 

After  considering  each  of  these 
questions  my  answer  is  still  yes,  but  a 
more  qualified  one.  To  elaborate: 


Fed  Chairman  Paul  Volcker 

Look  at  fundamentals,  not  politics. 
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The  problem 
with  cheap  labor  is 
it  isn't  cheap. 


At  one  time,  "hire  and  fire"  was  an 
accepted  way  of  life. 

Not  any  more.  Government  leg- 
islation and  the  social  programs 
demanded  by  labor  and  activist 
groups  have  made  low-cost  sea- 
sonal and  temporary  help  a  thing  of 
the  past. 

One  alternative  is  to  simply  pay 
the  price  of  temporary  help  and 
pass  the  cost  along  to  the  con- 
sumer. 

Another  alternative  is  to  install  a 

Bodine  assembly  machine. 
When  you  look  into  it,  you'll  see 
i  s  really  no  comparison.  A  Bo- 
?  machine  can  increase  pro- 


ductivity by  increasing  the  speed 
and  efficiency  of  your  small  parts 
assembly.  In  fact,  a  Bodine  ma- 
chine may  be  able  to  save  you  up  to 
95$  of  every  dollar  you  spend  on 
small  parts  assembly-and  give 
you  100%  inspection  of  all  parts  and 
position,  at  the  same  time. 

The  figures  are  dramatic.  But 
we've  got  the  facts  to  back  them 
up.  See  for  yourself.  Call  or  write 
our  Vice  President,  Frank  Riley  at 
The  Bodine  Corporation,  317 
Mountain  Grove  St.,  Bridgeport, 
CT  06605. 
(203)  334-3107 


Bodine 


Who  will  make  the  decisions? 

Paul  Volcker,  as  chairman  of  the 
Federal  Reserve  Board  and  the  Federal 
Open  Market  Committee  (FOMC), 
has  more  to  say  about  monetary  poli- 
cy than  anyone  else.  Yet  the  FOMC,  a 
hody  of  12,  is  ultimately  responsible. 
Because  the  seven  presidents  of  Re- 
serve Banks  not  currently  serving  as 
members  of  the  FOMC  also  partici- 
pate in  meetings,  the  chairman's  job 
is  to  lead  and  persuade  18  people  with 
minds  of  their  own.  Volcker  does  this 
well  and  usually  gets  what  he  wants. 
Moreover,  all  members  of  the  FOMC 
are  as  deeply  committed  to  bringing 
inflation  down  as  he  is. 

The  degree  of  emphasis  varies 
among  them,  ranging  from  Henry 
Wallich  at  the  hawkish  extreme  to 


"Monetarist  leanings  on  the 
FOMC  vary,  but  most  mem- 
bers share  the  view  that, 
while  money  matters,  most 
monetarists  don't  under- 
stand the  real  world." 


Nancy  Teeters  at  the  dovish  extreme. 
So  Volcker  often  is  obliged  to  compro- 
mise on  particulars.  More  important, 
with  such  a  large  body  making  deci- 
sions, change  comes  slowly  and 
gradually.  The  FOMC  tends  to  wait 
for  clear  signals  from  the  economy 
before  moving.  Such  behavior  usually 
makes  policy  too  easy  when  the  econ- 
omy is  on  the  way  up  and  too  tight  for 
a  while  when  it  turns  down.  The 
point  is  this:  Because  decisions  are 
made  by  a  large  group,  the  FOMC  will 
be  slow  to  ease  as  the  economy  weak- 
ens. Given  their  concern  about  infla- 
tion and  an  acute  sense  of  their  own 
credibility,  FOMC  members  will  be 
particularly  slow  to  ease  this  time.  All 
of  which  will  help  Chairman  Volcker 
hang  tough. 

What  does  "hang  tough"  mean? 

The  issue  of  the  money  supply  ver- 
sus interest  rates  is  a  tired  one,  yet  it 
is  still  very  real  and  central  to  what 
the  Fed  is  likely  to  do.  There  is  no 
question  the  FOMC  is  much  more 
monetarist  than  it  ever  was.  It  sets 
targets  for  money  growth  and  gears 
policy  action  to  hitting  them.  Yet 
there  is  only  one  out-and-out  mone- 
tarist among  the  policymakers — 
Larry  Roos,  president  of  the  St.  Louis 
Federal  Reserve  Bank.  Monetarist 
leanings  of  others  on  the  FOMC  vary, 
but  most  members  share  the  view 
that,  while  money  matters  very 
much,  most  monetarists  don't  under- 
stand the  real  world. 

As  less-than-dedicated  monetarists, 
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Gould  focuses 
its  electronics  growth 
in  six  rapidly  expanding 
market  segments. 


Electronics  growth 
continues  to  accelerate. 

Over  the  last  five  years,  net 
sales  of  Gould's  electronic 
products  have  grown  from 
$230  million  to  almost  $700 
million.  That's  a  compound 
annual  growth  rate  of  32  per- 
cent. Pretax  earnings  have 
tripled,  and  the  recent  divesti- 
ture of  our  industrial  group 
means  that  almost  70  percent 
of  pretax  earnings  now  come 
from  electronics. 

This  growth  will  be  further 
stimulated  through  expanded 
research  and  development 


32-bit  super  minicomputer: 

Newer,  more  advanced  applications  offer 
new  opportunities  for  Gould. 

Factory  automation: 

Sophisticated  minicomputers  and 
programmable  controllers  for  the  revitali- 
zation  of  American  industry. 

Test  and  measurement: 

Precision  instruments  to  process  and 
record  test  data  with  great  speed  and 
accuracy. 

Medical  instrumentation: 

For  patient  monitoring,  cardiovascular 
and  cardiopulmonary  applications. 

Defense  systems: 

Heavyweight  torpedoes  and  towed  array 
sonar  systems  for  undersea  defense. 

Electronic  materials, 
components,  products: 

Copper  foil  for  PC  boards,  switching 
power  supplies,  AC  power  conditioning 
equipment  for  computers. 


efforts  and  by  small  selective 
acquisitions  to  increase  our 
product  offerings  within  the 
targeted  market  segments. 

With  this  new  corporate 
strategy,  our  proven  techno- 
logical capabilities  give  us  the 
strongest  competitive  advan- 
tages. This  positions  Gould  for 
market  growth  that  will  provide 
above  average  returns  for  our 
shareholders.To  learn  more  about 
our  strategy  write:  Gould  Inc., 
Department  J-4, 10  Gould  ^ 
Center,  Rolling  Meadows,        HM^i    G  O  U 1  D 


Illinois  60008. 


Electronics  &  Electrical  Products 


most  members  of 
the  FOMC  inter- 
pret hanging  tough 
as  a  matter  of  both 
money  growth  and 
interest.  It  will  be 
important  for  market 
uirticipants  to  remem- 
:r  this  in  coming 
months  as  they  watch 
he  FOMC  address  the 
problem  of  a  weak- 
ening economy. 
Growth  of  money 
will  tend  to  slacken 
response  to  the  econom- 
ic slowdown,  and  interest 
rates  will  decline.  But  in  the  Fed's 
view  interest  rates  have  a  significance 
of  their  own.  So  the  FOMC  could  well 
try  to  prevent  rates  from  declining  too 
rapidly  in  fear  of  seeming  to  repeat 
earlier  mistakes  of  juicing  up  the 
economy  too  much  and  too  soon. 
Money  growth  might  then  become 
still  slower. 

This  scenario  presents  possibilities 
of  dissatisfaction  for  everybody. 
Those  who  look  to  interest  rates  as  a 
sign  of  hanging  tough  could  be  disap- 
pointed by  declining  interest  rates. 
Monetarists  who  look  to  money 
growth  could  be  distressed  by  an  un- 
duly sluggish  behavior  of  money. 

The  FOMC  will  try  to  tread  the 
fine  line  between  keeping  money 
from  growing  too  slowly  and  letting 
interest  rates  decline  too  rapidly.  It 
will  still  be  hanging  tough  by  its 
own  lights,  but  the  market  could 
perceive  it  as  having  gone  soft  on 
inflation. 

In  a  broader  sense,  the  question 
about  hanging  tough  requires  going 
back  to  the  Fed's  fundamental  man- 
date. Members  of  the  FOMC  are  most 
conscious  of  their  responsibility  to  do 
what  they  can  to  stop  inflation.  But 
they  also  adhere  firmly  to  the  long- 
time principle  that  no  one  objective 
should  dominate  monetary  policy 
come  hell  or  high  water;  no  simple 
rule  can  tell  where  they  should  go; 
policy  setting  is,  above  all  else,  a  mat- 
ter of  judgment. 

W'hat  this  mind-set  suggests  for 
coming  months  is  that  the 
FOMC  will  act  on  what  it  believes  to 
be  its  primary  mandate:  Bring  down 
inflation.  It  believes  this  is  what  the 
economy  most  needs  and  what  the 
American  people  most  want.  But 
hanging  tough  to  accomplish  this  end 
will  be  tempered  by  judgment.  If  un- 
employment goes  sky-high,  if  the  dol- 
lar behaves  in  undesirable  ways  in  for- 
eign exchange  markets,  if  the  finan- 
cial system  becomes  chaotic,  the 
FOMC  will  not  hang  tough  regardless. 


Almost  seven  decades  ago  the  Fed 
was  given  a  certain  degree  of  indepen- 
dence so  that  it  could  exercise  precise- 
ly this  kind  of  judgment  without  in- 
terference from  partisan  political 
forces.  It  deserves  that  independence 
only  as  it  makes  good  )udgments. 
Hanging  tough  will  call  for  the  best 
the  FOMC  can  bring  to  bear. 

How  about  politics? 

This  is  a  hard  question  for  any  Fed- 
eral Reserve  person  to  deal  with  dis- 
passionately. Political  neutrality  to 
them  is  a  point  of  honor.  They  are 
affronted  by  sly  remarks  that  they 
would  think  of  trying  to  assure  any- 
one's election.  Tbis  is  why  Arthur 
Burns  and  others  were  so  resentful  of 
the  Fortune  article  in  July  1974  alleg- 
ing that  Burns  persuaded  the  FOMC 
to  keep  money  easy  m  1972  because 
of  political  pressure. 

In  the  late  summer  and  early  fall  of 
1980,  and  after  the  FOMC  had 
changed  its  operating  procedures  to 
get  a  firmer  hold  on  money  growth, 
the  money  supply  skyrocketed.  Many 
people  in  the  market  were  suspicious. 
Was  the  Fed  doing  this  to  help  the 
Carter  candidacy?  Adding  to  the  con- 
fusion was  a  surge  in  government 
spending  in  the  summer  and  a  cam- 
paign attack  on  the  Fed  by  President 
Carter,  who  complained  that  the 
Fed's  "ill-advised"  and  "strictly  mon- 
etarist approach"  to  policy  had  driven 
interest  rates  "too  high."  William 
Miller,  former  chairman  of  the  Federal 
Reserve  Board  and  by  then  Carter's 
Secretary  of  the  Treasury,  added  fuel 
to  the  fire  by  urging  that  the  Fed  not 
react  "mechanistically"  to  increases 
in  the  money  supply  but  "hesitate  for 
a  week  or  two"  before  tightening. 

Those  of  us  present  in  both  1972 
and  1980  can  assert  categorically  that 
the  FOMC  made  no  effort  to  ease  in 
contemplation  of  the  elections.  It  is 
true  that  the  Fed  is  aware  of  the  politi- 
cal mood  of  the  nation,  and  this  is  as 
it  should  be.  It  is  also  a  fact  that  at 
times  the  FOMC  has  gone  out  of  its 
way  to  maintain  a  low  profile  when 
politics  are  rampant.  But  my  sugges- 
tion to  market  participants  is  that 
they  look  to  the  fundamentals  and  not 
the  politics.  Otherwise  they  may  be 
greatly  surprised. 

Will  the  Fed  accommodate  upcoming 
Treasury  financing? 

Everybody  agrees  there  will  be  a 
huge  need  for  funds  by  the  Treasury  in 
coming  months.  The  only  question  is 
how  huge.  Not  so  many  years  ago  this 
situation  would  have  presented  •  the 
Fed  with  a  major  problem.  Those  days 
the  Treasury  announced  terms  of  its 
offerings  in  advance,  and  the  Fed 
maintained  conditions  of  "even  keel" 


while  the  Treasury  was  in  the  market. 
This  practice  effectively  foreclosed 
policy  action  for  considerable  periods 
and  in  a  few  rare  instances  required 
the  Fed  to  step  in  to  assure  the  success 
of  an  offering. 

Tlhis  is  no  longer  a  problem.  The 
Treasury  now  competes  for  funds 
with  everybody  else.  It  may  crowd  out 
other  borrowers  in  the  process,  but  it 
pays  the  going  rate.  So  the  large  Trea- 
sury borrowing  is  only  part  of  a  bigger 
picture,  the  supply  and  demand  for 
funds  in  the  marketplace.  Given  the 
expected  large  Treasury  financing,  a 
policy  of  hanging  tough  could  mean 
higher  costs  to  the  Treasury  and  less 
funds  for  others,  but  it  is  not  jeopar- 
dized by  the  Treasury's  situation. 

Will  the  condition  of  thrift  institutions 
get  in  the  way? 

Market  participants  should  remem- 
ber that  a  purpose  of  the  Federal  Re- 
serve that  predates  even  its  function 
of  stabilizing  the  economy  is  its  re- 
sponsibility to  safeguard  the  liquidity 
of  the  financial  system.  The  Fed  has 
always  regarded  its  role  of  lender  of 
last  resort  as  a  basic  one  and,  as  in  the 
case  of  the  Penn  Central  crisis  several 
years  ago,  has  at  times  stepped  into 
the  market  with  decisive  vigor.  It  is 
no  secret  that  some  thrifts  are  in  deep 
trouble,  and  more  will  be  in  trouble  if 
interest  rates  stay  high.  The  Fed  has 
begun  making  loans  to  some  of  them 
and  could  be  lending  in  considerably 
larger  volume  if  the  situation  becomes 
worse.  Most  times  in  the  past,  howev- 
er, the  Fed  has  been  able  to  offset 
most  of  the  effects  of  its  rescue  oper- 
ations, and  it  probably  can  again. 
Also,  the  Fed  undoubtedly  will  contin- 
ue to  push  for  other  more  fundamen- 
tal solutions  to  the  problem,  such  as 
mergers  of  troubled  institutions.  It 
seems  unlikely  that  a  policy  of  hang- 
ing tough  will  be  impeded  by  current 
and  prospective  liquidity  problems. 

In  short,  a  more  considered  re- 
sponse to  the  question  in  the  title  is 
still  yes.  The  Fed  will  continue  to  con- 
sider reducing  inflation  its  primary 
mission.  The  Federal  Open  Market 
Committee  believes  its  credibility  is 
at  stake  and  will  not  flood  the  market 
with  money  as  the  economy  weak- 
ens. Interest  rates  will  come  down, 
but  not  as  fast  as  in  the  last  recession. 
Money  growth  will  be  all  the  more 
sluggish  as  a  result.  There  could  be  a 
good  deal  of  unhappmess  all  around, 
but  that's  what  hanging  tough  is  all 
about.  ■ 

Dai  id  P.  Eastburn  retired  earlier  this  year  as 
president  of  the  Federal  Reserve  Bank  of  Phila- 
delphia: before  that  he  was  senior  vice  presi- 
dent in  charge  of  research.  For  comment  on 
this  article,  see  Sidelines  on  page  6 
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What  the  rich  give  the  wealthy. 


Royal  Salute  by  Chivas.  21  year  old  Scotch  whisky 

Presented  in  blue, green,or  brown  Spode  china  decanter,  with  matching  velvet  opera  sack. 

21-YEAR  OLD  BLENDED  SCOTCH  WHISKY  .  80  PROOF  .  CENERAL  WINE  &  SPIRITS  CO..  NEW  YORK.  N  Y 


a  day.  plus  silver,  gold  and  molybdenum  as  by-products. 

This  is  where  much  of  the  copper  wire 

that  helps  run  America 
I  gets  its  start. 


These  days,  anything  that  saves  energy  is  welcomed. 
A  case  in  point:  bondable  copper  magnet  wire  used  in  the 
windings  of  electrical  motors  and  coils. 

Our  Phelps  Dodge  Magnet  Wire  Company  introduced 
bondable  wire  for  TV  yokes  over  30  years  ago,  and  has 
been  developing  improved  versions  ever  since.  Today  our 
bondables  are  helping  motor  manufacturers  automate 
production. ..and  in  many  cases  allowing  them  to  do  away 
with  the  traditional  tying,  varnishing,  baking  and  cleaning 
processes  that  consume  energy. 

Is  there  something  we  can  do  for  you?  Chances 


are  there  is.  Each  year,  our  U.S.  mining  operations 
produce  on  an  average  about  600  million  pounds  of 
copper— about  20%  of  all  U.S.  production.  And  our  U.S. 
manufacturing  divisions  transform  about  a  billion  pounds 
of  it  into  a  wide  range  of  products— from  telephone 
cable  to  bronze  fittings  and  valves,  from  solar  absorber 
plates  to  copper  rod. 

If  you  depend  on  copper,  you  can  depend  on  us. 

Phelps  Dodge 

jpihsslps 
dadats 


New  York,  New  York  10022 


The  copper  people  from  Phelps  Dodge. 


Profiles 


Brent  Beesley  grew  up  raising  chickens  in 
Bountiful,  Utah.  Now  he  closes  S&Ls. 


Fizzlick's 
risk-taker 


By  Allan  Sloan 
with  Barbara  Rudolph 

Your  typical  high-level  gov- 
ernment exeeutive  gets  his  job 
by  keeping  his  head  down  and 
his  mouth  shut — and  taking  no 
chances.  But  H.  (for  Horace)  Brent 
Beesley  is  a  bureaucrat  of  a  different 
stripe. 

Beesley,  director  of  the  Federal  Sav- 
ings &  Loan  Insurance  Corp.  (FSLIC) 
and  overseer  of  its  $6.8  billion  (book 
value)  deposit  insurance  fund,  has 
spent  most  of  his  life  painting  himself 
into  corners  and  finding  unique  ways 
to  get  out  of  them. 

For  instance,  there's  the  time  he 
had  to  take  27  credits  in  his  final 
term — double  the  normal  load — to  get 
a  degree  from  Brigham  Young  Univer- 
sity. Or  the  times  he  took  his  law 
partners  mountain  climbing  without 
being  sure  how  to  get  back  down  the 
mountain.  Or  the  times  he  bought 
speculative  real  estate,  figuring  he 
would  find  a  way  to  handle  the  pay- 
ments. "People  who  know  me  say  I 
create  chaos  just  to  see  how  I'll  get  out 
of  it,"  Beesley  explains. 

The  ability  to  cope  with  chaos 
comes  in  handy  for  Beesley  these 
days.  FSLIC,  informally  "Fizzlick,"  is 
working  to  put  stricken  savings  and 
loan  associations  out  of  their  misery 
without  making  significant  inroads 
into  its  insurance  fund.  But  Beesley, 
35,  a  self-made  real  estate  and  bank- 
ing millionaire,  seems  like  a  regulator 
bent  on  drawing  hostile  fire. 

In  an  industry  that  abounds  in  eu- 
phemism, he  is  quick  to  call  a  failing 
institution  a  failing  institution. 
What's  more,  instead  of  discreetly  ap- 
proaching a  select  group  of  purchasers 


for  troubled  SikLs,  Beesley  holds  mass 
meetings  of  potential  buyers,  includ- 
ing companies  not  now  in  the  S&L 
business.  He  has  whipped  up  some 
fancy  accounting  to  make  takeovers 
of  his  cripples  attractive,  and  he  deftly 
tucked  some  language  into  the  1981 
Economic  Recovery  Act  that  encour- 
aged National  Steel  to  acquire  two  big 
failing  S&Ls  (Forbes,  Oct.  26 ). 

The  National  Steel  deal  has  two 
Beesley  trademarks — secrecy  and 
hard  bargaining.  No  one  outside  Na- 
tional Steel  or  Fizzlick  knows  what 
the  complicated  agreement  really 
says,  and  neither  party  will  provide  a 
text  of  the  agreement.  Sooner  or  later, 
because  National  Steel  is  a  public 
company,  the  text  will  come  out.  But 
for  now,  Beesley  asks,  "Why  should  I 
let  people  know  about  my  deals?" 

Beesley  peddled  his  two  big  prob- 
lems— Washington  S&L  in  the  desir- 
able Miami  market  and  West  Side 
Federal  SikL  in  the  undesirable  New 
York  City  market — with  a  virtuoso 
performance,  industry  insiders  say. 
First,  Beesley  got  potential  bidders  ex- 
cited about  taking  over  Washington. 
Then,  he  told  them  that  Washington 
was  part  of  a  package:  Whoever  took 
it  over  had  to  take  over  West  Side  on 
the  same  terms. 

Much  of  the  National  negotiating 
took  place  during  a  train  ride 
from  Washington  to  New  York.  Na- 
tional was  so  eager  to  participate  that 
Tony  Frank,  head  of  its  S&.L  subsid- 
iary, flew  from  San  Francisco  to  share 
an  Amtrak  coach  with  Beesley. 

Fizzlick's  director  has  been  wheel- 
ing and  dealing  since  the  age  of  7, 
when  he  convinced  his  parents  to  let 
him  start  a  backyard  egg  farm  in 
Bountiful,  Utah.  Tbe  Beesleys'  neigh- 


bors were  not  fond  of  seeing — and 
smelling — Brent's  chickens,  and  were 
especially  outraged  by  the  early-morn- 
ing clamor  of  his  roosters.  Under  a 
parental  ultimatum  to  let  the  neigh- 
bors sleep  past  dawn,  Beesley  cleverly 
put  the  roosters  into  an  old  refrigera- 
tor box  at  night.  They  stayed  quiet 
until  he  let  them  out  at  the  civilized 
hour  of  9  a.m. 

The  youngest  child — and  only 
boy — in  a  five-child  family,  Beesley 
showed  his  haggling  talent  early.  His 
father,  a  building  contractor,  paid  him 
a  nickel  an  hour  to  straighten  bent 
nails.  Brent  wanted  a  raise.  "I  wrote 
him  a  proposal  and  said,  'If  I  don't 
hear  from  you  in  24  hours,  the  price 
doubles,'  "  he  recalls.  Beesley  won. 

By  high  school,  Beesley  was  suc- 
cessfully dealing  in  local  real  estate. 
In  1964,  however,  after  being  gradu- 
ated from  high  school,  he  left  his 
money  at  home  and  set  off  for  Alas- 
ka. "I'd  never  seen  poverty;  I'd  al- 
ways turned  on  the  hot  water  tap  and 
hot  water  came  out,"  Beesley  ex- 
plains. He  got  as  far  as  Montana, 
where  he  found  a  job  on  a  U.S.  Forest 
Service  survey  team.  But  instead  of 
having  to  cope  with  poverty,  Beesley 
had  a  salary  but  no  place  to  spend  it. 
He  returned  to  Bountiful  with  several 
months'  pay  in  his  pocket. 

Tlhen  came  Brigham  Young.  Still  27 
credits  away  from  a  degree,  Beesley 
applied  to  Harvard  law  and  business 
schools.  He  was  accepted — but  that 
meant  he  had  to  take  more  credits 
than  BYU  allowed.  To  get  by,  Beesley 
arranged  for  a  friend  to  distract  the 
monitor  who  had  to  approve  his 
schedule,  and  then  added  ten  credits 
to  his  card.  Not  nice,  but  effective. 

At  Harvard,  Beesley  faced  a  prob- 
lem familiar  to  students:  He  needed 
an  apartment  for  only  9  months,  but 
his  landlord  wanted  a  12-month  lease. 
"Brent  found  a  condo  complex  that 
wasn't  full  and  made  a  deal,"  recalls 
Jim  lardine,  one  of  Beesley's  three 
roommates.  "We  leased  the  apart- 
ment for  only  9  months,  (because]  we 
all  had  cash  from  student  loans,  and 
could  give  them  all  the  rent  at  the 
beginning.  That  was  the  deal." 

Back  in  Utah  after  graduation, 
Beesley  took  on  four  jobs  at  once: 
working  in  a  big  Salt  Lake  City  law 
firm,  running  his  own  ranch,  teaching 
at  the  University  of  Utah  and  specu- 
lating in  real  estate.  The  deal  that 
made  him  many  of  his  millions  in- 
volved 3,000  acres  between  Provo  and 
Salt  Lake  City.  Patiently,  Beesley 
worked  his  way  through  a  morass  of 
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title  problems  and  managed  to  borrow 
enough  money  to  buy  out  conflicting 
ownership  claims — at  a  discount,  nat- 
urally. Then  he  sold  the  property  for 
$1.5  million  in  cash  and  a  half-inter- 
est in  the  acquiring  company. 

He  invested  this  cash  in  a  few  Utah 
banks  and  waited  to  get  richer 
without  working.  "In  real  estate,  you 
have  to  do  deals  constantly,"  he  says. 
"In  law,  you  have  to  work  constantly. 
But  in  banking,  you  just  sit  back  and 
the  money  rolls  in — or  so  I  thought." 
Capital  problems  at  his  banks,  howev- 
er, were  worse  than  Beesley  had 
thought;  so  were  the  disputes  among 
stockholders.  He  finally  bought  every- 
one out  and  installed  new  manage- 
ment and  new  outside  directors — 
knowing  they  would  help  keep  his 
more  daring  impulses  in  check. 

Along  the  way,  a  Salt  Lake  City 
television  station  named  Beesley  one 
of  Utah's  ten  most  eligible  bachelors, 
and  he  became  a  substitute  judge  in 
his  hometown  of  Bountiful.  But  Bees- 
ley had  his  own  problem  with  the 
law — the  traffic  law,  to  be  exact. 
"Brent  got  so  many  tickets  he  was  in 
jeopardy  of  losing  his  license,"  jokes 
Andy  Shearer,  a  Salt  Lake  City  real 
estate  man. 

"I  will  stop  at  an  intersection  and 
look  both  ways  before  proceeding," 
explains  Beesley.  "But  sometimes  I 
don't  look  at  the  traffic  lights." 

Beesley's  unconventional  approach 
to  driving  doesn't  go  down  well  in 
Bountiful,  but  his  unconventional  ap- 
proach to  the  S&L  industry  is  a  big  hit 
with  his  boss,  Richard  Pratt,  head  of 
the  Federal  Home  Loan  Bank  Board. 
Pratt  asked  Beesley  to  take  over  Fizz- 
lick  because  he  needed  someone  who 
could  figure  out  ways  to  close  failing 
S&Ls  without  bankrupting  the  agen- 
cy's insurance  fund.  Despite  its  $6.8 
billion  stated  value — Beesley  proudly 
points  out  that's  $200  million  more 
than  a  year  ago — the  fund  is  worth 
only  $5  billion.  Like  many  S&Xs,  it 
has  an  inordinate  amount  of  money 
tied  up  in  long-term  investments. 

These  days  Beesley  walks  to  work 
from  his  Georgetown  condominium, 
so  there's  no  fear  of  traffic  tickets.  He 
married  Bonnie  Jean  Matheson  last 
December,  and  they  expect  their  first 
child  in  February. 

Despite  his  personal  conservatism, 
Beesley's  new  and  flashy  ways  of  deal- 
ing with  the  thrift  industry  might 
make  his  government  career  a  short- 
lived one.  His  frankness  and  sense  of 
humor — Beesley  once  joked  that  he 
would  publish  a  list  of  troubled  S&Ls 
in  the  Wall  Street  Journal,  but  some 
people  thought  he  was  serious — have 
generated  much  more  publicity  for 


him  than  some  Washington  power 
brokers  would  like. 

Richard  Pratt,  of  course,  is  quick  to 
defend  his  subordinate.  Pratt,  a  Salt 
Lake  City  economics  professor — and 
a  self-described  "cultural  Mormon," 
in  contrast  with  Beesley's  more 
orthodox  style — hired  Beesley  be- 
cause of  his  reputation  as  a  deal- 
maker.  "People  told  me  he  was  very 
bright  and  an  excellent  negotiator, 
with  perfect  training  in  terms  of  law 
and  finance,"  Pratt  explains.  "I  think 
that's  proven  to  be  an  unbeatable 
combination."  Then  Pratt  volunteers 
some  thoughts  about  Beesley's  high 


profile:  "Whoever  deals  with  these 
problems  is  going  to  become  quite 
visible." 

Still,  Pratt  talks  about  leaving  gov- 
ernment in  a  few  years,  and  it's  hard 
to  see  Beesley  sticking  around  much 
longer — if,  in  fact,  his  enemies  don't 
hound  him  out  first.  As  an  S&.L  out- 
sider, Beesley  is  ideally  suited  to 
working  out  problems;  he  refuses  to 
realize  they  can't  be  solved.  It  will  be  a 
shame  if  he's  done  in  by  people  who 
want  to  keep  doing  the  same  old 
thing,  even  if  it  doesn't  work.  But  in 
Washington,  sadly,  this  happens  all 
too  often.  ■ 


//.  Brent  Beesley  and  Bonnie  Jean  on  a  day  away  from  the  S&L  business 
Some  of  his  deals  are  a  little  on  the  wild  side,  too. 
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When  a  family  can  rise 
to  new  heights  year  after 
year  after  year,,. 

It  must  be  USLIFE. 


Most  companies  have  their  share  of  good  years  and 
lot-so-good  ones. 

But  not  USLIFE.  Because  every  year  since  we  were 
established  in  1966  has  been  a  landmark  of  sorts.  On  our 
vay  up. 

Now,  as  we  proudly  celebrate  our  15th  anniversary, 
ve  have  approximately  $45  billion  of  life  insurance  in  force. 
\nd  about  $3  billion  in  assets.  But  that's  just  part  of  the 
JSLIFE  success  story.  During  the  past  15  years,  USLIFE 
vent  on  to  earn  a  name  for  itself.  In  fact,  we  developed  a 
eputation  as  a  company  on  the  move.  An  innovator  worth 
vatching. 

Natch  our  results. 

USLIFE  has  become  a  leader  in  the  life  insurance 
business  for  some  very  good  reasons.  We've  developed 
nnovative  and  competitively  priced  products.  We've  proved 
he  value  of  long-term  planning.  And  our  marketing  strategy 
ets  us  sell  growing  amounts  of  life  insurance  to  our  best 
market — the  upper  income  one. 

Result:  In  1980,  our  annual  growth  in  sales  of  individ- 
jal  life  insurance  was  almost  three  times  the  industry  aver- 
age. And  this  growth  was  fueled  exclusively  by  increased 
>ales  of  permanent  life  insurance.  Yes,  we  said  permanent. 

Soaring  higher. 

For  the  past  15  years,  everything  has  been  heading 
jpwards  at  USLIFE.  Our  sales.  Revenues.  Income  from 
operations.  Dividends.  Market  share.  Reputation.  Plus  our 
optimism  about  the  future.  And  why  not? 

Our  management  team  keeps  proving  its  capabilities. 
Dur  sales  force  keeps  showing  its  strength.  And  our  product 
ine  keeps  displaying  its  appeal.  Good  enough  reasons  why 
JSLIFE  has  come  so  far  in  such  a  short  time. 

What  else  makes  USLIFE  soar  far  above  the  crowd 
^ear  after  year?  Ask  for  our  annual  report  and  latest  quar- 
erly  earnings  by  writing  to  Dept.  M,  USLIFE  Corporation, 
125  Maiden  Lane,  New  York,  NY  10038.  Or  call  212-709-6226. 


OUR  FAMILY  OF  COMPANIES. 

Life  Insurance 

The  United  States  Life 
Insurance  Company 

USLIFE  Life  Insurance 
Company  of  California 

USLIFE  Credit  Life  

Great  National  Life 


Old  Line  Life 


All  American  Life 


Lincoln  Liberty  Life 


Sooner  Life 


Security  of  America  Life 

Financial  Services 

USLIFE  Advisers,  Inc.  

USLIFE  Credit  Corporation 

USLIFE  Equity  Sales  

USLIFE  Realty  

USLIFE  Real  Estate  Services 

USLIFE  Systems  

USLIFE  Title  Insurance 
Company  of  Dallas 

USLIFE  Title  Insurance 
Company  of  New  York 

U3.IFE 

life  is  a  family  affair 

USLIFE  Corporation 

125  Maiden  Lane  New  York,  NY  10038 


Cable  television  has  a  dirty  little  secret. 
Why  pay  for  what  you  can  see  for  free? 


Video 
pirates 


By  Jonathan  Green  berg 

EVEN  THE  WELL-OFF  LIKE  getting 
something  for  nothing,  and 
well-to-do  dentist  Sam  Wil- 
liams is  no  exception.  Williams  in- 
stalled his  own  microwave  antenna 
on  top  of  his  St.  Louis  home  to  pick 


up  Showtime,  a  pay  television  service 
that  costs  subscribers  S19  a  month  in 
his  area,  free  of  charge.  Williams, 
whose  name  has  been  changed  to  pro- 
tect his  small  act  of  piracy,  made  his 
antenna  by  soldering  a  coffee  can 
filled  with  some  simple  circuitry  into 
a  sa wed-off  funnel. 


Sam's  rooftop,  however,  is  a  drop  in 
the  bucket.  Experts  estimate  that 
some  10%  of  the  26  million  U.S. 
homes  currently  receiving  cable  or 
pay  television  are  freeloading  (see 
box).  Pirates  hijack  signals  with 
homemade  antennas  that  can  be  ier- 
ry-built  with  everything  from  alumi- 
num snow  sleds  to  barbecue  grills. 
They  buy  bootlegged  converters  and 
bypass  in-home  decoder  boxes,  and 
they  climb  telephone  poles  to  knock 
out  security  "traps." 

Most  signal  thieves  are  probably 
otherwise  law-abiding  viewers  who 
don't  like  to  pay  up  to  $30  a  month  for 
their  home  entertainment.  Some  are 
also  electronics  buffs.  For  the  latter, 
getting  cable  television  for  free  is  as 
much  fun  as  picking  up  Timbuktu  on 
a  ham  radio.  In  January'  Radio  Electron- 
ics published  a  story  about  wiring  up  a 
cable  decoder,  and  its  newsstand  sales 
jumped  by  40%,  to  93,000. 

Like  most  crime,  cable  piracy  is 
more  widespread  in  urban  areas.  In- 
dustry- insiders  say  that  unauthorized 
taps  account  for  as  much  as  25%  of  all 
viewing  in  New  York  City  neighbor- 


Beating  the  system 


Video  addicts  willing  to  invest  S5,000  in  a  satellite- 
receiving  station  get  access  to  virtually  unlimited  pro- 
gramming. Low-budget  thievery  is  possible  too.  The 
simplest  piracy  technique  involves  buying  an  antenna 
in  areas  where  pay  television  is  distributed  through 
multipoint  distribution  systems.  Franchisees  in  these 
MDS  areas  install  antennas  in  subscribers'  homes, 
transmit  the  signal  and  collect  monthly  service  fees. 
Local  electronics  stores,  however,  often  sell  the  same 
antenna  for  $150  or  so — less  than  the  cost  of  an 
installation  and  six  months'  service. 

In  Phoenix,  for  example,  now-famous  Pirate  Elec- 
tronics sold  over  SI  million  worth  of  illegal  cable 
antennas  before  local  MDS  operators  forced  it  to  close. 
Now,  an  industry  executive  estimates  that  one  out  of 
six  viewers  there  owns  his  own  antenna.  But  that 
might  be  conservative.  "Half  the  homes  in  my  neigh- 
borhood are  getting  cable,  and  I'm 
the  only  fool  who's  paying  for  it," 
says  one  local  resident. 

Not  surprisingly,  MDS  systems 
aren't  attracting  large-scale  inves- 
tor attention.  Cable  franchise  op- 
erators, as  opposed  to  MDS  opera- 
tors, now  have  two  basic  ap- 
proaches to  security:  They  filter 
out  services  such  as  HBO  and 
Showtime  with  "traps,"  or  they 
scramble  signals,  providing  de- 
scrambler  boxes  for  a  monthly  fee. 

Trapping  is  the  more  popular 
control  method — but  not  always 
the  most-effective.  Franchise  oper- 
ators send  all  signals  over  the  same 
cable  and  then  place  4-inch  cylin- 
drical traps  on  telephone  poles  out- 


Microuaie  antenna 
Presto!  Free  HBO. 


side  subscribers'  homes  to  filter  out  premium  service. 
Such  so-called  negative  security  costs  roughly  S15  per 
household  per  trap  for  parts  and  labor.  Each  premium 
service  requires  its  own  trap,  and  systems  offering  three 
or  four  add-ons  typically  color-code  their  traps.  That 
means  utility  poles  can  look  like  Christmas  trees. 

For  subscribers  who  aren't  scared  of  heights,  it  can 
also  mean  a  free  gift  is  easy  to  reach.  lust  climb  the 
pole,  remove  the  trap  and  presto:  HBO  is  on  your 
screen,  but  not  on  your  bill.  System  managers  say  that 
aggravated  homeowners  who  have  had  trouble  remov- 
ing the  traps  have  attacked  them  with  drills,  hammers 
and  even  blowtorches.  In  some  areas  there  are  orga- 
nized thieves  to  do  the  pole-climbing.  The  pros  often 
provide  replacement  "dummy"  traps  that  fool  audit 
teams  who  do  spot  checks  for  piracy. 
Then  there  are  descramblers.  These  in-home  boxes, 
roughly  the  size  of  a  cigar  box,  are 
prevalent  in  urban  areas  where 
there  are  no  telephone  poles. 
Such  suppliers  as  Oak  Industries 
and  Scientific-Atlanta  provide 
this  equipment  at  a  cost  of  about 
S70  per  unit.  Even  with  tight  dis- 
tribution, however,  there  are 
leaks,  •  and  bootleg  black  boxes 
trade  for  as  much  as  SI 00.  Not  a 
bad  price,  considering  that  HBO 
now  costs  SI 5  a  month  in  some 
markets.  Cable  executives  report 
other  problems,  too:  Subscribers 
with  a  flair  for  electronics  can 
override  the  scrambling  by  fine- 
tuning  spare  television  sets  or  re- 
wiring basic  cable  units  to  get 
extra  sendee  for  free. 


on  sale  in  New  York 
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Removes 
those  unwanted 

.  lines 
in  seconds. 


When  you  use  an  IBM  Elec- 
onic  75  Typewriter,  you'll 
ever  be  embarrassed  by  un- 
[ghtly  typing  errors  again. 

At  the  touch  of  a  button,  you 
an  automatically  rid  yourself  of 
character,  a  word,  even  an  en- 
re  line — with  no  tell-tale  signs. 

But  that's  not  all. 

The  IBM  Electronic  75  Type- 
riter  also  offers  you  automatic 
idents,  centering,  underlining, 
nd  column  layout. 

You  also  get  a  memory  that 
an  store  up  to  7,500  charac- 
;rs.  (With  optional  memory: 


15,500  characters.) 

So  when  you  have  something 
to  retype,  the  typewriter  auto- 
matically types  it. 

What  do  all  these  features 
mean  to  you? 

They  mean  that  your  work 
can  look  perfect  in  a  matter  of 
seconds. 

And  when  your  work  looks 
perfect,  you  can  never  look  bad. 

To  order  call  IBM  Direct  at 
the  toll-free  numbers  below.  Or, 
for  a  free  demonstration  call 
your  local  IBM  Office  Products 
Division  Representative.  L 


Free  demonstration 

For  a  free  demonstration  of  the  IBM  Electronic 
75  Typewriter,  write  today  to:  IBM  Office 
Products  Division.  400  Parson  s  Pond  Drive/ 
Dept.  804  L.  Franklin  Lakes,  N.J.  07417. 


~1 


N  WIE 


Mill 


COMPANY 


STREET  ADDRESS. 


CITY. 


STATE. 


.ZIP. 


Bl  SINESS  PHONE 


1  0-1  2-7-81 


Office  Products  Division 


J 


Call  IBM  Direct  800-631-5582  Ext.  10.  In  New  Jersey  800-352-4960  Exf.  10. 
In  Hawaii/Alaska  800-526-2484  Ext.  10. 
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"This  thing  is  like  an  infor- 
mation war,  with  lots  of 
room  to  escalate.  How  can 
the  cable  industry  con- 
stantly keep  ahead  of  peo- 
ple's ability  to  steal,  espe- 
cially as  the  value  of  the 
services  increase?" 


hoods  where  building  superintendents 
"sell"  cable  hookups.  High  mobility 
brings  added  difficulties.  If  new  occu- 
pants move  into  a  home  with  a  live 
cable  tap  and  don't  notify  the  com- 
pany, they  can  often  receive  service 
without  charge.  Then  there's  s  the 
problem  of  cable  gear  left  in  vacant 
homes  or  apartments:  It  often  disap- 
pears quickly. 

Cable  operators  are  ambivalent 
about  small-time  living  room  larceny. 
"We  pursue  organized  thieves  aggres- 
sively, but  if  it's  just  an  individual 
customer  stealing,  we  slap  him  on  the 
wrist,"  says  Dave  MacDonald,  group 
director  for  cable  at  the  New  York 
Times  Co.,  which  runs  cable  services 
in  southern  New  Jersey  serving  80,000 
customers.  "What  we  really  want  is 
not  to  prosecute,  but  to  get  them  to 
pay  for  service,"  explains  John  Lock- 
ton,  president  of  Warner  Amex  Cable. 

However,  certain  abuses  have  the 
industry  worried.  In  some  areas,  pole- 
climbing  specialists  such  as  telephone 
repairmen  and  former  cable  system 
employees  travel  door-to-door  selling 
"lifetime  free  service,"  for  between 
$50  and  $150.  Such  offenders  can  be 
prosecuted  under  section  605  of  the 
Communications  Act,  which  prohib- 
its the  theft  of  a  cable  signal.  "It's 
kind  of  like  dope — they  want  to  get 
the  supplier,"  says  one  communica- 
tions attorney.  The  penalty  is  usually 
a  fine,  and  court  cases  are  being  filed 
at  the  rate  of  one  every  two  weeks.  In 
addition,  HBO  won  an  important  bat- 
tle last  month  against  a  manufacturer 
of  private  antennas  in  New  York,  a 
decision  that  could  have  broad  anti- 
theft  implications. 

Many  cable  executives  believe  that 


new  technology,  through  the  use  of 
two-way  addressable  converters,  will 
lessen  the  problem  of  piracy.  Such 
units,  similar  to  those  Warner  now 
uses  at  its  Qube  installation  in  Co- 
lumbus, allow  the  operator  periodical- 
ly to  monitor  system  use.  Instead  of 
sending  linemen  to  find  freeloaders,  a 
control  center  detects  them  directly. 

The  problem  is  that  such  address- 
able converters  don't  come  cheap. 
They  cost  roughly  twice  as  much  as 
the  $60  or  $70  that  conventional  de- 
scramblers  sell  for.  And,  like  every 
electronic  security  system  ever  in- 
vented, they  still  can  be  beaten  by  a 
smart  thief.  System  operators,  mean- 
while, are  slow  to  lay  out  money  for 
today's  antipiracy  systems.  "Every- 
one is  anxiously  waiting  for  better 
addressable  technology,"  says  Jim 
Cottingham,  vice  president  in  charge 
of  the  1.2  million  Time  Inc.  cable  sub- 
scribers. "This  thing  is  like  an  infor- 
mation war,  with  lots  of  room  to  esca- 
late," adds  Cliff  Roth,  a  writer  for 
Video  magazine.  "How  can  the  cable 
industry  constantly  keep  ahead  of 
people's  ability  to  steal  its  informa- 
tion, especially  as  the  value  of  the 
services  increases?" 

By  and  large,  cable  operators  prefer 
not  to  talk  about  the  problem.  Why 
publicize  the  possibilities?  In  an  indus- 
try growing  by  about  20%  a  year,  who 
cares  if  a  little  cash  slips  between  the 
cracks?  And  the  day  may  be  coming 
when  cable  carries  lots  of  advertising. 
When  that  day  comes,  even  the  non- 
paying  cableviewer  becomes  attractive 
to  advertisers  and  thus  a  source  of 
income.  Still,  the  future  is  full  of  un- 
knowns for  this  lusty  young  industry, 
and  piracy  is  one  of  those  unknowns.  ■ 


Cable  operator  Dave  MacDonald  with  neutralized  cable  "traps" 

Homeowners  attacked  the  devices  with  drills,  hammers  and  blowtorches. 
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Wall  Street  wants  a  bite  of  newly  merged 
Nabisco  Brands.  But  some  analysts  like  it 
for  the  wrong  reasons. 

Cookies, 
peanuts . . . 
and  Life  Savers? 


By  Pamela  Sherrid 


Curtiss  Candy  executives,  the 
folks  who  make  Baby  Ruths 
and  Butterfingers,  are  corpo- 
rate foot  soldiers  who  have  been  led 
into  an  ambush  by  the  home  office. 
As  a  Standard  Brands  division,  last 
spring  Curtiss  was  planning  to  move 
from  Chicago  to  Norwalk,  Conn. 
Then,  in  April  came  the  surprise 
merger  of  Standards  Brands  and  Na- 
bisco. At  the  outset  the  highly  publi- 
cized marching  orders  of  Stan- 
dard Brands  Chairman  F.  Ross 
Johnson  and  Nabisco  Chairman 
Robert  Schaeberle  were  to  keep 
the  two  food  giants  separate,  so 
Curtiss  managers  went  ahead 
and  made  the  move. 

In  July,  however,  newly  cre- 
ated Nabisco  Brands  surprised 
outsiders — and  many  employ- 
ees too — by  announcing  a  uni- 
fied restructuring  plan.  Result: 
Newly  purchased  Connecticut 
homes  were  particularly  incon- 
venient for  Curtiss  staff.  They 
were  slated  to  go  to  work  two 
hours  away  at  former  Nabisco 
headquarters  in  northern  New 
Jersey. 

But  they  may  never  get  to 
New  Jersey  because  of  yet  an- 
other change.  In  the  middle  of 
last  month  Nabisco  Brands 
agreed  to  purchase  Life  Savers 
Inc.  from  Squibb  for  $250  mil- 
lion. Life  Savers,  with  sales  of 
$342  million  last  year,  is  as  big 
as  the  combined  candy  busi- 
nesses of  Standard  Brands  and 
Nabisco — and  it's  based  on  57th 
Street  in  Manhattan.  "We  feel 
whipsawed,"  says  one  Curtiss 
manager,  already  disgruntled  by 
the  takeover  of  SB's  domestic 
packaged-foods   businesses  by 


Nabisco  management.  "We'll  believe 
where  we  are  ultimately  going  when 
we  get  there,  and  even  then  we'll  be 
looking  out  of  the  corner  of  our  eyes." 

Mergers  and  acquisitions,  of  course, 
always  bring  dislocation  and  anxiety. 
And  there  were  bound  to  be  some 
casualties  in  the  combination  that 
created  $6  billion-a-year  Nabisco 
Brands.  The  Life  Savers  purchase,  in 
fact,  was  a  natural  follow-up  to  a  mar- 
riage that  brought  Standard  Brands' 
experienced  acquisition  team  togeth- 


Nabisco  Brands'  Johnson  and  Schaeberle 
Alphonse  and  Gaston? 


er  with  Nabisco's  strong  balance  sheet 
and  nearly  $300  million  in  cash. 
"When  you  have  bombs  you  go  to 
war,  when  you  have  the  staff  and  the 
money  you  make  acquisitions,"  says 
Bear,  Stearns  analyst  Clinton  Mayer. 
By  adding  Life  Savers  candies  and 
chewing  gums  to  a  mix  that  also  in- 
cludes Planters  Nuts,  Nabisco  Brands 
will  have  confectionery  sales  of  about 
$1  billion  annually,  second  to  M&M/- 
Mars.  Earnings  at  Life  Savers  slumped 
badly  last  year  under  Squibb  manage- 
ment, which  is  more  interested  in 
wonder  drugs  than  sweets,  but  food 
industry  observers  say  the  candy 
maker  could  flourish  at  Nabisco 
Brands. 

Despite  the  dislocations  at  Curtiss 
and  other  divisions,  the  merger  is  sur- 
prisingly congenial  at  the  top.  No  cor- 
porate-level executive  has  left  in  the 
wake  of  the  combination.  Outsiders 
expected  an  initial  power  struggle  be- 
tween Schaeberle  and  Johnson,  but  it 
hasn't  surfaced.  Schaeberle  is  chair- 
man and  chief  executive,  while  John- 
son is  president  and  chief  operating 
officer.  "They  remind  me  of  Alphonse 
and  Gaston,"  says  director  James 
Hayes,  president  of  the  American 
Management  Associations  and  for- 
merly a  Nabisco  director.  Wall  Street 
is  happy  too:  Nabisco  Brands  shares, 
after  several  laggard  months,  are 
up  by  some  15%  since  October, 
and  have  been  outpacing  mar- 
ket averages  and  other  food 
stocks. 

Too  good  to  be  true?  Remem- 
ber that  though  Standard  Brands 
was  slightly  bigger  in  sales,  its 
financial  strength,  earnings 
growth  and  return  on  both  equi- 
ty and  assets  lagged  behind  Na- 
bisco's. "Johnson  saw  the  gains 
to  be  made  by  working  togeth- 
er," says  Director  Ellmore  Pat- 
terson, former  chairman  of 
Morgan  Guaranty,  who  came  to 
the  board  from  Standard  Brands. 
Third-quarter  results,  in  fact, 
show  what  can  happen:  Net 
earnings  rose  14%  despite  cur- 
rency translation  losses.  With 
current  low  sugar  prices,  Nabis- 
co's cookie  margins  are  fat 
while  Standard  Brands'  com 
syrup  profits  are  woefully  thin. 

Still,  some  Wall  Street  analysts 
may  see  too  much  synergy  in 
Nabisco  Brands.  The  optimists 
are  fascinated  with  the  idea  of 
marketing  Standard  Brands 
products  like  nuts,  dessert  mixes 
and  vacuum-packed  snacks 
through  Nabisco's  direct-distri- 
bution sales  force,  which  delivers 
cookies  from  oven  to  store  shelf 
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via  a  company-owned  fleet  of  3,000 
trucks.  "Why  pay  a  broker  7%?"  asks 
Smith  Barney's  David  Goldman.  "Na- 
bisco Brands  could  easily  save  50  cents 
per  share."  Merrill  Lynch's  William 
Maguire  adds  that  Nabisco  Brands  has 
not  announced  distribution  changes 
only  because  it  has  to  wait  for  Standard 
Brands'  long-term  contracts  with  its 
food  brokers  to  end. 

Nabisco  Brands  executives  disagree. 
Like  ad  agencies,  they  point  out,  food 
brokers  can  be  fired  at  will.  What's 
more,  store  delivery  is  so  expensive, 


they  claim,  it  only  makes  sense  for 
highly  perishable  foods  like  cookies. 
"The  economies  just  aren't  there," 
says  Schaeberle  for  Standard  Brands' 
longer-shelf-life  products.  And  Stan- 
dard Brands'  Fleischmann's  marga- 
rine would  make  a  mess  in  Nab'isco's 
unrefrigcrated  trucks. 

Johnson  and  Schaeberle,  on  the  oth- 
er hand,  predict  gains  from  economies 
of  scale  in  advertising  and  research, 
and  they  might  use  Life  Savers'  direct 
sales  force  in  their  expanded  candy 
business.  What  really  excites  them, 


however,  is  international  operations. 
Standard  Brands  is  strong  in  many 
parts  of  the  world  where  Nabisco  is 
weak.  "Six  months  ago,  Nabisco 
didn't  have  a  single  salesman  in  Ar- 
gentina," Schaeberle  says.  "Now  we 
can  roll  products  right  through  the 
Standard  Brands  infrastructure." 

Despite  the  possibility  of  a  little 
extra  house-hunting  by  Curtiss  Candy 
executives,  then,  Nabisco  Brands  is 
one  big  corporate  merger  that  is  work- 
ing. Wall  Street's  enthusiasm,  though 
misplaced,  seems  justified.  ■ 


There  isn't  an  ideal  business.  But  if  there 
were,  it  might  be  selling  postage  meters. 


Mail 
supremacy 


By  Jay  Gissen 

It's  every  chief  executive's  fan- 
tasy: a  $1  billion  monopoly,  regu- 
lar rental  income  and  a  product 
just  about  every  business  needs.  Some 
say  that  dreamworld  exists  at  Con- 
necticut-based Pitney  Bowes  Inc.  The 
$1.3  billion-a-year  company  reigns  su- 
preme over  the  nation's  mailrooms 
with  a  first-class  94%  of  the  postage 
meter  market.  Mailing  systems  last 
year  yielded  about  one-half  of  its  total 
revenues. 

Ever  since  1920 — through  acquisi- 
tions and  divestitures,  flings  with  of- 
fice copiers  and  telephone-answering 
machines — Pitney  has  relied  on  its 
bulky,  inky,  sometimes  crotchety,  but 
always  money-making  postage  me- 
ters. Most  people  are  at  least  sublimi- 
nally  familiar  with  the  winged-eagle 
indicia  on  the  faint  stamp  that  adorns 
128  million  letters  every  day. 

At  Rockaway  Corp.,  however, 
that's  an  enemy  insignia.  The  $35 
mi!lion-a-year  New  Jersey-based  of- 
fice supplies  outfit  is  out  to  grab  5%  of 
Pitney's  lucrative  market.  That's  a 
battle  several  companies  have  fought 
without  much  success.  Among  the 


frustrated:  NCR,  Friden  and  Postalia. 

Rockaway,  however,  hopes  to  be- 
come Toyota  to  Pitney's  General  Mo- 
tors by  importing  Swiss-made  Hasler 
meters,  which  are  making  impressive 
inroads  in  Europe.  Rockaway  has 
been  test  marketing  extensively  since 
August,  and  like  many  ambitious 
challengers,  is  charging  a  lot  less  than 
Pitney  for  rentals  and  purchases.  (By 
law,  postage  meters  must  be  rented; 
companies  may,  however,  buy  the 
base  on  which  a  meter  is  mounted.) 
That  requires  an  investment  of  sever- 
al hundred  thousand  dollars,  a  major 
move  for  Rockaway,  which  earned 


only  $2.4  million  in  1980.  At  least  one 
Wall  Street  brokerage  firm,  however, 
has  already  sampled  Rockaway's  me- 
ters, and  Jack  Cahill,  the  company's 
president,  says  that  the  testing  is  en- 
couraging enough  for  him  to  plan  a 
national  marketing  push  by  Jan.  li 
Pitney,  meanwhile,  is  launching  an 
electronic  mailing  system  and  push- 
ing a  new  remote  metering  feature 
designed  to  reduce  time-consuming 
trips  to  the  post  office. 

It  may  look  as  if  David  is  meeting 
Goliath  once  again,  but  at  most, 
Rockaway  will  be  a  thorn  in  Pitney's 
pervasive  rubber  stamp.  Even  if  Cahill 
gets  his  5%  market  share — a  shift 
that  would  lower  Pitney  meter  rental 
revenues  a  percentage  point  or  two 
and  raise  his  own  company's  by  over 
200% — that  business  will  be  hard  to 
keep.  Friden  first  took  on  Pitney  in 
1940,  but  it  was  more  than  two  de- 
cades before  it  gained  5%  of  the  mail- 
ing systems  market.  That  beachhead 
held  briefly;  now  California-based  Fri- 
den has  a  paltry  2%. 

Pitney,  which  has  had  some  clients 
for  over  60  years,  commands  impres- 
sive customer  loyalty.  It  can  also  play 
tough.  When  Rockaway  began  con- 
necting metering  equipment  to  Pit- 
ney meters,  some  overzealous  Pitney 
sales  people  mailed  unauthorized  let- 
ters to  customers,  threatening  to  re- 
move machines  or  interrupt  service 
contracts.  "Every  time  I  write  to  [Pit- 
ney president]  George  Harvey  and  tell 
him  what  they've  done,  he  says 
'Oops.'  Then  he  goes  back  and  cor- 
rects it,"  explains  Cahill. 

There  is  no  question  that  Pitney  is 
keeping  a  wary  eye  on  Rockaway. 
And  Rockaway  is  eyeing  Pitney's  cus- 
tomers and  the  mailroom  chiefs  that 
hold  its  future  in  their  inky  hands. 
The  odds  for  success  are  long  at  best, 
but  Rockaway  has  one  advantage  over 
earlier,  larger  challengers.  Going 
against  Pitney  is  a  bet-the-company 
strategy.  That  means  Cahill  will  keep 
sloshing  through  snow,  sleet,  dark  of 
night — and  then  some.  ■ 
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Best  in  Best's 


Company 

Average 
Yearly 
Payment 

Average 
Yearly 
Difference 

Surrender 
Cost 
Index 

Northwestern  Mutual  Life 

1 

1 

1 

Aetna 

20 

26 

35 

Equitable 

22 

12 

14 

John  Hancock 

19 

8 

9 

Metropolitan 

52 

27 

47 

New  England  Lite 

33 

22 

24 

New  York  Life 

36 

14 

20 

Prudential 

59 

52 

60 

Source:  Best's  Review,  Vol  81  N( 


We're  #1  in  the  ratings. 

In  the  life  insurance  industry,  A.M.  Best  & 
Co.  is  recognized  as  the  performance  rating 
authority.  In  their  current  annual  review 
they've  compared  the  actual  dividend  per- 
formance (not  illustrations)  over  20  years  of 
the  71  largest  life  insurance  companies  in 
the  country.  In  three  of  the  most  important 
categories  that  were  the  basis  for  judgment, 
the  company  that  consistently  ranked  num- 
ber one  was  Northwestern  Mutual  Life. 
Outdistancing  such  well-known  giants  as 
Prudential,  Metropolitan  Life  and  John 
Hancock,  as  shown  in  the  chart  above. 

Additionally,  based  on  their  analysis  of 
financial  position  and  operating  perform- 
ance, A.M.  Best  &  Co.  has  assigned 
Northwestern  Mutual  their  highest  General 
Policyholder's  Rating  of  A+  (Excellent). 

How  we  came  to  be  #1. 

The  results  come  as  no  surprise.  After  all, 
the  Northwestern  has  over  a  century-long 
record  of  firsts.  Example:  our  Get  More  Out 
of  Life  amendment  program  in  1980  allowed 
more  than  a  million  Northwestern  policy- 


owners to  increase  their  life  insurance  cover- 
age with  no  increase  in  premium. 

How  we  intend  to  stay  #1. 

But  our  history  is  only  a  prologue  to  our 
future.  Because  we  will  continue  to  offer 
policyowners  outstanding  values  and  more 
innovative  programs  to  answer  their  needs. 
Starting  January  1,  1982,  we  will  introduce 
a  level  premium  term  policy  that  builds 
cash  values;  lowest  premiums  ever  for  all  of 
Northwestern's  policies;  and  a  whole  new 
idea  —  extra  dividends  for  people  who  don't 
borrow  against  their  policies. 

Northwestern  Mutual  has  earned  the  reputa- 
tion as  the  number  one  specialist  in  life 
for  125  years.  And  that  is  why  we're 
traditionally  best  in  Best's. 

A  tough  act  to  follow 

Northwestern 
Mutual  Life 

The  Quiet  Company 


c  The  Northwestern  Mutual  Lite  Insurance  Company.  Milwaukee.  Wisconsin  1981 


Many  academics  and  writers  preach  that  America  is  no  longer 
the  land  of  opportunity.  Try  telling  that  to  refugees  who  have 
made  the  leap  from  Soviet  communism  to  American  business. 


Four  who 
made  it 


By  Beth  Brophy 

Of  all  the  new  immigrant 
groups  coming  to  America, 
few  make  a  more  exuberant 
transition  from  communism  to  cap- 
italism than  Soviet  Jews.  Some  revel 
in  the  differences:  If  they  make  mon- 
ey, they  don't  hide  it.  They  like  Cadil- 
lacs, swimming  pools,  fancy  clothes. 

They  have  learned  in  a  hard  school, 
these  Russian  lews.  Survival,  let  alone 
escape,  means  manipulating,  schem- 
ing, bribing  and  lying.  "Their  mores 
in  society  are  different  than  ours. 
They're  used  to  keeping  their  mouths 
shut,  not  trusting  neighbors  or  co- 
workers. Some  may  have  sticky  fin- 
gers," says  Celia  Jacobs  of  Chicago's 
Jewish  Vocational  Services.  To  them 
America  is  fresh  air  after  the  stale 
atmosphere  of  Soviet  society. 

Since  1971  more  than  250,000  So- 
viet Jews  have  left  the  Soviet  Union: 
1 50,000  heading  for  Israel;  90,000  for 
the  U.S.;  10,000  to  Canada  and  Aus- 
tralia. Although  the  exodus  from  the 
U.S.S.R.  to  the  U.S.  has  tapered  off  to 
500  a  '  month,  it  nevertheless 
amounts  to  the  largest  migration  of 
Jewish  refugees  coming  to  the  U.S. 
since  World  War  II.  They  concentrate 
in  maior  cities:  40,000  in  the  New 


York  City  area;  8,000  in  Los  Angeles, 
7,000  each  in  Chicago  and  Philadel- 
phia; 1,000  each  in  Houston  and 
Minneapolis- St.  Paul.* 

For  many,  perhaps  most,  opportuni- 
ty is  what  they  seek,  not  religious 
freedom,  hi  fact,  they  are  themselves 
often  nonreligious.  "Once  here,  they 
quit  being  lews  and  become  Russian 
immigrants,"  says  one  emigre  who 
uncharacteristically  joined  a  syna- 
gogue "to  give  Judaism  a  chance." 
Says  Leon  Weiner,  chairman  of  Hous- 
ton's 78-store  Weiner  retail  chain  and 
a  job  counselor  to  the  emigres  since 
1974:  "They  are  not  interested  in  reli- 
gion. They  are  more  interested  in 
breathing  the  free  air  and  learning 
how  to  do  the  grocery  shopping." 

The  Russian  Jews  stick  together,  as 
immigrants  do.  One  apartment  com- 


*The  Immigration  anil  Xationality  Act  <  1965)  allows 
270,000  aliens  into  the  -OS  each  year  under  a 
preference  system  that  gives  priority  to  relatives,  pro- 
fessional* of  exceptional  ability  anil  skilled  and  un- 
skilled workers  in  slxirt  supply  Husband*,  wives  and 
children  of  I '  S  citizens— immediate  family — are  ad- 
mitted immediately,  without  regard  to  quotas. 

Exempt  from  quotas,  too.  are  Russian  lews  and 
others  seeking  to  enter  the  I  V  to  escajie  persecution 
Under  the  provisions  of  the  Refugee  Act  of  19X0,  the 
President,  after  consultation  with  Congress,  sets  a 
ceiling  for  the  number  of  refugees  to  be  admitted 
each  year  This  year  the  Reagan  Administration 
sought  to  admit  174,000  refugees,  but  tlx'  Congress 
trimmed  the  number  to  125,000. 


plex  in  St.  Paul  is  so  inhabited  by 
Russians  it  has  lieen  dubbed  "Gorki 
Manor."  And,  as  is  also  common  with 
new  immigrant  groups,  their  neigh- 
bors aren't  always  enchanted.  Says  a 
resident  of  the  Midwood  section  of 
Brooklyn:  "I  always  had  a  lot  of  sym- 
pathy for  the  Russian  Jews  until  they 
moved  here.  Some  of  them  will  knock 
you  down  to  get  on  the  subway." 

Furtiveness,  understandably,  is  an- 
other trait.  "They  don't  always  tell  us 
where  their  money  comes  from,"  says 
Leonard  Zeff  of  Jewish  Family  and 
Children's  Service  of  Minneapolis. 
"They  can't  always  bring  cash  out  of 
Russia,  but  they  convert  jewelry 
they've  stashed  away.  We've  seen  so 
many  families  purchase  homes  just 
one  year  after  arriving." 

Leaving  the  U.S.S.R,  of  course,  is  a 
long  and  painful  process.  Once  they 
ask  to  leave,  they  are  tired  or  demoted 
from  their  jobs,  and  relatives  are  pres- 
sured by  the  government  to  make 
them  stay.  The  Soviet  Union,  after  all, 
is  losing  skilled  people.  It  can  take 
three  months  to  a  year  to  get  an  exit 
permit  after  an  invitation  has  been 
obtained  from  a  relative  or  friend  out- 
side the  U.S.S.R.  They  travel  tirst  to 
Vienna  where  they  are  met  by  a  repre- 
sentative of  the  Jewish  Agency  for 
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The  shortest  distance 
between  you  and  your  customer 

is  Long  Distance. 

When  you  pick  up  your  phone  and  sell  by  Long  Distance,  through  the  Bell 
network,  your  customers  are  right  at  hand.  This  cuts  down  your  sales  trips— and  so  cuts  the 
cost  of  selling— without  reducing  service.  As  a  result,  you  can  sell  smaller  accounts  on  a 
regular  basis  and  still  make  a  profit. 

This  way  of  selling  is  one  of  the  many  aspects  of  what  we  call  Telemarketing. 
It  is  made  possible  because  of  the  amazing  capabilities  of  the  Bell  network,  the  world's 
largest  and  most  advanced  information  management  system. 

With  Telemarketing,  you  build  business  in  many  ways. 

You  contact  more  customers.  You  time  your  "visit"  to  reach  the  customer  when 
inventory  is  low.  You  call  those  customers  who  are  ready  to  buy.  You're  more  productive— 
you  make  more  sales. 

Bell  can  discuss  sales  programs  and  services  to  help  you  manage  your  time 
and  territory  more  productively— including  proven,  tested  techniques  for  more  and  bigger 
sales  by  phone. 

All  you  have  to  do  is  call  now  800-821-2121,    r\r\r\  OOI  OIOI 
toll  free.  In  Missouri,  call  800-892-2121.  OUU'OZ  \~Z \Z  I 

See  how  easy  it  is  to  put  our  knowledge  to  work  for  you.*» 


The  knowledge  business 


Israel.  Those  going  to  Israel  are  sent 
immediately.  The  others  are  kept 
longer  and  further  eneouraged  to 
move  to  Israel.  Then,  when  it  is  clear 
the  refugees  want  to  go  to  a  Western 
country,  those  with  relatives  in  the 
U.S.  are  referred  to  the  Hebrew  Immi- 
gration Aid  Society  (HIAS).  HIAS 
takes  responsibility  for  resettlement 
because  often  the  relatives  are  new- 
comers themselves. 

Once  here,  they  must  adjust  to  a 
foreign  work  ethic.  Firings,  layoffs, 
performance  evaluations,  job  inter- 
views are  all  alien  concepts.  "When  a 
Russian  finishes  school,  his  first  job  is 
assigned  to  him,  and  then  he  maneu- 
vers for  promotions,"  says  Jacobs. 
"It's  a  very  corrupt  system,  and  the 
road  to  advancement  is  paved  with 
contacts,  favors,  no  'rocking  the 
boat,'  "  explains  Bruce  Leimsidor,  ex- 
ecutive staffer  at  HIAS. 

Job  mobility  is  another  incompre- 
hensible idea.  "They  can't  understand 
that  you  move  up  to  a  better  job,  or  a 
nicer  apartment,"  says  Weiner.  "Over 
and  over,  like  a  broken  record,  I  tell 
them  your  first  isn't  your  last."  Soviet 
training  is  narrow  and  highly  special- 
ized at  an  early  age.  That  engenders 
an  inflexible  attitude  toward  trying  a 
new  job  or  career  in  the  U.S.  Some 
emigre's  aren't  entirely  truthful  about 
their  former  jobs,  either.  "Everyone 
says  they  were  dentists  or  engineers," 
says  Zeff  skeptically.  "Maybe  they 
were  some  type  of  technician." 

Why  do  so  many  of  them  become 
entrepreneurs?  "It  is  a  declaration  of 
independence,"  says  Leimsidor.  Here 
are  some  who  took  that  giant  step. 

Golden  times  of 
opportunity 

Yuri  Radzievsky,  36,  president  of  Eur- 
america  Translations,  Inc.,  leans  back 
in  his  leather  swivel  chair  in  his  well- 
decorated  Fifth  Avenue  office  and  re- 
counts how  he  won  his  first  client  six 
years  ago. 

"My  wife  and  I  bid  on  a  $150,000 
contract  to  translate  technical  materi- 
als into  French  for  an  American  man- 
ufacturer. The  vice  president  of  the 
manufacturing  firm  was  very  im- 
pressed with  our  samples  until  a  com- 
petitor for  the  job  told  him  I  was  oper- 
ating out  of  a  phone  booth.  So  he 
asked  to  inspect  my  offices  the  very 
next  day." 

In  less  than  24  hours  Radzievsky 
rented  a  suite  in  midtown  Manhattan, 
painted  it  himself,  hauled  a  used  desk 


up  on  his  back  and  put  in  an  impres- 
sive "reference"  library.  "The  books 
were  in  Russian;  how  would  an 
American  businessman  know  they 
were  my  Tolstoy?"  To  make  it  look 
busy,  four  or  five  friends  came  in  to 
type  on  borrowed  typewriters.  The 
vice  president-  was  impressed — until 
he  asked  to  use  the  phone.  It  wasn't 
connected,  and  Radzievsky  confessed 
the  charade. 

He  won  the  job  anyway.  "The  vice 
president  said  he  knew  he  was  taking 
a  chance  but  didn't  want  to  miss  the 
opportunity  to  make  a  capitalist  out 
of  a  Russian,"  says  Radzievsky  with 
a  grin.  A  television  personality  in 
Moscow,  Radzievsky,  who  was  born 
and  educated  in  the  Latvian  S.S.R., 
his  wife — a  chemical  engineer — and 
infant  daughter  left  the  Soviet  Union 
in  1973  after  he  figured  his  brand  of 
wisecracking  social  criticism  made  it 
dangerous  to  stay. 

Leaving  was  not  easy.  "Because  of 
my  special  job  and  my  wife's  family,  we 
were  rich  in  Russia, "  he  says.  "We  had  a 
huge,  beautiful  apartment  in  Riga,  a 
dacha  [summer  home]  on  the  Baltic  Sea 
with  cars  and  a  private  forest."  They 
left  with  a  few  clothes  and  $200,  came 
to  the  Boro  Park  section  of  Brooklyn, 
and  after  three  months  Radzievsky 
landed  an  electrical  engineering  job  in 
Parsippany,  N.J.  Then  he  worked  as  a 
free-lance  translator. 

He  saw  an  opportunity  in  1975. 
"The  technological  state  of  the  trans- 


lation business  was  a  tower  of  Babel," 
says  Radzievsky.  "Mom-and-pop 
shops,  an  army  of  free-lancers  just  like 
us.  The  demand  for  good  translation 
services  was  growing  as  the  world  was 
shrinking." 

Euramenca  brought  professional- 
ism to  an  amateur  business.  Today  it 
translates  audiovisual  materials  for 
350  corporate  clients  into  38  lan- 
guages, including  commercials,  train- 
ing films  and  manuals,  promotional 
kits,  filmstrips  and  videotapes.  It  em- 
ploys 70  full-  and  part-timers  and  has 
hundreds  of  consultants  on  call,  even 
an  Urdu-speaking  expert  in  nuclear 
medicine. 

In  June  Radzievsky  sold  the  com- 
pany to  Ogilvy  &  Mather,  the  adver- 
tising agency,  for  more  than  $1  mil- 
lion. He  retains  the  title  and  duties  of 
president.  "I'm  tired  of  hearing  that 
the  golden  times  of  opportunity  are 
over  in  the  U.S.,"  he  says.  Clearly, 
Radzievsky  proves  they  are  not. 


Out  of  the  closet 

In  Odessa,  Frank  Farber  ( who  was  Efim 
Farber  in  Russia)  stood  over  his  bench 
eight  hours  a  day,  making  eyeglasses  by 
hand,  melting  the  frames  over  an  open 
flame.  He  shared  an  office  with  25  other 
opticians  to  make  eyeglasses  that  were 
considered  primitive  by  American 
standards:  Prescriptions  weren't  accu- 
rate; bifocals  were  almost  out  of  the 
question;  there  was  a  very  limited 
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Father  and  son  opticians  Frank  and  Michael  Farber  of  Chicago 
"In  Russia  people  get  used  to  not  seeing  so  well." 


choice  of  styles.  "You  take  what  you 
can  get,"  says  Farber,  52,  a  genial, 
balding  man  who  dresses  these  days  in 
cranberry  polyester  slacks,  a  camel- 
colored  V-necked  sweater  and  bright 
pink  shirt. 

After  a  six-month  wait  for  an  ap- 
pointment, another  six-month  wait  for 
the  glasses,  Russian  customers  are  hap- 
py to  receive  anything,  he  says.  "People 
get  used  to  not  seeing  so  well." 

Like  others  in  the  Soviet  Union, 
Farber  had  joined  the  underground 
economy.  After  hours,  he  worked  in  a 
large  closet  that  served  as  his  private 
office  for  treating  paying  customers, 
mostly  friends.  From  his  state  job  he 
earned  about  200  rubles  a  month 
(about  $200  at  the  official  exchange 
rate)  and  doubled  that  with  his  private 
clients. 

He  was  no  rich  man.  His  family  of 
five  lived  in  a  three-room  apartment. 
In  1973  he  immigrated  to  Chicago 
with  his  wife,  son  and  daughter-in- 
law,  and  mother-in-law.  Today  Farber 
&  Son  Optical  Co.  has  two  branches 
on  Chicago's  North  Side.  Farber  and 
son  Michael,  33,  are  also  looking  for  a 
third  place  in  a  shopping  mall  in  a 
nearby  suburb. 

"We  knew  almost  nothing  and 
learned  by  our  mistakes.  We  really 
suffered  that  first  year,"  says  dark- 
bearded  Michael,  who  dresses  in  jeans 
and  speaks  rapidly  in  very  good  idi- 
omatic English. 

The  Farbers  didn't  pay  much  atten- 


tion to  packing  and  cleaning  the 
lenses  for  their  wholesale  clients — 
other  opticians  who  sent  them 
frames  and  prescriptions  to  be  filled. 
After  all,  who  cared  about  such 
things  in  the  U.S.S.R.?  "Now  we 
have  learned  that's  as  important  as 
getting  the  prescription  right,"  says 
Frank.  The  lesson  cost  them  several 
accounts.  They  didn't  know  that  as 
wholesalers  they  were  entitled  to  dis- 
count rates.  "Now  we  are  experts  at 
how  to  get  goods  better  and 
cheaper,"  says  Michael,  who  studied 
mechanical  engineering  at  the  tech- 
nological institute  in  Odessa  and 
learned  the  optician's  trade  by  help- 
ing his  father  on  Saturdays. 

Last  year  the  Farbers'  gross  sales 
passed  $100,000.  The  two  families 
pay  themselves  $400  a  week  each. 
The  Farber  wives  run  the  second 
store.  Each  family  owns  a  three-bed- 
room house  and  two  cars.  Frank 
drives  a  1981  Cadillac  Coupe  De  Ville. 
The  Farbers  are  still  amazed  at  the 
choices  available  to  Americans. 
"There's  an  item  for  every  need — ski 
glasses,  scuba-diving  glasses,"  says 
Michael.  "Americans  think  about  ev- 
erything to  make  another  dollar. 
There  are  more  ideas  here  than  re- 
quests for  them." 

The  other  side  of  such  abundance, 
of  course,  is  competition.  "We  have  to 
use  our  brains  in  order  to  make  the 
business  run  right,"  says  Frank.  "The 
customers  won't  line  up  outside,  as 


they  do  in  Russia.  In  Russia  you  get 
the  same  salary  no  matter  how  hard 
you  work." 

Yet  the  government  does  play  a  role 
in  their  business.  The  Farbers  are 
groaning  these  days  about  President 
Reagan's  budget  cuts.  The  govern- 
ment used  to  allow  every  welfare  re- 
cipient two  new  pairs  of  eyeglasses 
each  year.  "Now  they  get  only  one 
pair.  They  have  to  reuse  the  old 
frames,  and  we  wait  months  to  see  if 
the  government  will  pay  the  bill," 
says  Michael. 

"Strong  people, 
an  empty  land . . ." 

Lida  Gleizer,  sleek  and  svelte,  wear- 
ing a  silk  top,  wool  suit  and  gold- 
colored  boots,  seems  at  home  among 
the  floor-to-ceiling  mirrors,  thick  ma- 
roon carpeting,  silver  walls  and  rock 
music  (drowning  out  the  blow-driers) 
at  Lida  Hair  Design  in  Minneapolis. 

Lida  worked  in  the  Ministry  of 
Metallurgy  in  Moscow  until  1973, 
when  she  immigrated  to  Minneapolis 
where  her  husband  had  relatives.  She 
was  an  accountant,  called  an  "eco- 
nomic engineer,"  and  to  earn  extra 
money  she  took  in  typing.  That  was 
illegal,  of  course,  as  private  enterprise 
generally  is  there.  "America  surprised 
me.  I  thought  maybe  it  would  be 
twice  better  but  it's  ten  times  bet- 
ter— economically,  morally.  I  sleep 


Hair  salon  owner  Lida  Gleizer 
"Better — economically,  morally.' 
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better  at  night.  It's  a  nice  feeling  to  do 
everything  under  the  law." 

Lida,  41,  learned  the  beauty  trade 
working  illegally  during  her  ten- 
month  stopover  in  Italy  while  her  im- 
migration papers  were  being  pro- 
cessed. In  the  U.S.  she  attended  beau- 
ty school  and  worked  as  a  hairdresser 
and  manicurist  for  eight  years  before 
hanging  out  her  own  shingle  four 
months  ago. 

Husband  Nathan  was  a  dentist  in 
Russia  where,  like  his  wife,  he 
worked  underground — filling  cavities 
for  friends  to  earn  extra  money.  In  the 
U.S.,  he  worked  part  time  as  a  dental 
technician  but  is  now  manager  for  a 
scrap-metal  company. 

"Our  experience  with  the  Russian 
government  helped  us,"  says  Lida.  "If 
you  could  do  a  job  there  under  pressure, 
secretly,  with  the  threat  of  jail,  you  can 
do  it  here  better  because  you're  free.  In 
the  Soviet  Union  you  go  to  jail  for 
buying  something  and  reselling  it;  in 
this  country  it  is  calledprq/fr.  " 

She's  tough.  Lida  recounts  how  a 
cosmetics  salesman  tried  to  bully  her 
into  using  his  shampoo  products  ex- 
clusively. "I  told  him  I  am  the  owner 
and  competition  is  good,"  she  says. 

Lida  invested  $50,000  plus  a 
$10,000  bank  loan  to  open  her  shop. 
The  Gleizers  had  made  $27,000  from 
buying  and  selling  their  first  two 
homes.  Then  there  were  savings,  she 
says,  from  her  $400-a-week  job  as  a 
manicurist. 

How's  she  doing?  "Business  is 
good,"  she  says.  And  if  it  fails,  "I  can 
always  do  manicures  again."  The 
Gleizers  live  comfortably  in  a  five- 
room  condominium  they  bought 
three  years  ago  for  $100,000,  and 
drive  a  Volvo.  Lida  isn't  interested  in 
expanding,  but  wants  to  earn  enough 
to  help  her  married  21 -year-old  daugh- 
ter buy  a  condominium  and  send  her 
10-year-old  son  to  a  private  high 
school  when  the  time  comes. 

She  says  she  used  to  dream  about 
what  life  was  like  in  America  after 
reading  American  novels.  "It's  true," 
she  says.  "Strong  people  who  come  to 
an  empty  land,  working  hard,  finding 
success." 


No  more  political  meetings 

"My  sense  of  security  is  high  and  that 
surprised  me,"  says  Michael  Bleyzer, 
30,  an  electrical  engineer  at  Exxon's 
Baytown  refinery,  20  miles  east  of 
Houston.  "Soviet  propaganda  says  in 
the  capitalist  jungle  workers  are  laid 


off  all  the  time.  Everyone  has  an  un- 
sure future.  That's  a  100%  he.  The 
Soviets  tell  you  everything  is  nice, 
you're  taken  care  of,  but  pensions  are 
nothing — $20  to  $30  a  month."  . 

In  Russia,  Bleyzer  was  a  senior  re- 
searcher at  the  Kharkov  Pedagogical 
Institute.  His  job:  to  help  develop  an 
electronic  device  for  measuring  the 
speed  of  corrosion  in  pipelines.  In 
1978,  two  months  after  arriving  in 
Houston,  he  was  hired  by  Exxon.  He 
started  as  an  instrument  engineer, 
then  moved  up  to  coordinate  data  and 
make  a  monthly  plan  for  running  the 
Baytown  refinery.  The  job  descrip- 


Exxon  engineer  Michael  Bleyzer 


'Here,  different  clothes  every  day." 


tions  are  similar  but  not  the  work 
environments,  he  says. 

"The  atmosphere  is  much  friendlier 
here.  When  you  start  something  new, 
it  is  a  pleasant  process  to  get  help.  In 
the  Soviet  Union  people  concentrate 
more  on  their  own  jobs.  There  is  no 
incentive  to  help  someone  else,"  he 
says.  Surprisingly,  too,  there  is  less 
pressure  at  Exxon,  he  says.  "Dead- 
lines are  reasonable  and  they  are  al- 
ways negotiable." 

No  more  endless  political  meetings, 
either.  "In  Russia,  90%  of  the  meet- 
ings were  ideologically  oriented  and 
had  nothing  to  do  with  my  work. 
Here  people  don't  like  to  waste  time.  I 
don't  even  go  to  a  meeting  unless  I 
think  it  will  be  beneficial  to  my  every- 
day work." 

He  has  also  noticed  a  difference  in 


job  prestige.  "Engineers  are  among 
the  poorest  people  in  the  Soviet 
Union.  You  are  just  an  engineer.  Here 
I  am  a  professional,  and  that's  very 
rewarding." 

Along  with  the  prestige,  of  course 
comes  a  higher  standard  of  living  that 
Bleyzer  describes  as  "the  difference 
between  a  barbaric  and  a  galactic 
civilization."  In  Russia  he  lived  with 
his  wife  and  small  daughter  in  a  four- 
room  flat,  without  a  car,  always  strug- 
gling to  find  food  on  the  shelves  in  the 
grocery.  In  Baytown  he  and  his  wife, 
also  an  engineer  at  Exxon,  have  a 
combined  income  of  $65,000,  which 
affords  them  a  four-bedroom  house 
with  a  swimming  pool,  two  cars,  a 
Christmas  vacation  in  Hawaii,  mem- 
bership at  a  health  spa,  frequent  even- 
ings out  with  friends  at  restaurants 
and  theaters. 

Bleyzer's  neat,  windowless  cubicle 
has  gray  carpeting,  black  file  cabinets, 
a  wall  of  green  chalkboard  covered 
with  mathematical  equations.  A  post- 
er over  his  desk  states,  "This  year  in 
Russia  it  is  still  against  the  law  to  say 
'Next  year  in  Jerusalem'  "  (a  tradition- 
al Jewish  toast).  "For  a  Jew  there  is  no 
future  in  the  Soviet  Union,"  he  says. 

But  how  different  is  the  Soviet  bu- 
reaucracy from  the  bureaucracy  of  the 
immense,  177,000-employee  Exxon 
Corp.!1 

Bleyzer's  comparison  is  prompt  and 
pointed:  "Here  the  horizons  are  so 
much  wider.  It's  all  up  to  you.  You  can 
leave  your  area  of  specialization.  In 
Russia  an  electrical  engineer  is  always 
an  electrical  engineer.  At  Exxon  I've 
also  worked  as  a  chemical  engineer 
because  I  wanted  to  develop  my  ex- 
pertise. At  a  big  corporation  like 
Exxon  I  can  get  a  view  of  what  can 
happen  in  5  or  10  or  even  20  years." 
But  there  are  cultural  barriers  to  over- 
come, such  as  learning  the  right  mo- 
ment to  walk  into  your  boss'  office 
and  how  to  dress.  "Here  you  wear  a 
different  set  of  clothes  every  day 
while  in  Russia  you  wear  the  same 
outfit  for  a  week,"  he  says. 

The  Bleyzers  are  the  only  Russian 
family  living  in  Baytown.  Most  of  the 
Russian  community  lives  in  south- 
west Houston.  "It  was  our  conscious 
decision,"  says  the  young  engineer.  "I 
felt  we  would  make  a  faster  transition 
away  from  the  environment  of  the 
Russian  community  in  Houston." 

Surely  a  country  is  mindless  to  lose 
such  people.  Surely  a  country  is  fortu- 
nate to  receive  them.  ■ 
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You  know  how  an  airplane  simplifies 
_   business  traveL  Find  out  how 
lieech  simplifies  owning  an  airplane. 


A  company  airplane  simpli- 
fies business  travel,  many  ways. 

By  freeing  you  from  airline 
schedules  that  don't  match  your 
schedules. 

By  providing  direct  flights  to 
everywhere  the  airlines  go,  plus  lit- 
erally thousands  of  places  they  don't. 

By  allowing  your  scarcest 
resource,  qualified  management,  to 
be  there,  when  and  where  they're 
needed. 

You  may  know  dozens  of  other 
ways.  But  you  may  not  know  how 
Beech  simplifies  airplane 
ownership  and  operation. 

It  starts  with  the 
comprehensive  informa- 
tion in  your  free  Manage- 
ment Guide  to  Business 
Aviation  that  helps 
you  decide  whether  a 
Beechcraft  can,  indeed, 
be  a  profitable 
investment. 

It  extends  throughout  the 
network  of  Beechcraft  Aviation 

The  Beechcraft  Super  King  Air  gives 

first  class  accommodations  for  8-15  passengers 

at  near  jet  speeds  for  over  2000  miles. 


The  Pressurized  Beechcraft  Duke  carries  six  in  cabin  class  comfort  and  quiet  at  over  280  mph. 


Centers,  where  aviation  profes- 
sionals can  help  in  every  aspect 
of  airplane  purchase  and  operation. 
And  once  you  have  purchased 
a  Beechcraft,  this  same 
organization  can  teach 
you  to  fly  or  find  you  a 
qualified  pilot.  They  can 
manage  your  mainte- 
nance. They've  even 
gone  so  far  as  to  operate 
a  customer's  airplane  for 
him.  Flying  it,  schedul- 
ing it,  maintaining  it, 
because  that's  what  the 
customer  wanted. 
And  finally,  simple,  reliable 
operation  and  fuel- efficiency  comes 
standard  with  every  Beechcraft  busi- 
ness airplane.  In  its  uncompromis- 
ing quality,  you  find  the  reason  why 


Beechcraft  owners  experience  mini- 
mum maintenance,  low  depreciation 
and  a  ready  resale  market. 

If  you  would  like  to  find  out 
more,  simply  let  us  know. 

r  ~ — t 

Send  for  your  free  1981  kit. 

Write  us  on  your 
company  letterhead, 
and  we'll  send  you 
everything  you  need 
to  make  an  initial 
decision  on  the  profitable  use  of  a 
Beechcraft  in  your  company.  Write  to: 
Beech  Aircraft  Corporation, 
Dept.KD,  Wichita,  Kansas  67201. 
If  you'd  rather  call,  call  collect  and  ask 
for  DelChitvjood,  316-681-8219. 

L  -J 

«5  Member  General  Aviation  Manufacturers  Association 
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start  saving 
money  ..stop  mixing 
in  our  business. 


We're  professionals  at    ^  what  we  do,  and  if 
you're  mixing  in  our  business,  you  may  be  making  an 
expensive  mistake.  Because  our  business  is  to  provide 
specialized  cost-saving  services  that  will  let  you, 
concentrate  on  what  you  do  best.  We're  PHH  Group, 
a  billion-dollar  corporation  offering  services  far  outside 
the  mainline  expertise  of  most  companies.  We  man- 
age employee  relocations-  provide  car  and  truck  fleet 
management-  monitor  diesel  fuel  and  related  truck 
and  equipment  purchases- and  provide  mainte- 
nance control  for  centrally  garaged  vehicles. 

Our  Homequity  company  is  the  nation's  leading 
authority  on  relocation,  helping  more  than  400 
corporate  clients  relocate  over  34,000  families  yearly 

to  all  parts  of  the  country. 

Peterson,  Howell  &  Heather  offers  corporate  clients 
a  wide  range  of  vehicle  management  and  cost-control 


programs.  ~— "~       .  n  We  will  manage  your 
vehicle  fleets  for         -*3  you,  supervise  their 
maintenance,  and  continually  audit  their 

cost  efficiency  to  save  you  every  possible  dollar. 

If  you  need  to  purchase  diesel  fuel  for  your  over-the 
road  trucks,  our  National  Truckers  Service  can  do 
it.  NTS  will  ease  your  paperwork,  solve  your  fuel  tax 
problems,  and  relieve  your  operational  headaches. 

Valuable  in  good  times  and  bad,  our  services  save 
big  money  for  many  of  America's  largest  corporations 

Instead  of  mixing  in  our  business,  call  us.  We'll 
show  you  how  you  can  concentrate  on  what  you  do 
best,  and  save  a  lot  of  money  by  letting  us  do  what 
we  do  best.  For  a  copy  of  our  Company  book,  call 
(301)  667-4000.  Or  write  PHH  Group,  Inc.,  Corporate 
Communications  Dept.  FB,  11333  McCormick  Road, 
Hunt  Valley,  Maryland  21031. 


GROUP 

WE  HELP  COMPANIES  MIND 
THEIR  OWN  BUSINESS 


How  is  Sheller-Globe  able  to  buck  the  auto 
industry's  downtrend?  . . .  Because  it  has 
made  hard  choices  rather  than  succumb- 
ing to  wishful  thinking. 

Keeping  his 
powder  dry 


Sheller-Globe  Chairman  Chester  Devenow 

Expecting  the  best,  but  already  geared  for  the  worst. 


By  James  Cook 

It's  a  cliche  but  true:  Good  man- 
agement does  make  a  difference. 
The  U.S.  auto  industry  and  its 
suppliers  are  in  had  shape.  But  here 
bucking  the  trend  is  Sheller-Globe, 
the  Toledo-based  maker  of  steering 
wheels,  padded  dashboards  and  alter- 
nators. Last  month  Sheller-Globe  re- 
ported earnings  for  fiscal  1981  (ended 
Sept.  30)  that  were  its  second  best  on 
record  (after  1976's)  and  represented  a 
return  of  better  than  20%  on  stock- 
holders' equity.  Yet  sales  were  up  only 
about  14%,  to  $512  million. 

It  was  a  remarkable  recovery  from 
the  year  before,  when  earnings  from 
continuing  operations  plunged  877o 
on  a  22%  drop  in  sales,  and  after  writ- 
ing off  a  moneylosing  division  the 


company  wound  up  with  a  $20  mil- 
lion loss.  How  did  Chairman  Chester 
Devenow,  62,  do  it? 

When  auto  production  collapses, 
original-equipment  makers  like 
Sheller-Globe  normally  hear  more 
than  their  share  of  the  decline.  But 
Sheller-Globe  is  an  original-equip- 
ment maker  with  a  difference.  It 
turns  out  some  800  different  prod- 
ucts, so  it's  protected  by  diversity, 
and  most  of  its  products  are  pro- 
duced in  volumes  so  small  that  it 
isn't  worth  the  automakers'  trouble 
to  go  into  the  business  themselves. 
Thus,  when  times  are  bad,  its  orders 
aren't  necessarily  the  first  to  be  cut. 
One  of  Sheller-Globe's  biggest-selling 
single  products  is  steering  wheels, 
where  it  has  a  full  half  of  the  U.S. 
market. 


So  Sheller-Globe  has  an  edge  in 
original  equipment,  and  currently  per- 
haps even  more  of  an  advantage  in  the 
aftermarket.  When  auto  production  is 
off,  the  replacement  market  is  usually 
supposed  to  pick  up,  but  this  time 
that  didn't  happen.  "People  are  driv- 
ing their  cars  right  into  the  ground," 
Devenow  says.  "They're  not  fixing 
them  up.  They're  waiting  until  the 
damn  car  falls  apart  before  they  do 
anything."  Never  mind:  They  are  still 
buying  Sheller-Globe  products,  largely 
because  the  company  produces  parts 
that  cars  can't  do  without — from 
windshield  wiper  motors  to  heavy  al- 
ternators and  generators.  You  may  be 
able  to  run  your  car  on  threadbare 
tires,  defective  spark  plugs,  broken 
windows,  dented  tenders  and  grilles, 
but  if  your  alternator  goes  bad,  your 
car  stops  running. 

During  the  1980  collapse,  Devenow 
and  his  aides  made  a  tough  but  correct 
decision.  Whereas  many  others  in  the 
business  let  wishful  thinking  rule 
their  decision-making  and  counted  on 
a  smart  1981  pickup,  Devenow  avoid- 
ed that  easy  optimism.  He  finally 
closed  down  the  company's  money- 
losing  transportation  division — 
school  buses,  hearses,  ambulances — at 
the  cost  of  a  $19  million  writeoff.  He 
began  cutting  back  capacity  in  line 
with  prospective  volume.  He  shut 
down  its  tool  and  die  business  for 
good,  mothballed  a  padded-products 
plant  (dashboards,  armrests,  door  pan- 
els) in  Niles,  Mich.,  along  with  two  or 
three  other  small  plants,  concentrat- 
ing production  elsewhere.  These  days, 
Devenow  figures,  Sheller-Globe  is  still 
operating  at  less  than  70%  of  capac- 
ity, but  it  can  break  even  if  U.S.  pro- 
ducers build  only  5  million  vehicles  a 
year,  vs.  maybe  6  million  currently, 
and  has  the  capacity  to  meet  demand 
in  an  1  l-to-12-million-car  year.  While 
Devenow  was  doing  this,  many  oth- 
ers in  the  industry  were  hanging  on  to 
capacity,  hoping  against  hope  and  not 
wishing  to  be  left  behind  if  the  Ameri- 
can people  began  breaking  down  the 
showroom  doors  to  buy  those  nice 
new  gas-economy  autos. 

In  the  circumstances,  Devenow  has 
been  trying  hard  to  beef  up  Sheller- 
Globe's  non-auto  business.  It  makes 
both  desk  accessories  and  record- 
keeping supplies,  and  radiation  detec- 
tion equipment  (roughly  15%  of  sales 
apiece).  It  acquired  Smokador  (desk 
accessories)  in  1980  and  spent  $9.8 
million  for  38%  interest  in  foseph 
Dixon  Crucible  (writing  instruments, 
graphite)  early  this  year.  Devenow  has 
plenty  of  room  to  maneuver.  He  has 
nearly  $60  million  in  cash — maybe  10 
times  as  much  as  he  needs  to  conduct 
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Most  people  think 
of  Continental  as  a  phone 
company.  We  are.  But  that's 
not  all  we  are. 

Today  we  offer  sophisticated 
voice,  data  and  image  business 
communications  services. 

Satellite  communications, 
our  mirror  in  the  sky  some 
22,400  miles  above  the  earth 
transmits  voice,  data  and  visual 
images  in  milliseconds  with 
99.009%  accuracy. 

we  provide  telecommunica- 
tions planning  and  network 
analysis.  We  design  complete 
business  information  networks, 

egrating  voice  and  data,  and 
lately  linking  telephone 
ystems  to  high  speed  data 


terminals  in  multiple  locations. 

Our  state-of-the-art  digital 
business  telephone  equipment 
offers  intercom,  paging,  elec- 
tronic switching  systems  and 
other  time  and  money-saving 
devices. 

Continental  will  show  you 
ways  to  design  a  complete 
computer  system  integrated 
with  your  business  telephone 
system.  Oi;  we  will  link  your 
existing  computer  system  with 
your  present  telephone  system. 

Depending  on  your  needs, 
we  will  put  all,  or  just  a  few, 


lf  phone  Offers 
ommcjnications. 


FORMATION. 


of  our  sys- 
tems and  services 
to  work  for  you.  And 
we  will  adapt  our  services  to 
your  communications  require- 
ments. Continental  also  offers  a 
variety  of  financing  options  that 
will  help  your  company  pay  for 
our  services.  Continental  s  two 
decades  of  experience  in  the 
field  of  communications  will 
make  your  business  more  effi- 
cient, more  profitable  through 
integrated  telecommunications 
systems. 


For  inquiries  about 
our  top  of  the  line  technology 
for  a  better  bottom  line,  please 
write  to  Continental  Telephone 
Corporation,  BES,  245  Perim- 
eter Parkway,  Atlanta,  Georgia 
30346. 

Continental  Telephone  Corporation 
Profit  Ability 
Through  Telecommunications 


risting  business — and  has  ambi- 
tions to  strengthen  the  company  with 
further  acquisitions,  both  inside  and 
outside  its  main  businesses. 

Where  did  he  get  all  that  cash?  He- 
borrowed  it  when  interest  rates  were 
much  lower.  Most  of  it  had  been  ear- 
marked for  expansion,  but  Devenow 
held  on  to  it  instead.  Now  he's  earn- 
ing a  big  return  in  the  money  markets 
instead  of  having  to  maintain  idle 
new  plant.  "That's  alarming  for  the 
economy,"  Devenow  says,  but  pru- 
dent tor  the  individual  company. 

Sheller-Globe  can  turn  in  near-rec- 
ord earnings  at  a  time  when  the  in- 


dustry at  large  is  a  shambles;  the  po- 
tential it  demand  ever  picks  up  again 
is  breathtaking.  And  Devenow  ex- 
pects that  to  happen — not  next  year, 
but  in  1983  or  1984.  As  he  sees  it,  an 
upturn  is  virtually  inevitable — assum- 
ing, of  course,  that  interest  rates  come 
down  to  a  more  manageable  12%  or 
14%.  Because  of  the  high  sticker 
prices,  Devenow  argues,  consumers 
aren't  buying  new  ears;  they're  buying 
used  ones — 18  million  in  the  past  12 
to  15  months.  "When  the  used  car 
market  is  exhausted,  then  consumers 
will  begin  buying  again.  When  that 
happens,  we'll  have  the  excess  capac- 


ity to  absorb  the  demand." 

At  least  one  auto  analyst,  Arthur  G. 
Davis  of  Cleveland's  Prcscott,  Ball  is. 
Turben,  predicts  Sheller  Globe's  sales 
are  going  to  soar  from  around  $500 
million  this  year  to  maybe  $700  mil- 
lion by  198.},  carrying  Sheller-Globe's 
earnings  along  with  them — from 
$2.05  this  year  to  nearly  $5.  Devenow 
looks  at  Davis'  projected  earnings, 
and  smiles.  The  smile  means  he's  not 
guaranteeing  that  $5  but  agrees  that  it 
could  quite  easily  happen.  The  smile 
also  reminds  you  that  he's  a  man  who 
believes  in  hoping  tor  the  best  but 
being  ready  tor  the  worst.  ■ 


There's  almost  as  much  fiction  as  there  is 
fact  these  days  in  bank  earnings  reports. 


Fairy  tales  that 
bankers  tell 


By  Ben  Weberman 

A GOOD     BANK     STOCK  ANALYST 
must  be  a  good  reporter  these 
k  days.  In  fact,  a  good  investiga- 
tive reporter. 

fames  H.  Wooden,  head  of  the  five- 
member  bank  research  staff  at  Merrill 
Lynch,  Pierce,  Fenner  ^  Smith,  ex- 
plains: "The  accounting  rules  now  re- 
quire that  massive  adjustments  in- 
volving nonrecurring  events  must  be 
taken  into  account  before  determin- 
ing earnings." 

Wooden  is  saying  as  politely  as  pos- 
sible that  many  bank  earnings  these 
days  grossly  overstate  true  operating 
earnings  power  and  that  only  well- 
qualified  experts  can  make  any  sense 
of  them.  Irving  Geszel,  general  part- 
ner at  Bear,  Steams  &  Co.,  explains 
how  banks  can  upholster  their  earn- 
ings in  times  like  these:  "It's  entirely 
legitimate/'  he  explains,  "for  banks  to 
build  reserve  provisions  and  set  them 
aside  when  margins  are  wide,  as  they 
were  the  second  quarter  this  year  and 
other  periods  when  interest  rates 
-  er<  lining.  Then,  when  profit 
v.  rgins  turn  down,  the  banks  can 


expand  reported  profits  by  reducing 
these  reserves." 

Under  generally  accepted  account- 
ing principles  that  began  to  evolve  in 
the  late  1960s,  banks  are  required  to 
include  volatile  bond  trading  and  cur- 
rency trading  results  in  their  earnings 
and  to  count  various  nonrecurring  ad- 
justments in  determining  net  income. 
While  this  was  an  attempt  to  make 
reported  results  reflect  reality  more 
accurately,  the  result  was  quite  the 
opposite.  It  enabled  the  banks  to  man- 
age their  earnings,  Geszel  says. 

Not  surprisingly,  therefore,  it  is 
next  to  impossible  to  forecast  results 
these  days  with  any  accuracy,  since 
management  now  has  so  much  lee- 
way in  managing  the  results.  Tike 
Citicorp.  In  late  October  the  bank 
holding  company  announced  it  would 
exchange  2  million  of  its  newly  issued 
common  shares  for  about  $90  million 
in  face  value  of  debentures.  This  cre- 
ated a  $40  million  nontaxable  gam 
from  paper  shuffling. 

"Could  I  have  foreseen  that?"  asks 
Geszel.  "No.  Nor  do  I  know  if  any 
other  big  asset  sales  are  planned. 
That,  combined  with  interest  rate 


volatility,  could  change  my  earnings 
estimates  every  month."  In  tact,  Ges- 
zel just  revised  his  1981  earnings  fore 
cast  to  $5.75  a  share  from  $5.50 — his 
third  or  iourth  revision  this  year. 

How  much  is  Citicorp  really  earn- 
ing? This  year  it  picked  up  $56  mil- 
lion after  taxes  from  the  sale  ot  real 
estate  on  East  55rd  Street  in  New 
York  and  $15  million  from  disposi- 
tion of  securities  received  out  of  the 
Penn  Central  reorganization.  Last 
year  Citicorp  added  S57  million  from 
the  sale  of  residual  values  in  equip- 
ment it  had  leased  and  from  the  sale 
of  other  real  estate. 

As  reported,  Citicorp's  1980  earn- 
ings were  S5. 89  a  share.  Without  all 
the  nonrecurring  adjustments,  profits 
would  have  been  $5.61  a  share.  This 
year  Citicorp  has  enhanced  its  profits 
by  26  cents  a  share  from  the  sale  of 
Manhattan  property,  and  1 1  cents  a 
share  from  the  sale  of  Penn  Central 
securities.  The  stock-debt  swap 
should  add  another  29  cents  in  the 
tourth  quarter.  What  did  Citicorp 
really  earn?  Not  even  management  is 
able  to  answer  that  question  with 
any  precision. 

Not  to  be  selfish,  Citicorp  is  helping 
Mercantile  Bancorp  ot  St.  Louis  add 
$1.01  to  its  own  fourth-quarter  earn- 
ings by  purchasing  tor  $5.9  million 
the  right  to  collect  monthly  payments 
and  otherwise  service  a  billion-dollar 
mortgage  portfolio.  Mercantile  had 
earned  $4.67  a  share  through  the  first 
nine  months. 

More  subtle  than  the  straightforward 
nonrecurring  adjustments  are  provi- 
sions for  possible  loan  losses  that  bank 
managements  decide  to  establish.  The 
amount  set  aside  can  be  adjusted  with- 
in limits  to  either  increase  or  reduce 
profits  in  any  given  quarter  or  year. 

Example:  Manufacturers  Hanover 
Corp.  profits  shot  up  22"o  m  the  third 
quarter,  to  a  reported  $71  million, 
from  $58  million  in  the  same  period  a 
year  earlier.  But  the  1981  results  in- 
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Give  a  nice  big  Krugerrand 
Or,  give  a  nice  little  one. 


You  can  make  someone  very  happy. 

Down  there,  in  the  bottom  of  the  stocking,  just  when 
he  or  she  thinks  that's  all  there's  going  to  be,  he  or  she 
will  find  that  most  precious  of  presents— a  real  gold 
coin.  Who  wouldn't  be  thrilled7 

And,  as  a  giver,  you  now  have  four  Krugerrand  sizes 
to  choose  from— containing  exactly  1/10  ounce,  1/4 
ounce,  1/2  ounce,  and  one  full  ounce  of  pure  gold. 

The  concept  of  four  exact  sizes  was  introduced  as  a 
convenience  for  investors,  but  it  is  also  a  benefit  for 
anyone  who  receives  a  Krugerrand  gift.  For  no  matter 
which  size  Krugerrand  you  give,  the  owner  can  always 
figure  its  value  simply  by  checking  the  current 
world  gold-ounce  price  in  the  dai 
newspapers. 

South  African  Krugerrands 
not  commemorative  medal- 
lions. They  are  legal  tender 
coins  in  their  country  of  origin 
and  are  minted  each  year  as  a 
coin  for  gold  owners.  They  are 


ACTUAL  SIZE 


O  1981  International  Gold  Corporal 


sold  worldwide  and  are  by  far  the  most  sold  gold  coins  in 
the  world. 

You  can  buy  your  Christmas  Krugerrands  right  now 
at  many  local  coin  dealers,  at  precious  metals  com- 
panies and  at  a  growing  number  of  banks.  Just  call  the 
toll-free  number  below  for  the  outlets  nearest  you. 

You  can  also  consider  buying  a  Krugerrand  and 
having  it  mounted  to  be  worn  as  jewelry—  in  a  pendant,  a 
ring  or  a  bracelet— many  jewelers  are  equipped  to  do 
this  and  carry  mountings  to  fit  all  Krugerrands. 

Christmas  is  a  tradition  that  has  endured  through 
the  ages,  and  gold,  through  the  ages,  has  been  man's 
enduring  precious  metal. 

No  gift  at  Christmas  is  more  appropriate. 


FOR  THE  NAMES 
OF  KRUGERRAND  DEALERS 
NEAREST  YOU  CALL 
800-526-7843  EXTENSION  4228 
(IN  NEW  JERSEY,  CALL 
800-522-4503). 


KRUGERRAND  GOLD  COINS 

The  world's  best  way  to  own  gold. 


Third  quarter  1981  earnings— 
before  and  after  adjustments 


Bank 

Reported 
earnings 
per  share 

%  change 
from 
1980 

Special 
factors 

Adjusted 
earnings 
per  share 

Adjusted 
%  change 
from  1980 

Bankers  Trust 

$1.92 

15.0% 

$0.24 

$1.68 

0.6% 

v  1!  ii  UI  |J 

1.02 

i 1 1  31 

0.27 

0.75 

R4  81 

i  i \ ii  1  i iwnt'lT  Mil ii i li k 

1.70 

16.4 

0. 16 

1.54 

5.4 

Crocker  National 

1.21 

(19.3) 

0.54 

0.67 

(55.3) 

Firvt  f~*  h  i  c^ion 

0.85 

26.9 

0.26* 

0.66* 

153.8* 

Manufacturers  Hanover 

2.10 

20.7 

1.311 

1.41t 

(19  0)t 

NCNB  Corp 

0.77 

54.0 

0.06 

0.71 

42.0 

Security  Pacific 

1.80 

1.7 

0.09 

1.71 

(3.4) 

Wells  Fargo 

1.37 

3.0 

0.30 

1.07 

19.5 

"Offset  by  special  charge  to  dispose  ol  nonperforming  assets.  Net,  the  figure  would  be  $0  19    tOffset  by 
a  reserve  of  $21  million  and  an  apparent  extra  large  provision  (another  $21  million)  Nei  impact  was 
$0  69.                                                                                   Source:  Montgomery  Securities 

eluded  a  $44  million  profit  from  the 
sale  of  its  Park  Avenue  headquarters 
building.  Reported  profits  would  have 
been  much  greater,  but  Manufacturers 
Hanover  management  decided  this 
was  an  appropriate  period  to  increase 
the  loan  loss  provision  to  $41  mil- 
lion— more  than  double  the  amounts 
added  in  recent  quarters  and  more 
than  triple  the  loan  loss  provision  for 


the  same  period  last  year. 

Briefly,  the  increase  in  loan  loss 
provisions  about  offset  the  real  estate 
gain.  As  a  consequence,  the  1981  fig- 
ure reflects  operating  reality  fairly 
faithfully.  But  mark  this:  The  big 
bulge  in  loan  loss  provisions  creates  a 
reserve  that  management  can  draw 
down  when  it  wants  to  bolster  operat- 
ing results  in  some  future  period. 


There  may  come  a  time  when  man- 
agement wants  to  utilize  this  cushion 
to  make  earnings  look  better  than 
they  are.  This  being  so,  analysts  can- 
not easily  forecast  earnings  results 
solely  from  their  knowledge  of  operat- 
ing conditions. 

Earnings  forecasts,  therefore,  must 
necessarily  rely  on  what  the  bank  offi- 
cial reveals  to  analysts.  "I  talk  to  bank 
managements  to  get  some  indication 
of  their  loan  loss  provision,  their  bond 
and  foreign  exchange  trading  results," 
says  Geszel.  "They  won't  tell  me  very 
much  about  bond  trading  or  foreign 
exchange  but  do  give  some  guidance 
on  loan  loss  provisions. 

"The  analyst  who  asks  good  ques- 
tions can  come  up  with  a  fairly  close 
representation  of  an  earnings  projec- 
tion. Others  will  have  no  idea  of  what 
reported  profits  will  be."  So  much  de- 
pends upon  management  discretion. 

Bank-employed  financial-relations 
officers,  whose  job  is  to  promote  the 
banks'  shares  among  analysts  and  in- 
stitutional investors,  contend  they  de- 
plore the  carelessness  among  analysts 
who  do  not  delve  into  these  some- 
times major  earnings  aberrations.  The 
financial-relations  officers  won't  al- 
low their  names  to  be  used  for  fear  of 
antagonizing  the  analysts,  but  they 
say  they  are  quite  willing  to  explain 
the  adjustments  to  anyone  who  asks. 


"HERE'S  SOUTHERN  RAILWAY'S  ANSWER  TO  Tl 

THE  LONG  AND... 


Harcld  H  Hall.  President 
Southern  Railway  System 
Washington  D  C  20013 


The  simple  fact  is,  that  the  way 
the  energy  situation  is  today  and, 
undoubtedly,  will  be  tomorrow,  rail- 
roads make  more  sense  for  long 
hauls  than  trucks  do. 

Because  railroads  are  a  lot 
more  energy-efficient  than  trucks  J 

But  does  that  mean  trucks 
will  soon  be  a  thing  of  the  past 
for  the  lumber  industry?  No. 
We  think  trucks  have  a  very 
definite  place  in  the  future  of 
transportation. 

As  long  as  trucks  are 
used  in  the  right  place. 


"But  they  don't  ask,"  one  complains. 

The  list  of  potential  adjustments  for 
influencing  reported  profits  is  long  in- 
deed: Residual  values  in  leased  equip- 
ment can  be  sold,  real  estate  siphoned 
off,  appreciated  venture-capital  equity 
investments  cashed  in. 

The  goal  of  most  bank  managements 
is  to  show  a  consistently  rising  profit 
trend.  They  realize  that  this  smooth- 
ness is  not  easily  obtainable  in  the  real 
world.  But  if  that  is  what  The  Street 
wants,  that  is  what  The  Street  will  get. 
Hence  earnings  "management." 

While  Manufacturers  Hanover  was 
conservative  with  its  real  estate  gains, 
it  got  a  nice  hype  from  the  same  kind 
of  bond-stock  swap  Citicorp  used. 
Bankers  Trust  Co.  and  Wells  Fargo 
have  participated  in  similar  deals. 
Chemical  will  soon  do  likewise. 

J.  Richard  Fredericks,  a  partner  at 
Montgomery  Securities  of  San  Francis- 
co, is  one  of  the  few  bank  analysts  who 
do  extensive  work  on  special  earnings 
adjustments.  Here's  what  he  reports: 

While  third-quarter  "unweighted" 
earnings  results  for  banks  followed  by 
Fredericks  were  up  19%,  this  was 
"not  indicative  of  the  true  change,  as 
the  actual  results  were  lower.  The  pat- 
tern was  really  very  mixed,"  Freder- 
icks says.  Money  center  bank  profits 
seemed  to  rise  37%,  "but  these  gains 
have  to  be  considered  somewhat  illu- 


sory because  they  are  biased  heavily 
by  First  Chicago  Corp.  earnings  ad- 
justments." This  took  the  form  of  a 
sharply  reduced  loan  loss  provision. 

Bankers  Trust  New  York  Corp.  is 
an  interesting  case.  It  recently  told 
stockholders  of  an  18%  gain  in  third- 
quarter  net  to  $1.92  a  share.  Of  this, 
24  cents  was  from  a  bond-stock  swap 
and  12  cents  from  a  sale  of  foreign 
property;  these  two  nonrecurring 
items  contributed  36  cents.  But  a  25- 
cent-a-share  nonrecurring  item  had 
been  deliberately  omitted  from  last 
year's  third  quarter,-  throw  this  in  and 
the  earnings  gain  virtually  disap- 
peared. What's  going  on  here? 

Reading  most  banks'  reports  today 
reveal  similar  anomalies.  Says  analyst 
Fredericks:  "Swings  from  foreign  ex- 
change and  bond  trading  are  becom- 
ing gross  distortions,  and  the  quick  fix 
taken  in  earnings  from  real  estate 
sales,  swaps,  venture  capital  or  other 
courses  is  becoming  alarmingly  regu- 
lar." Banks  as  junkies! 

Fredericks  adds,  "I  am  becoming 
very  concerned  that  some  banks  are 
painting  themselves  into  a  corner  and 
that  future  advances  will  become  to- 
tally dependent  on  a  continuation  of 
these  gains." 

The  table  on  the  opposite  page 
shows  how  banks  have  managed  their 
third-quarter  earnings.  ■ 


The  goal  of  most  bank  man- 
agements is  to  show  consis- 
tently rising  profit.  They  re- 
alize this  smoothness  is  not 
obtainable  in  the  real 
world.  But  if  that  is  what 
The  Street  wants,  that  is 
what  The  Street  will  get. 


IERGY  SHORTAGE  FOR  THE  LUMBER  INDUSTRY." 


...THE  SHORT  OF  IT" 

The  right  job  for  trucks  is  the  short  haui 
where  the  railroad  begins  and  ends. 

We  believe  so  much  in  this  concept,  and 
its  important  implications  for  the  future  of 
this  country,  that  we've  set  up  a  system  to 
capitalize  on  our  advantage  for  long  hauls 
and  trucks'  advantage  for  short  hauls.  We've 
made  interchange  agreements  with  over  180 
trucking  firms  all  over  our  route  to  give  you 
dock  to  dock  service  even  when  your  dock 
isn't  on  our  railroad. 

We  think  the  wave  of  the  future  is 
to  have  each  mode  of  transportation 
do  what  it  does  best. 
We  have  the  energy  for  the  long  haul. 


Ned Mundell  has  made  U.S.  Leasing  one  of 
the  most  successful  independent  compa- 
nies in  a  growing  industry.  Will  the  new 
tax  laws  bring  a  bonanza? 

Daring 
to  be  wrong 


By  Thomas  O'Donnell 


D  E  (Ned)  Mundell,  president  of  United  States  Leasing  International 
Ready  to  ride  the  decline  in  interest  rates. 


Ned  Mundell,  the  president  of 
United  States  Leasing  Interna- 
tional, Inc.,  likes  to  speak  his 
mind.  And  what's  on  his  mind  these 
days  is  the  boom  in  leasing  that's  sup- 
posed to  be  spawned  by  the  new  tax 
law.  Now  troubled  companies  can  sell 
credits  to  moneymaking  companies, 
benefiting  both  enormously. 

"The  boom  can't  be  sustained," 
predicts  Mundell,  a  50-year-old 
chemical  engineer.  "It's  |ust  a  flash  in 
the  pan.  The  chief  executives  of  most 
companies  don't  even  understand 
their  tax  books.  And  even  if  they  did, 
they  wouldn't  go  out  and  build  a  new 
mill  or  factory  because  of  a  few  tax 
goodies." 

Mundell  has  been  talking  this  way 
since  the  language  of  the  tax  bill  start- 
ed to  develop  in  February — and  mak- 
ing very  few  friends  as  a  result.  His 
ideas  have  gotten  a  particularly  chilly 
reception  on  Wall  Street.  That's  be- 
cause investment  banking  houses  are 
gearing  up  to  make  a  bundle  by 
matching  the  sellers  of  tax  benefits 
with  the  buyers.  Beyond  that,  they 
hope  to  market  the  credits  )ust  like 
they  sell  stocks  and  bonds. 

Does  such  criticism  bother  Mun- 
dell: Not  at  all.  He  has  been  involved 
in  leasing  since  1959,  and  he  has  seen 
fads  come  and  go.  "He  knows  the 
business  as  well  as  anybody  in  the 
world,"  says  one  analyst.  Sure,  Mun- 
dell has  made  mistakes,  but  he  has 
also  built  29-year-old  U.S.  Leasing, 
based  in  a  converted  San  Francisco 
warehouse,  into  a  well-managed,  ag- 
gressive and  unique  organization. 

In  fact,  there's  no  competition  quite 
like  it.  U.S.  Leasing  is  the  most  diver- 
sified equipment  lessor  and  the  largest 
independent  national  firm.  Such  com- 
panies as  Commercial  Alliance  and 
PHH  Group  offer  more  specialized 
services.  Others  are  regional  firms, 
such  as  Southwest  Leasing  ik  Rental. 
And  a  third  group,  which  includes 
RCA's  C.I.T.  Financial,  Control  Da- 
ta's Commercial  Credit  and  General 
Electric  Credit,  are  subsidiaries  of  big- 
ger companies. 

U.S.  Leasing  has  come  a  long  way 
under  Mundell,  who  often  commutes 
on  a  Honda  motorcycle.  Since  he  was 
named  chief  executive  officer  in  1976, 
revenues  have  more  than  doubled  and 
earnings  have  lumped  by  over  50% 
More  important,  the  company  has  ac- 
celerated its  diversification  program, 
so  that  it  is  no  longer  dependent  on  a 
few  big  clients.  Pitney  Bowes,  for  ex- 
ample, used  to  account  for  40%  of  its 
business;  now  no  one  lessee  provides 
more  than  1%.  Supersafe,  low-profit 
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Much  ado  about  leasing 


What  Mundell  also  hasn't 
learned  is  how  to  play  the  politi- 
cal game.  Indeed,  he  decries  the 
"frightening"  Washington  log- 
rolling that  produced  the  new 
leasing  law  and  regulations.  At 
first  some  hard-pressed  compa- 
nies in  smokestack  industries 
wanted  a  handout  from  the  gov- 
ernment. "But  the  Treasury  was 
not  that  dumb,"  says  Mundell. 
"They  couldn't  see  cutting 
checks  to  U.S.  Steel  and  other 
companies  every  quarter  for  $5 
million  to  $10  million." 

The  compromise  was  a  sim- 
plified definition  of  a  lease,  al- 
lowing tax  transferability.  What 
that  means,  according  to  Mun- 
dell, is  a  back-door  cut  in  the 
corporate  tax  rate.  All  well  and 
good  until  Treasury  discovered 
it  would  lose  up  to  $9  billion  in 
revenues  every  year.  "When 
they  discovered  they  had  cre- 
ated a  monster,  they  did  a  com- 
plete flip-flop,"  Mundell  ex- 
plains, pointing  out  that  pre- 
liminary regulations,  issued  in 
October,  were  far  tougher  than 
anticipated. 

Now  lobbyists  are  again  on 
the  move,  so  Mundell  expects 
final  regulations  probably  will 
be  relaxed.  "I  happen  to  be  a 
little  cynical  about  these 
things,"  he  says.  "I  saw  the  in- 
vestment tax  credit  instituted 
in  the  1960s,  taken  out  once, 
instituted,  taken  out  again  and 
reinstituted  at  a  higher  level. 
This  looks  like  the  same  thing." 


direct  leasing  now  contributes  only 
40%  to  45%  of  earnings,  down  from 
two-thirds  in  1976.  Highly  profitable 
auto  fleet  leasing  and  short-term  oper- 
ating lease  programs,  meanwhile, 
have  come  on  strong. 

"We've  built  a  more  flexible  rate 
structure,  bettered  productivity  and 
strengthened  the  balance  sheet,"  says 
Mundell,  a  graduate  of  Canada's  Royal 
Military  College,  a  north-of-the-bor- 
der  West  Point.  "We've  learned  how 
to  survive." 

That's  vintage  Mundell.  "He 
doesn't  gild  the  lily.  He  doesn't  glad- 
hand  and  he's  a  little  abrupt,"  says 
one  analyst.  Consider,  for  example, 
Mundell's  view  of  the  supposed  leas- 
ing boom.  The  easy  and  obvious  thing 
for  U.S.  Leasing  to  do  is  join  the 
crowd.  After  all,  less  than  10%  of  the 
company's  earnings  comes  from  large 
leveraged  leases,  the  kind  expected  to 
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at  the  office  running  the  show. 
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You're  fighting  tough  odds: 
illiquidity,  changing  interest  rates, 
high  ininimums,  transaction  costs, 
withdrawal  penalties.  For  long- 
term  investors  the  solid  advan- 
tages of  this  Bond  Fund  can  help 
you  win.  For  the  long-term  in- 
vestor, this  solid  bond  fund  offers: 

□  Low  minimum  investment:  just 
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□  Prompt  liquidity  by  phone. 

□  Free  checkwriting  over  $500. 
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For  more  complete  information,  including  management  fee  and 
other  charges  and  expenses,  obtain  a  prospectus  Read  it  care- 
fully before  you  invest  or  send  money. 
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The  shortest  distance 
between  two  ideas  isn't 
always  a  straight  line. 

A  problem  that  seems  to  defy  solution  often  yields  to  a  flexible 
line  of  thinking.  At  Johnson  &  Higgins  we  try  to  find  a  new 
approach  by  enriching  frames  of  reference.  So  we  dig. 
We  listen.  We  reorient.  And.  sometimes,  by  deliberately  pursuing 
a  tangent,  we  find  ourselves  headed  directly  toward  a  unique 
answer.  An  example:  the  J&H  captive  program  for  the  National 
Association  of  Mutual  Savings  Banks. 

The  NAMSB  Risk  Management  Program:  Implemented 
through  an  industry  insurance  company  managed  by  J&H. 
the  program  has  attracted  two-thirds  of  the  nation's  mutual 
savings  banks.  The  NAMSB  captive  created  an  alternative 
vehicle  for  real  estate  investment  protection  when  traditional 
sources  of  coverage  didn't  measure  up.  For  information  on 
association  captives,  write  or  call  any  J&H  office. 

Johnson  Higgins 

The  Private  Insurance  Broker. 
Thinking  in  a  different  dimension. 
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It  keeps  navigators 
on  course. 


fuel  the  boom.  Mundell  could  put  a  lot 
of  business  on  his  books  by  sending 
his  salesmen  around  the  country  to 
drum  up  deals,  just  as  several  broker- 
age houses  are  doing. 

Independence,  however,  is  a  Mun- 
dell byword— and  perhaps  the  main 
factor  in  U.S.  Leasing's  revival.  In  the 
late  1960s,  for  example,  when  the  in- 
dustry was  agog  over  computer  leas- 
ing, Chairman  Brooks  Walker  and 
Mundell  steered  clear.  "The  econom- 
ics of  most  deals  were  absolute  balo- 
ney," Mundell  says,  reaching  for  an 
ever-present  pipe.  Indeed,  in  a  typical 
deal,  the  life  of  a  computer  was  esti- 
mated at  1 1  years.  When  a  new  gen- 
eration of  computers  came  out  in  less 
than  four  years — outdating  existing 
equipment — some  of  U.S.  LeaSing's 
competitors  went  bankrupt. 

Mundell,  who  sports  a  Harvard 
M.B.A.,  had  his  own  brand  of  trouble 


"The  boom  cant  be  sus- 
tained. It's  a  flash  in  the 
pan.  The  chief  executives  of 
most  companies  don't  even 
understand  their  tax  books. 
And  even  if  they  did,  they 
wouldn't  go  out  and  build  a 
new  mill  or  factory  because 
of  a  few  tax  goodies." 


in  1978.  That's  when  he  bought 
Home  Savings  Association  of  Reno, 
Nev.  for  $17.5  million.  In  1981  Home 
Savings  will  cost  the  company  about 
$1  million,  since  it  has  been  battered 
by  the  same  problem — high-cost 
money  and  long-term,  low-yielding 
mortgages — that's  hurting  the  entire 
S&L  industry.  "Looking  back,  we 
would  have  been  better  off  to  reinvest 
the  money  in  CDs,  T  bills  or  some- 
thing," Mundell  admits. 

More  than  tax  law  uncertainties, 
high  interest  rates  are  U.S.  Leasing's 
immediate  problem.  Net  income  is 
expected  to  rise  only  4%  this  year.  If 
rates  fall,  however,  the  company  will 
benefit  as  much  as  any  bank  or  S&L. 
For  every  1%  decline  in  rates,  earn- 
ings per  share  will  jump  by  about  18 
cents.  "If  rates  are  down  by  just  4%  in 
1982,"  says  Dennis  Ross,  an  analyst 
at  Davis,  Skaggs,  "U.S.  Leasing's 
earnings  per  share  could  jump  to 
$3.50" — a  35%  increase. 

That's  leverage.  But  skepticism  is 
Mundell's  trademark.  "I  don't  think 
the  top  is  for  real,"  he  says.  "I've  been 
wrong  so  often  about  rates  I  don't 
want  to  fool  myself  again."  Is  Mundell 
too  pessimistic?  Perhaps — but  at  least 
he's  crystal  clear  about  where  he 
stands.  ■ 
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TRANSATLANTIC  FUND,  INC. 


Effective  October  1, 1981,  the  minimum  subscription  in  the 
Fund  was  reduced  from  $25,000  to  $5,000. 

Transatlantic  Fund,  Inc.  is  a  no-load,  open-end  diversified 
management  investment  company.  Its  investment  objective 
is  long-term  capital  growth,  primarily  through  investment  in 
a  diversified  portfolio  of  marketable  equity  securities  of 
companies  domiciled  and  operating  mainly  in  countries 
other  than  the  United  States. 

For  more  complete  information  about  Transatlantic  Fund, 
Inc.,  including  charges  and  expenses,  send  for  a  prospectus 
by  writing  to  Kleinwort  Benson  International  Investment 
Limited,  100  Wall  Street,  New  York,  N.Y.  10005.  Read  it 
carefully  before  you  invest. 
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IT  TAKES  VISION 


It  all  began  in  an  underdevel- 
oped area  of  the  Middle  East 
A  small  group  of  enterprising 
people  saw  the  opportunity  to 
help  industry  grow. 
And  grow  it  did. 
That  land  grew  to  be  the  State 
of  Israel.  And  those  few  spirited 
business  leaders  grew  to  be 
Bank  Hapoalim  —  a  major 
financial  institution  with  assets 
over  $17  billion. 

Today,  after  60  years  in  the 
banking  business,  we  have  over 
350  branch  offices  in13  countries 
Including  9  offices  right  here 
in  6  cities  in  the  United  States 
And  still  we  have  vision. 
If  you're  a  forward-thinking 
\Company,  we  have  the  vision 
A  to  help  you  grow. 
J      We  |can  |  offer]  you 
loanjpackages  that  are 
unusually  imaginative  and 
effective.  At  competitive  rates 
And  we  can  promise  you 
personal  attention  from  our  top 
decision-makers. 

Now,  the  question  is.  do 
you  have  vision?  If  so,  call 
Bank  Hapoalim. 

<^j>  Bank  Hapoalim 
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Avco,  the  aviation  company  that  bombed 
as  a  conglomerate  in  the  1960s,  is  return- 
ing home  after  a  decade  of  chasing  fads. 


Prodigal 
son 


Aico's  Robert  Bauman  ( left )  and  James  Ken- 
A  conglomerate  rediscovers  its  roots. 


By  Eamonn  Fingleton 


Avco  Corp.'s  40,000-plus  stock- 
holders aren't  smiling  much 
i  these  days.  The  stock,  which 
sold  at  32  a  few  months  ago,  is  lan- 
guishing at  20,  having  given  up  all  the 
ground  it  gained  in  the  past  five  years. 
Yet,  says  James  Kerr,  64,  who  has  just 
retired  as  CEO,  "I  am  very  happy  with 


what  I  am  leaving  this  company."  Sit- 
ting on  the  other  side  of  the  coffee 
table  from  him  was  Robert  Bauman, 
his  successor  of  three  weeks,  whom 
he  coaxed  away  from  General  Foods. 
What's  Kerr  so  happy  about?  Certain- 
ly not  the  stock  price.  Certainly  not 
the  earnings.  Analysts  reckon  the 
$2.1  billion  (revenues)  conglomerate, 
with  interests  ranging  from  aviation 


and  defense  to  consumer  finance  and 
real  estate,  will  be  lucky  to  make  net 
profits  of  S80  million  in  the  year  to 
November;  high  interest  rates  dam- 
aged both  its  moneylending  operation 
as  well  as  the  makers  of  small  aircraft 
who  buy  its  Lycoming  engines.  The 
1981  figure  compares  with  S120  mil- 
lion last  year  and  is  the  worst  perfor- 
mance since  1976,  when  the  company 
was  still  recuperating  from  near-col- 
lapse in  1974. 

But  that  is  all  behind.  It  was  the 
future  Kerr  wanted  to  talk  about. 

Several  juicy  plums  that  Kerr  has 
been  carefully  nurturing  are  due  to  fall 
into  Bauman's  lap  in  the  next  few 
years — when,  for  instance,  Avco 
starts  making  profits  on  turbine  en- 
gines for  the  Army's  new  Ml  tanks. 
Bauman  is  effusive  about  his  inheri- 
tance. But  even  Wall  Street  analysts — 
who  have  been  grumbling  about  how 
badly  Avco  let  them  down  last  year — 
today  buy  Kerr's  promises.  Merrill 
Lynch's  Carol  Neves,  for  instance,  ex- 
pects Avco  profits  to  double  within 
three  years. 

Behind  the  hoped-for  comeback  is  a 
remarkable  story  of  how  a  conglomer- 
ate has  rediscovered  its  roots  after  a 
prodigal  decade  sampling  every  diver- 
sification fad  served  up  by  Wall  Street. 
Much  of  the  growth  will  come  from 
the  aerospace  and  defense  divisions, 
where  the  company  had  its  origins  in 
the  1920s  and  which  accounted  for 
about  80%  of  sales  until  1964,  when 
Avco  began  a  diversification  binge.  It 
started  cautiously  enough  with  a 
soundly  managed  consumer  finance 
company  and  Paul  Revere  Life,  but 
quickly  moved  on  to  headier  flights  of 
fancy  like  videotape  recordings,  mov- 
iemaking, credit  cards  and  real  estate 
speculation.  For  a  while  Wall  Street 
applauded.  Avco's  price 'earnings  ratio 
topped  20. 

One  by  one,  Avco's  expensively  ac- 
quired baubles  turned  to  dross.  After 
Avco  acquired  it,  the  film  company, 
Embassy,  never  made  another  winner 
like  The  Graduate.  The  videotape  re- 
corder business  was  a  decade  ahead  of 
its  time,  and  its  high-priced  products 
sold  so  badly  it  had  to  be  liquidated. 
By  1974  Avco's  debt  exceeded  equity, 
and  after  a  cash  crisis  then-Chairman 
Kendrick  Wilson  resigned. 

Although  he  had  been  as  gung  ho  as 
his  colleagues  about  diversification, 
Kerr  started,  dutifully  and  efficiently, 
trimming  the  group  back  to  its  pres- 
ent shape — two  business  clusters,  one 
in  aerospace  and  defense,  the  other  in 
consumer  finance  (Avco  Financial 
Services)  and  insurance  (Paul  Revere). 
He  sold  off  the  company's  narrow- 
margined   munitions   factories  but 
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kept  most  of  the  rest  of  the  defense 
side  where  Avco  makes  engines,  air- 
eraft  components  and  strategic-mis- 
sile reentry  systems.  For  a  while  it 
seemed  a  pointless  industry  to  be  in. 
The  Vietnam  War  was  over;  Nixon 
had  visited  Peking,  and  Carter  was 
talking  detente.  Although  the  govern- 
ment paid  most  of  the  bills,  Avco  still 
had  to  spend  heavily  to  keep  together 
its  missile  reentry-systems  experts 
and  a  tank  engine  design  team. 

Kerr's  faith  in  the  tank  engine  team 
paid  off  three  years  ago  when  a 
Chrysler  design  using  an  Avco  engine 
landed  the  contract  for  the  new  Ml 
generation  of  tanks.  The  Army  may 
buy  as  many  as  7,000  over  the  next 
decade  or  so — and  at  the  current  con- 
tract price  of  nearly  $300,000  an  en- 
gine, that's  $2.1  billion  of  business. 


Like  the  father  who  killed, 
the  fatted  calf  upon  the  re- 
turn of  the  prodigal  son,  so 
the  federal  government's 
newly  increased  defense 
spending  offers  a  handsome 
welcome,  perhaps  the  best 
opportunity  that  a  chief  ex- 
ecutive of  Avco  has  had  in 
well  over  a  decade. 


Avco  is  currently  barely  breaking 
even  on  the  program,  turning  out  30 
engines  a  month,  but  it  is  hoping  to 
raise  production  to  60  a  month  by  the 
spring.  By  1984,  when  most  of  the 
startup  costs  will  have  been  recov- 
ered, it  should  start  producing  big 
profits. 

Kerr  and  Bauman  are  avidly  watch- 
ing the  debate  in  Washington  over  the 
future  of  the  proposed  MX  intercon- 
tinental missile.  Kerr  says:  "Our  bet  is 
that  it  will  happen — and  we'll  get  the 
contract  for  the  reentry  system." 
Eventual  production  could  total  100 — 
worth  perhaps  $500  million  to  Avco. 

Just  visible  on  the  horizon  is  a  wing 
contract  for  the  controversial  new  B-l 
bomber.  It  may  never  happen  but  it's 
a  nice  possibility  all  the  same. 

Avco's  commercial  airplane  en- 
gines business  in  Stratford,  Conn,  is 
much  more  than  a  mere  possibility. 
Its  profits  have  been  depressed  in  the 
last  five  years  by  a  $60  million  pro- 
gram to  develop  a  new  helicopter  en- 
gine, the  101,  and  a  commuter  air- 
plane turbo-fan  engine,  the  502.  Both 
developments  will  soon  be  in  full  pro- 
duction. The  101  is  a  turbine,  giving 
more  power  from  a  smaller,  lighter 
unit.  In  the  502,  Kerr  is  gambling  that 
air  travel  in  the  1980s  will  become 
increasingly  fragmented — with  small- 
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er  planes  providing  scheduled  services 
over  shorter  distances  between  small- 
er airports. 

John  Simon,  vice  president  of  Los 
Angeles-based  AMDEC  Securities 
Corp.,  says:  "The  502  fills  a  gap  be- 
tween light  planes  and  full-scale  air- 
liners. If  you  build  a  good  engine  in  a 
new  size  category,  aircraft  manufac- 
turers will  eventually  design  a  plane 
around  it." 

So  far  the  502  is  being  used  to  pow- 
er the  new  twin-engine  Canadair 
Challenger  executive  jet  and  British 
Aerospace's  four-engine  146  commut- 
er airliner.  Kerr  reckons  that  British 
Aerospace  could  eventually  produce 
more  than  350  of  the  146s.  That 
would  mean  1,400  engines — at 
$500,000  each.  Then  there  are  re- 
placement engines  and  spare  parts, 
which  will  be  worth  many  times  the 
original  equipment  sale. 

The  other  bright  spot  in  Avco's  fir- 
mament is  real  estate.  In  its  magpie 
days,  the  company  picked  up  nearly 
14,000  acres  of  undeveloped  Califor- 
nia land  in  Orange  County  and  San 
Diego.  Kerr  hung  on  after  1974  de- 
spite a  zoning  debate  that  seemed  to 
torpedo  development  hopes.  But  Avco 
finally  won  the  zoning  battle  last  year 
and  it  reckons  that  land  yet  to  be 
developed,  on  the  books  at  $76  mil- 
lion, is  worth  $200  million. 

So  Avco,  which  started  life  as  the 
Aviation  Corp.  in  1929,  has  come  full 
circle  as  an  outsider  from  the  food 
business  takes  the  helm.  Like  the  fa- 
ther who  killed  the  fatted  calf  upon 
the  return  of  the  prodigal  son,  so  the 
federal  government's  newly  increased 
defense  spending  offers  a  handsome 
welcome,  perhaps  the  best  opportuni- 
ty a  chief  executive  of  Avco  has  had  in 
well  over  a  decade. 

What  about  the  new  boss?  How  will 
Bauman  change  the  business?  Will  he 
avoid  the  mistakes  that  have  cost  an 
otherwise  excellent  company  so 
much  pain  in  the  past  two  decades; 
That  remains  to  be  seen.  Bauman,  an 
M.B.A.  with  a  restrained  Ivy  League 
style,  is  quite  a  contrast  to  the  ebul- 
lient, outspoken  Kerr.  He  is  not  a  total 
stranger  to  the  business,  because  he 
spent  a  year  as  an  outside  director 
before  becoming  chairman  in  Octo- 
ber. But  he  has  no  background  in  the 
defense  business.  Questioned  on  this, 
he  gives  the  standard  answer:  A  good 
manager  can  manage  anything. 

Bauman  measures  his  words  care- 
fully except  to  say  that  he  would  like 
to  add  a  third  major  leg  to  Avco's 
defense  and  financial  services.  Be- 
yond that  he  says  little:  For  the  mo- 
ment at  least  Avco's  new  chief  execu- 
tive looks  something  of  an  enigma.  ■ 
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IBM'S! 

The  more  you  know  about  IBM,  the  better  for  MDS  Qantei. 
The  reason?  QMRP.  Qantel's  complete  Manufacturing  Re- 
source Planning  system  includes: 

Quotation  Preparation/       Capacity  Requirements 
Printing  Planning 

Master  Scheduling  Inspection  Tracking 

Order  Entry  Inventory  Control 

Customer  &  Sales  Analysis    Shop  Floor  Control 

Job  Costing/Projection        Data  Collection  Interface 

Purchasing/Receiving  Financials 

Material  Requirements  Planning 

Qantel's  system  supports  a  large  scale  user  base  in  a  time 
sharing  environment. 

Qantel's  Job  Costing  System  includes  unique  user  features 
which  give  the  administrator  complete  information  on  current 
cost  and  projected  costs  to  complete. 

Qantel's  Report  Generator  provides  multiple  file  access  to 
give  the  user  his  information  in  his  own  preferred  format-on 
demand. 

And  to  help  you  keep  up  with  changes  in  your  company, 
only  Qantei  has  QICPLAN.  This  future-planning  tool  helps  you 
quickly  analyze  changes  in  product  mix,  volume,  labor  or 
material  costs.  You  can  use  it  for  budgeting,  estimating,  cash 
flow  analysis  and  fixed  asset  accounting,  too. 

QICPLAN  also  automatically  processes  consolidated  reports 
for  multidivisions/companies. 

Does  MDS  Qantei  really  give  you  more  than  IBM?  There's 
only  one  way  to  find  out.  The  coupon  on  the  left  goes  to 
them.  The  coupon  on  the  right,  to  us.  Send  both  and  compare. 


filD5  QANTEL 

a  Mohawk  Data  Sciences  Company 
4142  Point  Eden  Way  •  Hayward,  CA  94545 

O.K.  MDS  Qantei,  you  say  your  Manufacturing  Resource 
Planning  System  is  more  comprehensive.  I  want  proof. 
Send  me  more  information. 

Name   -  

Title  _  

Company    

Address  

City  State  Zip  

Phone(  )  
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At  last,  California  confirms  that  the  law  of 
gravity  applies  to  house  prices,  too. 


Make  me 
an  offer 


By  Ellen  Paris 


T|  he  blue- polyester-suited  auc- 
tioneer stands  in  the  front  yard 
of  a  building  on  the  far  west  side 
of  Los  Angeles.  "Do  I  hear  $127,000?" 
he  pleads.  "Come  on,  we  can't  let  it  go 
for  this.  It's  a  steal,"  he  wails.  "Okay, 
sold  to  the  young  couple  right  there 
for  S126,500."  He  has  just  sold  one  of 
six  condominiums  he  will  auction  off 
this  Sunday  afternoon. 


at  just  how  fast  they  do  come  down. 

How  bad  is  it?  Prices  down  more 
than  20%,  to  judge  by  Bob  Miller,  a 
Los  Angeles  developer  among  those 
caught  building  condos  just  when  in- 
terest rates  streaked  to  20%.  "It  was 
better  for  me  to  bite  the  bullet  and  get 
them  off  the  market,"  says  Miller,  41, 
who  has  been  building  for  15  years. 
His  12  condos — 1,600-square-foot, 
two-bedroom,  two-bath  units — went 
on  the  market  in  July,  priced  at  about 


A  Sunday  afternoon  in  west  Los  Angeles 
"We  cant  let  it  go  for  this.  It's  a  steal. 


You've  heard  of  condomania?  Now 
comes  the  aftermath.  It's  called  condo 
auction,  a  fast-paced  game  in  which 
developers  and  lenders  stuck  with 
hundreds  of  overpriced  condos  in  a 
stagnant  market  are  auctioning  them 
off  one  by  one,  like  cattle.  Lately,  Los 
Angeles  newspapers  have  been  filled 
with  ads  for  weekend  auctions.  Cali- 
fornia, the  land  of  rapidly  rising 
house  prices,  may  be  giving  us  a  peek 


5170,000  each.  After  two  months  of 
watching  his  wallflowers  wilt,  Miller 
knocked  30%  off  the  asking  price  and 
hired  an  auctioneer.  At  his  Nov.  4 
auction,  held  before  67  prospective 
bidders  in  the  project's  garage,  1 1 
units  sold  in  45  minutes.  Average 
price:  5134,000.  Miller,  who  at  least 
broke  even  on  the  deal,  says,  "It's  the 
greatest  feeling  to  know  I  don't  have 
to  think  about  them  anymore." 


On  the  other  hand,  happy  buyers 
are  in  the  driver's  seat  in  Los  Angeles 
for  the  first  time  in  years.  Martin  and 
Cheryl  Parker  had  been  looking  at 
condos  for  a  year,  until  they  bought 
one  at  a  recent  Sunday  afternoon  auc- 
tion. "Three  months  ago  this  unit  was 
selling  for  5130,000,  but  today  we  got 
it  for  5118,500.  We  couldn't  be  hap- 
pier," says  Cheryl,  having  bought  one 
of  the  six  units  that  were  sold  in  30 
minutes.  The  auction  was  conducted 
by  Milton  Gamson  of  Gamson  &. 
Flans,  who  have  held  about  20  such 
sales  since  August. 

Sometimes  auctions  are  precipitat- 
ed by  developers  like  Miller,  who  are 
being  buried  by  heavy  carrying 
charges.  Other  times  the  lenders  step 
in  and  force  the  sale.  Auctioneers  ne- 
gotiate percentage  fees,  generally 
around  the  standard  6%  real  estate 
sales  commission. 

Not  all  of  the  auctions  are  restricted 
to  SI 20,000  condos,  which  by  Los  An- 
geles standards  are  quite  average  in 
price.  Robert  Rouse  &  Associates 
hopes  to  sell  four  Beverly  Hills  condos 
for  about  S300,000  apiece.  They  have 
been  sitting  on  the  market  for  a  year, 
priced  at  5475,000  to  5575,000. 

The  auctions  work  like  this:  A 
minimum  bid  is  advertised  and  in 
some  cases  auctioneers  will  sell  the 
condos  in  advance  to  anyone  willing 
to  pay  the  minimum  price.  Otherwise 
the  auction  begins  with  anywhere 
from  a  handful  of  participants  to  up  to 
200  or  more  potential  bidders,  as  hap- 
pened recently  at  an  auction  of  19 
condos  in  Brentwood,  a  fashionable 
west  Los  Angeles  neighborhood. 

William  Stevenson,  president  of 
Kennedy-Wilson  auctioneers,  says  he 
likes  to  set  the  minimums  low  to  at- 
tract a  crowd.  At  the  Brentwood  auc- 
tion, Kennedy-Wilson  sold  condos  at 
an  average  12%  above  the  minimum. 
Escrow  is  opened  on  the  spot.  In  cases 
like  the  posh  Beverly  Hills  building, 
a  nonrefundable  525,000  cashier's 
check  is  required  of  winning  bidders. 
The  loans?  "If  a  person  qualifies,  I  will 
make  the  loan,  whether  he  bought  by 
auction  or  by  a  conventional  meth- 
od," says  Donald  Prell,  president  of 
Imperial  Creditcorp,  a  subsidiary  of 
Los  Angeles'  Imperial  Bancorp. 

Is  it-  a  good  deal?  For  developers 
once  blinded  by  condomania,  but  now 
sinking  into  a  bog  of  debt,  the  auction 
certainly  is  a  quick  way  out.  But  for 
buyers?  Well,  Cheryl  Parker  was  satis- 
fied with  only  a  9%  price  reduction; 
straight  bargaining  might  have  done 
better.  It's  really  a  matter  of  guessing 
the  bottom  of  the  market,  and  that 
can  be  as  hard  as  forecasting  the  top. 
Ask  any  Los  Angeles  condo  builder.  ■ 
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There  has  never  been  a  better  way  to  own 
The  Gold  Coins  of  Mexico. 


Introducing  Mexico's  new 
1  Ounce,  1/2  ounce  and  1/4  ounce  gold  coins. 


If  you've  been  waiting  for  the  perfect  time  to 
buy  gold,  this  is  the  gold  you've  been  waiting  for: 
The  Gold  Coins  of  Mexico  in  perfect,  even-weight  1  oz., 
!/2  oz.  and  lA  oz.  sizes. 

These  are  annually-dated  coins,  minted  in 
unlimited  quantities  for  people  who  want  to  own  gold  in 
convenient,  ounce-related  sizes.  They're  legal  tender 
and  also  have  a  unique  liquidity.  For  they  're  supported 
by  the  central  bank  of  Mexico,  Banco  de  Mexico,  which 
guarantees  full  redemption  at  a  price  based  on  the  cur- 
rent market  value  of  gold. 

And  since  they  contain  precisely  1 ,  V2,  and  [A 
troy  ounces  of  pure  gold,  you  can  now  invest  precisely 
what  you  want  to  in  gold.  Which  means,  if  you  custom- 
arily buy  one- ounce  coins,  or  keep  your  gold  in  even- 
weight  lots,  you  now  have  a  perfect  opportunity  to  diver- 
sify'your  gold  holdings  with  our  1  oz.  coin.  Or,  if  you 
prefer  to  invest  little  by  little,  you  can  choose  from  our 
smaller,  and  more  affordable,  V2  oz.  and  Va  oz.  coins. 

Due  to.their  even  weights,  it's  even  easier  for 
you  to  determine  the  value  of  these  coins  by  checking 


Actual  size 


the  gold  ounce  price  listed  in  your  daily  newspaper.  . 

And,  because  they're  part  of  the  world's  best- 
selling  series  of  gold  bullion  coins— over  75,000,000 
sold  worldwide— and  minted  for  Mexicds  Federal 
Reserve  Bank,  Banco  de  Mexico,  they  enjoy  a  long  tra- 
dition of  international  acceptability  and  liquidity.  So 
you'll  find  them  easy  to  trade  wherever  you  go. 

What's  more,  if  you're  looking  for  high  liquidity 
and  high  gold  content  in  a  coin,  you'll  find  them  both  in 
our  50-Peso  gold  piece.  With  more  than  1 .2  troy  ozs.  of 
pure  gold  and  over  17,000,000  purchased  worldwide,  ? 
it's  one  of  the  world's  largest  and  most  popular  gold  ' 
bullion  coins. 

As  with  our  50-Peso  gold  piece,  our  1  oz.,  V2  oz. 
and  [A  oz.  coins  are  easy  to  buy  and  resell  around  the 
world  or  around  the  corner.  So  you  needn't  ever  look  far 
to  find  precisely  what  you  want  in  gold. 

And  you  needn't  wait.  Because  The  Gold  Coins 
of  Mexico  are  here— and  everywhere— in  precisely  the 
sizes  you've  always  wanted. 


THE 
GOLD  COINS 
OF 
MEXICO 


'/« oz. 


V2  oz. 


For  information  or  name  of  nearest  dealer, 
call  toll-free:  1-800-223-1035.  In  N.Y.  State,  call  collect:  212-751-9365. 

Or  write:  The  Gold  Coins  of  Mexico,  EO.  Box  1812,  New  York,  New  York  10163 


EXPORT 
AUTHORITY. 

C^£orporation  is  the  number 
bnetrc^portation/naturcd  re- 
sour'ce'company  in  the  nation, 
al  one  of  the  leading  supply 


lines  lor  international  trade.  actually  extends  far  beyo 

The  CSX  Railroads  cover  the  American  shores, 

eastern  half  of  the  United  States  Last  year,  the  CSX  Railrc 

with  a  giant  27,000-mile  freight  led  the  industry  dumping 

distribution  network.  And  with  million  tons  of  coal  for  the 

the  26  Atlantic  and  Gulf  ports  booming  export  coal  mca 

these  railroads  serve,  the  CSX  railroads  handled  ex 

magnitude  of  CSX  operations  of  more  than  20  million  ta 


roods.  Natural  Resources 


I 


Grace  looked  into  oil  and 
made  its  wells  worth  their  while. 

Shouldn't  you  look  into  Grace? 


When  oil  wells  lose  their  natural 
pressure,  it  can  take  more  than  a  pump 
to  keep  the  profits  flowing. 

So  at  Grace,  we  employ  secondary 
recovery  techniques  like  waterf  boding 
and  steam  injection -to  keep  wells 
working  at  maximum  capacity. 

But  low  pressure  isn't  the  only  problem 
that  can  slow  down  oil  production. 
So  Grace's  Energy  Services  Division 
offers  freepoint  and  backoff  services  to 
clear  clogged  wells.  Rig,  pipe  and 
equipment  rental.  And  contract  drilling 
as  deep  as  30,000  feet. 

Last  year,  oil  field  services  like  these 


accounted  for  about  60%  of  Grace's 
total  energy  profits.  And  the  total  after 
tax  operating  income  from  Grace's 
Natural  Resources  Group  increased 
from  $12.5  million  in  1976  to 
$1076  million  in  1980.  That's  an 
average  annual  growth  rate  of  71 .3%. 

Yet  energy  is  only  one  facet  of  Grace's 
total  operations.  Grace,  in  fact,  is  a 
$6  billion  company  with  balanced 
interests  in  chemicals,  natural 
resources,  and  consumer  products. 

Since  1976,  the  company's  net  income 
has  more  than  doubled.  And  our 
shareholders  have  been  receiving  cash 


dividends  for  47  consecutive  years. 

Our  annual  report  will  tell  you  more. 
Send  for  it  by  writing  to 
W.R.Grace  &  Co.,  Grace  Plaza, 
1114  Avenue  of  the  Americas, 
New  York,  NY  10036,  Dept.  FB. 

You'll  find  that  energy  is  just  one  of  the 
reasons  Grace  is  well  worth  looking  into. 


One  step  ahead  of  a 
changing  world. 

GRACE 

chemicals  •  natural  resources  •  consumer  products 


Not  politicians  or  movie  stars,  TV  anchors 
are  the  celebrities  of  our  time.  Those  who 
make  it  to  the  top  become  some  of  the 
highestpaid people  in  their  communities. 


"if  you're  so  good, 
why  the  hell  are 
you  in  Topeka?" 


By  John  A.  Byrne 


URKY       WATER  GURGLING 

around  her  hip-boot-clad 
feet,  Kaity  Tong  stands  in  a 
New  York  City  sewer  to  tell  viewers 
about  hungry  "super  rats"  in  a  six-part 
series.  In  Detroit,  Mike  Wendland 
urges  a  crowd  of  students  gathered  in 
a  dimly  lit  parking  lot  of  a  suburban 
school  to  wildly  wave  beer  and  liquor 
bottles  above  their  heads  for  a  five- 
part  expose'  on  teenage  alcoholism. 
Show  biz?  No,  TV  news  biz.  Tong's  an 
anchor  with  WABC-TV,  Wendland  a 
reporter  for  WDIV-TV. 

If — as  Marshall  McLuhan  said — the 
medium  is  the  message,  the  message 
today  is  the  anchor,  the  face,  voice  and 
the  personality  he  or  she  projects  across 
the  tube  into  the  living  room.  Whichev- 
er station's  anchor  the  itchy-fingered 
viewers  choose  to  deliver  their  news, 
the  more  money  that  station  can 
charge  for  its  advertising.  It  is  a  desper- 
ate game  for  very  high  stakes,  the 
electronic  equivalent  of  the  old-time 
newspaper  circulation  wars,  an  over- 
the-air  version  of  the  box  office  as 
arbiter  of  rise  and  fall  in  movieland. 

"The  anchor  is  Moses,  the  quarter- 
back, the  chairman  and  CEO,  the 
leader,"  declares  Alfred  Geller,  a  for- 
mer Wall  Street  lawyer  turned  agent 
and  coach  for  some  of  the  men  and 
women  who  deliver  the  news.  "He  or 
she  must  be  strong,  warm  and  ener- 
getic, must  love  the  job  and  must 
convey  these  qualities  to  the  audi- 
ence." If  he  can  charm  his  way  into 
the  living  rooms  of  that  most  coveted 
18-to-49  age  group  desired  by  spon- 
sors, the  dynamic  anchor  can  bring 
his  team  higher  ratings  and  ever- 
climbing  revenues  and  profits.  The 
personal  rewards  are  celebrity  and 
earnings  that  can  equal  or  top  those  of 
corporation   chief   executives,  top- 


notch  attorneys  and  brain  surgeons. 

While  $1.6  million-a-year  Dan 
Rather  of  CBS  and  $1.2  million-a-year 
Tom  Brokaw  of  NBC  are  economic 
aristocracy,  quite  ordinary  foot  sol- 
diers in  the  TV  wars  draw  salaries  that 
make  them  among  the  richest  people 
in  their  communities.  Top  anchors  in 
virtually  all  of  the  first  20  markets, 
including  Detroit,  Pittsburgh,  Cleve- 
land and  Denver,  easily  draw  hand- 
some six-figure  salaries.  Even  local 
street  reporters,  weathercasters  and 
sportscasters  can  command  more 
than  $200,000  a  year  in  some  hot 
markets. 

Why?  Well,  let  us  say  you  are 
George  Steinbrenner  and  want  to 


make  your  team,  the  New  York  Yan- 
kees, number  one.  You  scour  the 
league  for  top  players,  you  dispatch 
your  scouts  to  the  minors  to  spot  up- 
coming talent  and  you  put  the  best  in 
pinstripes  by  awarding  them  big  mon- 
ey. If  the  team  wins,  the  stadium 
seats  are  filled  and  the  money  rolls  in. 
Much  the  same  happens  in  local  TV 
news.  Hopefuls  vie  against  each  other 
in  the  more  than  650  "farm  team" 
stations  in  the  hope  of  making  it  to 
the  majors — the  top  ten  markets  and 
network  television.  Your  team's  win- 
loss  record  is  the  newscast's  Arbitron 
or  Nielsen  rating.  As  one  news  direc- 
tor puts  it,  "I  hold  my  breath  for  every 
ratings'  book."  Your  players'  batting 
averages  are  their  Q-scores,  which  tell 
you  how  often  your  audience  recog- 
nizes each  member  of  your  team,  and 
how  much  your  audience  likes  them. 

If  a  hot  player  doesn't  like  the  team 
or  the  money,  he  can  pick  up  his  bat 
and  ball,  cross  the  street  and  put  on  a 
different  uniform — usually  for  bigger 
bucks.  Warner  Wolf,  a  frenetic  44- 
year-old  New  York  sportscaster  who 
tries  to  set  a  record  for  how  many 
times  he  can  say  "Let's  go  to  the 
videotape"  in  each  newscast,  did  just 
that  last  year.  He  parlayed  a  paltry 
$250,000-a-year  job  at  WABC-TV  into 
a  more  than  $400,000-a-year  post  at 
WCBS-TV,  which  makes  him  far  bet- 
ter paid  than  Abe  Rosenthal,  execu- 
tive editor  of  the  New  York  Times.  Be- 
tween May  1980,  just  before  Wolf  de- 
serted, and  May  1981,  according  to 


What's  a  smile  worth?  A  note  of  sincerity? 


Read  this  and  weep,  all  you  "over- 
paid" corporate  executives.  Here, 
according  to  usually  reliable  trade 


gossip,  is  a  nationwide  sampling  of 
what  the  stars  and  rising  stars  of 
the  TV  news  biz  make. 


"Talent" 

Affiliation 

Annual  salary 

Networks 

Dan  Rather 

CBS  News 

$1,600,000 

Barbara  Walters 

ABC  News 

1,300,000 

Tom  Brokaw 

NBC  News 

1,200,000 

David  Brinkley 

ABC  News 

750,000 

Tom  Snyder 

NBC  News 

600,000 

Local  stations 

Connie  Chung 

anchor,  KNXT-TV,  Los  Angeles 

600,000 

Bill  Kurds 

anchor,  WBBM-TV,  Chicago 

500,000 

Storm  Field 

weatherman,  WCBS-TV,  New  York 

500,000 

Warner  Wolf 

sportscaster,  WCBS-TV,  New  York 

450,000 

Roger  Grimsby 

anchor,  WABC-TV,  New  York 

400,000 

Gordon  Peterson 

anchor,  WDVM,  Washington 

370,000 

Bill  Bonds 

anchor,  WXYZ,  Detroit 

300,000 

Dave  Marash 

anchor,  WCBS,  New  York 

300,000 

Kelly  Lange 

anchor,  KNBC,  Los  Angeles 

300,000 

Mort  Grim 

anchor,  WDIV,  Detroit 

250,000 

Russ  Minshew 

weatherman,  WSB-TV,  Atlanta 

130,000 

Chip  Moody 

anchor,  KDFW,  Dallas 

120,000 

Patti  Burns 

anchor,  KDKA,  Pittsburgh 

110,000 

Don  Wayne 

anchor,  WHIO,  Dayton 

100,000 

Dick  Knipfing 

anchor,  news  director,  KOB-TV,  Albuquerque 

80,000 
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Arbitron,  WABC-TV  lost  three  ratings 
points  on  its  1 1  p.m.  newscast,  while 
WCBS  picked  up  two.  A  single  ratings 
point  in  New  York  for  the  1 1  p.m. 
news  is  worth  more  than  $1  million 
in  revenues.  With  a  larger  audience,  as 
measured  by  the  ratings,  a  station  is 
able  to  increase  its  advertising  rates. 
Not  surprisingly,  WABC  was  so  fear- 
ful it  would  lose  another  of  its  stars, 
weatherman  Storm  Field,  that  it 
agreed  to  give  him  $500,000  a  year, 
which  is  a  little  more  than  the  chair- 
man makes  at  AT&T.  Bill  Kurtis,  an 
anchor  at  WBBM  in  Chicago,  has  re- 
portedly seen  his  salary  rise  from 
$100,000  six  years  ago  to  $500,000 
now.  Gordon  Peterson,  an  anchor  at 
WDVM  in  Washington,  D.C.,  is  said 
to  draw  $370,000  a  year,  up  from  a 
measly  $27,000  in  1972. 

News — accounting  for  only  two  to 
three  hours  of  programming  a 
day — can  bring  in  up  to  a  third  of  a 
local  station's  revenues.  WABC'sfye- 
witness  News,  Wolf's  former  employer, 
generates  $40  million  of  WABC's 
gross  receipts  each  year.  News  is  ex- 
pensive and  perishable  but  the  stakes 
make  spending  worthwhile. 

"If  I'm  successful  in  gaining  an  au- 
dience, I  translate  into  revenue  which 
dwarfs  my  present  salary,"  argues 
Dave  Marash,  an  anchor  at  WCBS  in 
New  York.  Marash  just  signed  a  six- 


year  package  of  $300,000  in  the  first 
and  $585,000  by  the  fifth  year.  Not 
bad  for  sitting  in  a  chair  and  reading  a 
script  based,  more  often  than  not,  on 
somebody  else's  reporting. 

"Nobody  ever  holds  a  gun  to  any- 
body's head.  I  tell  you  what  a  person  is 
worth.  You  pay  me  or  you  don't." 
That's  Richard  Leibner  talking,  the 
superagent  who  got  Rather  his  $8  mil- 
lion five-year  contract  to  succeed  Wal- 
ter Cronkite.  "It  is  a  marketplace,  like 
any  other  marketplace,"  says  Richard 
Wald,  senior  vice  president  for  ABC 
News.  "We  see  these  numbers  escalat- 
ing enormously,  but  we're  all  part  of 
escalating  them." 

Still,  moms  and  dads  better  think 
twice  before  prodding  their  attractive- 
ly coiffured  sons  and  daughters  in 
front  of  the  glaring  lights.  Of  the 
20,000  or  so  people  in  TV  news,  fewer 
than  250  sit  in  anchor  chairs  at  net- 
work and  top-ten  market  levels.  Jour- 
nalism schools  alone  churn  out  almost 
2,000  annually  who  seek  jobs  in 
broadcasting,  while  another  12,000 
are  still  studying  with  the  notion  of 
becoming  the  next  Dan  Rather  or  Bar- 
bara Walters. 

And  it  is  a  high-strung,  pressure- 
filled  business,  littered  with  the  disen- 
chanted and  unsuccessful.  "Around 
here,"  says  Bob  Totten,  news  director 
for  KTSB-TV  in  Topeka,  the  141st 


market,  "you  tend  to  see  people  who 
are  on  their  way  up  or  on  the  way 
down.  That  means  we  have  less  of  an 
ego  problem  because  all  you  have  to 
say  is,  'If  you're  so  good,  what  the  hell 
are  you  doing  in  Topeka?'  " 

TV  news  people  are  a  nomadic 
bunch.  Nearly  a  third  of  anchors 
change  jobs  or  stations  every  year. 
Those  who  don't  move  up  to  bigger 
markets  often  fall  down  to  smaller 
ones  or  are  demoted  to  reporters  and 


"If  the  ratings  fall,  first  you 
change  the  set.  Then  you 
change  the  anchor's  tie, 
then  his  hair  and  finally  the 
anchorman  himself.  If  that 
doesnt  work?  Then  you 
pack  your  bags." 


behind-camera  positions.  Behind  the 
scenes  the  news  directors,  who  hire 
and  fire  the  talent,  themselves  gener- 
ally last  little  more  than  two  years  at  a 
station.  "If  the  ratings  fall,  you  first 
get  to  change  the  set,"  quips  Robert 
Allen,  news  director  of  KOTV  in  Tul- 
sa. "Then  you  change  the  anchor's  tie, 
then  his  hair  and  finally  the  anchor- 
man himself.  If  that  doesn't  work- 
Then  you  pack  your  bags." 

Notwithstanding    the  continued 
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Planes  that  circle  Earth 

40  times  a  day. 

Here  at  McDonnell  Douglas,  highly-trained  minds  working  together 
have  created  new  standards  of  excellence  in  air  travel.  The  DC-10 
fleet  spans  oceans,  countries  and  continents,  flying  a  million 

miles  a  day  to  more  places  more  often 
than  any  other  wide- 
cabin  jetliner. 


success  of  such  older,  distinguished- 
looking  newsmen  as  Cronkite,  most 
find  that  aging  isn't  healthy  in  the 
business.  If  it's  the  failing  arm  or 
heavy  leg  that  signals  the  end  of  a 
baseball  player's  career,  it's  the  wrin- 
kling face  or  receding  hairline  that 
spells  doom  for  the  local  station  an- 
chor. "I  have  yet  to  see  any  fat,  bald 
and  squeaky- voiced  anchors,"  con- 
cedes a  now  graying  Chet  Curtis,  44, 
an  anchor  at  WCVB  in  Boston.  Wom- 
en tend  to  drop  out  even  more  quick- 
ly. "You  can't  even  send  out  a  tape  of 
a  mature  woman,"  grouses  Carole 
Cooper,  Leibner's  wife  and  an  agent 
who  watches  the  local  stations.  "If 
they  haven't  had  their  face  lifts  by  the 
time  they're  in  their  late  thirties, 
they've  had  it." 

Benita  Feurey,  who  called  it  quits 
last  year  after  four  years  with  WNBC- 
TV  in  New  York  as  its  consumer  af- 
fairs reporter,  says  she  had  her  nose 
narrowed  to  keep  up  with  the  new, 
incoming  stunning  competition. 
"When  they  started  hiring  ex-models, 
I  changed  my  looks,"  says  the  short, 
41 -year-old  brunette. 

Physical  attractiveness  aside,  what 
does  it  take  to  make  the  big  time- 
You  must  be  perceived  by  your  audi- 
ence to  be  warm  and  friendly.  You 
must  communicate  warmth  over  the 
screen  and  in  person.  Stations  encour- 


age their  anchors  to  give  talks  before 
the  local  Rotary  and  Kiwanis  clubs, 
put  in  appearances  at  local  retail 
stores  and  smile  in  front  of  boy  and 
girl  scout  troops.  One  Boston  weath- 
erman visits  schools  weekly  to  talk 
about  the  rain  and  snow,  leaving  be- 
hind a  trail  of  cards  that  show  a  cari- 
cature of  him  with  a  tie  that  changes 
color  according  to  the  weather. 

Some  of  the  people — usually  the  an- 
chors, sportscasters  and  weather- 
men— are  hired  like  the  leading  actors 
in  a  stage  production  or  movie,  with- 
out regard  to  journalist  credentials," 
complains  Ted  Koppel,  the  anchor  for 
ABC  News'  Nightline ,  a  late-evening  net- 
work news  show.  But  why  not?  This 
is  show  biz. 

The  people  who  do  the  actual  re- 
porting don't  make  that  kind  of  mon- 
ey, but  some  of  TV's  lavishness  does 
wear  off  on  them.  By  and  large  they 
make  considerably  more  money  than 
their  counterparts  in  print  media.  Be- 
cause of  union  rules,  top  reporters  at 
major  stations  can  be  guaranteed 
minimum  salaries  of,  say,  $1,000  per 
week.  That's  almost  always  more 
than  a  top  reporter  can  earn  on  the 
local  newspaper.  The  weekly  mini- 
mum breaks  down  to  a  base  pay  of 
$750  plus  $50  for  each  newscast,  $25 
for  each  story  and  another  $25  every 
time  their  face  appears  on  the  screen. 


They  also  get  paid  overtime,  and  the 
overtime  quickly  mounts. 

The  really  big  money,  however, 
goes  to  over-the-air  personalities.  For 
them  exposure  is  all-important.  The 
more  you  are  on  the  air,  the  more 
familiar  you  become  to  the  audience 
and,  it  is  hoped,  the  more  indispens- 
able. One  agent  counsels  his  clients  to 
take  their  vacation  time  during 
Christmas  and  New  Year's.  "Every- 
body's drunk  and  at  parties  then,  no- 
body's watching  the  news.  This  way 
you  won't  lose  vital  exposure  time." 

William  Morris,  a  talent  agency 
that  represents  Clint  Eastwood  along 
with  Barbara  Walters,  helped  Kelly 
Lange,  once  a  weathergirl  for  KNBC 
in  Los  Angeles,  secure  a  contract  that 
has  guaranteed  her  celebrity  status. 
The  contract  made  her  an  anchor,  re- 
portedly doubled  her  salary  to  nearly 
$300,000.  On  top  of  that  it  provided 
her  with  national  exposure  by  stipu- 
lating that  she  be  given  assignments 
as  a  guest  host  of  NBC's  Today  show 
for  two  weeks  each  year  and  cohost  of 
the  Tournament  of  Roses  Parade.  In 
TV-land,  as  in  movieland,  agents  are 
all-important. 

But,  for  the  vast  majority  of  hope- 
fuls shoving  microphones  at  faces  in 
Ft.  Wayne,  Ind.  or  Hannibal,  Mo., 
climbing  to  the  majors  can  be  a  seem- 
ingly endless  effort  of  making  con- 
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five  times  faster. 

UNIGRAPHICSr  a  computer- 
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is  just  one  of  hundreds  of  computer  systems 
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Quietest  plane  of  its  size. 

Our  new  Super  80  is  half  as  loud  on  takeoff  as 
any  other  jet  in  its  class.  It  carries  more  passengers 
more  comfortably  on  30%  less  fuel  than  todays 
most  widely-flown  airliner. 


tacts  and  sending  out  tapes.  Take 
Cora- Ann  Mihalik,  an  ebullient  27- 
year-old  attractive  blonde,  but  not  ex- 
actly your  household  name.  After 
graduating  from  a  New  Jersey  state 
college  in  1976,  she  landed  a  reporting 
and  anchoring  job  in  1976  with  the 
ABC  affiliate  station  in  Springfield, 
Mass.,  the  93rd  market,  for  $160  a 
week.  "I  was  living  in  an  apartment 
tour  flights  up,  with  a  bathroom  in  the 
hallway  and  cockroaches  under  the 
rug."  Before  getting  her  next  job  three 
years  later  at  the  CBS  affiliate  station 
in  Harrisburg,  Penna.,  she  mailed  out 
60  videotapes  (at  $22  a  tape  plus  $8  for 
postage  and  insurance)  of  herself  to 
local  markets  around  the  country. 
One  station  in  Dallas  alone  asked  for 
four  different  videotapes  of  her  in  ac- 
tion, but  still  didn't  hire  her.  Two 
months  ago  and  another  35  tapes  lat- 
er, she  leaped  to  Cleveland's  WJKW- 
TV,  the  9th  market,  from  Harrisburg, 
the  52nd  market.  A  less  determined 
person  would  have  chucked  it  long 
before. 

Hopefuls  don't  do  all  the  looking. 
For  the  past  six  and  a  half  years  Bill 
Slatter  has  crisscrossed  the  country  as 
a  talent  scout  for  NBC's  five  owned 
and  operated  stations.  He  visits  the 
top  50  or  60  markets  every  year, 
checking  into  a  hotel  room  with  a  TV 
so  he  can  monitor  the  local  stars.  Slat- 
ter will  steal  "talent"  from  competing 
network  affiliates  before  he  will  pick 
on  an  NBC  station,  of  course,  and  will 
look  at  more  than  2,000  people  a  year. 

Stations  understandably  fight  when 
a  hot  personality  wants  to  jump  a 
contract. 

When  Ted  Turner's  Cable  News 
Network  tried  to  hire  WABC-TV 
newsman  John  Johnson  in  New  York 
last  year,  the  station  would  not  let 
him  go.  Johnson,  who  was  offered 
more  than  $200,000  a  year,  sued  to  get 
out  of  his  $125,000  annual  contract, 
but  he  is  still  with  WABC. 

A  local  station  in  Denver  was  re- 
cently more  successful  in  luring  the 
opposition.  After  Roger  Ogden,  news 
director  for  top-rated  KBTV,  got  his 
station  the  highest  audience  share 
(53%  for  the  10  p.m.  news)  of  any  in 
the  top  20  markets,  competing  KOA- 
TV  enticed  him  and  his  two  top  aides 
across  the  street.  Ogden,  now  general 
manager  of  KOA-TV,  has  hired  an  ex- 
tra 20  news  people,  opened  a  Wash- 
ington bureau  and  will  pour  an  addi- 
tional $1.5  million  into  the  news  bud- 
get next  year  in  an  effort  to  topple 
KBTV's  impressive  number  one 
standing.  If  Ogden  succeeds,  "It  will 
be  worth  in  the  millions  to  us." 

As  Walter  Cronkite  used  to  say, 
"That's  the  way  it  is."  ■ 


2  +  1  =  $2  million 


Boston  is  a  hell  of  a  news  town," 
says  Jim  Thistle,  news  director 
of  ABC  affiliate  WCVB-TV.  A  hell 
of  a  place  for  a  television  news 
ratings  war,  too. 

After  three  decades  of  domi- 
nance, the  local  NBC  affiliate  had 
been  vanquished  by  Thistle's  re- 
vamped news  team,  which  finally 
grabbed  a  larger  audience  share  for 
its  newscasts.  In  a  market  where  a 
single  ratings  point  could  be  worth 
a  cool  million,  those  three  extra 
points  could  bring  two  or  three 
million  dollars  in  extra  advertising 
revenues  for  WCVB. 

How  did  Thistle  do  it?  By  assem- 
bling a  winning  team  and  benefit- 
ing from  his  competitor's  mis- 
takes. He  brought  back 
Tom  Ellis,  once  Boston's 
preeminent  anchorman, 
who  had  left  WBZ  in  1975 
for  New  York's  WABC- 
TV,  where  he  flopped; 
WABC  dropped  the  broad- 
shouldered,  resonant- 
voiced  anchor  even  before 
his  $200,000-plus  per  year 
three-year  contract  ex- 
pired. Back  he  went  to 
Boston,  this  time  to  his 
old  rival,  WCVB,  earning 
$150,000. 

"When  Tom  Ellis  came  Synerg) 
back  to  town,  a  lot  of  peo- 


point  its  weatherman  would  step 
on  a  scale  before  giving  the  weath- 
er to  see  how  his  diet  was  going. 
Boston  viewers  turned  off. 

As  the  ratings  began  to  slide  at 
WBZ,  the  anchor  desk  also  became 
a  merry-go-round.  The  station's 
leading  anchor,  Jack  Williams,  was 
bumped  off  the  main  6  p.m.  and  1 1 
p.m.  newscasts,  and  a  younger 
newscaster,  Chris  Marrou,  was  im- 
ported from  Texas  to  replace  him. 
Marrou  bombed  and  was  sent  back 
to  San  Antonio.  For  a  while,  Liz 
Walker,  Boston's  only  black  anchor 
and  WBZ'  weekend  anchor,  as- 
sumed her  place  with  Williams'  old 
partner  on  the  news,  Toni  Pepper. 
Now  Williams,  a  blond,  immacu- 


at  WC\'B:  Chet,  Tom  and  Natalie 


pie  wanted  to  see  what  old  Tom 
was  doing,"  says  Jeff  Rosser,  news 
director  at  WBZ.  "They  looked  for 
Tom  and  found  Natalie  Jacobson." 
Jacobson,  38,  was  one  of  Ellis'  two 
new  co-anchors  at  WCVB.  She 
quickly  became  the  most  respected 
anchor  in  town. 

Yet  for  years,  she  and  her  co- 
anchor  husband,  Chet  Curtis,  had 
languished  in  the  ratings.  But 
when  news  director  Thistle 
teamed  Ellis  with  the  husband- 
and-wife  pairing  in  1978,  he  sup- 
plied the  synergy,  the  magic  ingre- 
dient. The  following  year,  they 
snared  the  11  p.m.  lead.  "When 
that  light  on  the  camera  goes  on, 
Tom  fires  the  news  at  you.  Natalie 
comes  across  as  a  real  role  model 
for  women.  She  exudes  class.  Chet 
is  the  reporter's  reporter."  Thus 
does  two  plus  one  equal  $2  million 
in  TV  arithmetic. 

Challenged,  rival  WBZ  went 
"happy  talk":  Its  anchors  joked 
and  giggled  on  the  air,  and  at  one 


lately  dressed  man,  is  back  with 
Walker,  but  WCVB  still  leads. 

Sour  grapes,  perhaps,  but  Rosser 
argues  that  WCVB  got  a  boost  part- 
ly because  of  favorable  local  and 
national  press  coverage.  What  real- 
ly got  him  hot  under  the  collar  was 
a  New  York  Times  story  about 
WCVB  in  February  with  the  head- 
line: "Some  Say  This  Is  America's 
Best  Station."  "Give  me  a  break," 
complains  Rosser.  "That  headline 
said  everything  except  'It's  for 
sale.'  "  Five  months  later,  Metro- 
media Inc.  agreed  to  buy  WCVB 
from  Boston  Broadcasters  Inc.  for 
$220  million,  more  than  anyone 
has  ever  paid  for  a  single  station. 

The  war  between  the  two  news 
departments  remains  hot.  "I'm  al- 
ways looking  over  my  shoulder," 
admits  Thistle  of  WCVB.  Adds  an- 
chorman Chet  Curtis:  "We 
scratched  and  clawed  and  kicked 
for  a  number  of  years  to  get  where 
we  are.  We're  not  going  to  relin- 
quish our  lead." — Jon  Schriber 
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STAR-KIST  HASN'T  PAID  A 
REIGHT  BILL  IN  OVER  A  YEAR. 


Or  worried  about  one. 

Because  Bank  of  Boston's  Freight  Payment  Plan 
pays  their  bills  for  them. 

We  think  that  freight  rates  are  high  enough, 
bu  shouldn't  have  to  deal  with  the  high  cost  of 
aying  them. 

That's  why  we  screen  Star-Kist's  invoices  for 
rrors,  catching  one-third  more  errors  than  their 
revious  payment  system. 

And  when  we  pay  their  bills,  we  let  Star-Kist  use 
eir  $25  million  worth  of  freight  payment  money 
ntil  the  moment  the  carrier  receives  credit. 

In  addition  to  improving  the  company's  cash  flow, 
ur  freight  payment  service  is  helping  Star-Kist  improve 
flow  of  goods  by  rail,  truck  and  piggyback. 
In-depth  management  information  reports  have 
een  invaluable  to  the  improvement  of  Star-Kist's 
nationwide  distribution  system.  Resulting  in  a  sub- 
stantial decrease  in  working  inventory  levels,  and 
hefty  reductions  in  necessary  working  capital. 

In  California,  Bank  of  Boston  pays 
Star-Kist's  freight  payment  bills  for  less  than  they 
can  do  it  in-house. 

That's   what  we've  done  for 


THE  FIRST  NATIONAL  BANK  OF  BOSTON 

BANK  OF  BOSTON 

CAN  DO  IT  FOR  YOU. 


If  such  leaders  as  IBM  and  Caterpillar  don't  join  in  today's 
acquisition  rush,  what  is  a  class  act  like  Bechtel  doing  there? 

Bechtel's  biggest  job 
constructing  its 
own  future 


By  Michael  Kolbenschlag 


BEFORE    0    O  CLOCK  EACH 

morning,  Chairman  Ste- 


phen D.  Bechtel  Jr.  takes  the  elevator  to  the  14th  floor  of 
Bechtel  Group  headquarters  at  50  Beale  Street  in  San 
Francisco.  But  his  office  is  on  the  23rd  floor.  Methodically, 
he  climbs  the  remaining  nine  flights.  The  stair-climbing, 
actually,  isn't  intended  as  exercise  so  much  as  a  form  of 
self-discipline — the  same  kind  of  self-discipline  that  has 
Steve  Bechtel  flying  economy  on  most  of  his  ceaseless 
prowling  of  the  globe.  Settled  behind  his  desk,  he  begins  a 
typical  13-hour  workday  devising  ways  to  keep  the  family 
engineering  and  construction  company — and  accompany- 
ing family  fortune — growing,  secure  and  private. 

The  keeper  of  this  puritanical  schedule  is,  at  56,  a 
wealthy  man  with  a  personal  fortune  estimated  at  about 
$200  million.  His  father,  Stephen  D.  Bechtel  Sr.,  81,  is  said 
to  be  worth  close  to  $750  million.  Round  it  out  and  you 
have  a  family  fortune  of  $1  billion.  A  stranger  might  well 
conclude  that  the  wisest  thing  the  Bechtels  could  do  is 
walk  away  from  their  business  tomorrow,  invest  their 
wealth  in  the  municipal  bond  market  and  clip  $2  million  a 
week  worth  of  tax-free  coupons.  A  world  where  many 
confuse  the  drive  of  businessmen  with  sullen  greed  could 
see  that  as  an  option. 

Tlhere  is  a  pride  of  accomplishment  that  transcends  mere 
money-counting.  And,  in  Bechtel's  case,  what  an  ac- 
complishment it  is.  This  privately  owned  company  will 
book  $8.3  billion  in  revenues  this  year  and  employs  42,000 
technical  and  60,000  nontechnical  workers.  It  all  began 
with  an  earth-moving  business  run  by  Bechtel's  German 
immigrant  grandfather  late  in  the  last  century. 
So,  why  does  Steve  Bechtel  feel  he  has  to  work  so  hard? 
A  sharp  worldwide  recession  can  hurt  an  engineering 
company  with  its  high  overhead  in  salaries — a  Bechtel 
project  engineer  makes  $53,000.  The  potential  for  losses, 
as  competition  heats  up  internationally  and  as  customers 
demand  fixed-price  bids,  is  haunting.  Losses  can  quickly 
erode  the  thin  capital  bases  found  in  this,  or  any  other, 
service  industry.  Bechtel's  equity  is  just  over  $400  million. 
The  return  on  investment,  and  the  cash  flow,  are  good;  but 
there  is  daily  risk,  hourly  risk  all  across  the  globe. 

Bechtel  sees  a  new  peril  arising  in  a  litigious  world 
where  his  company  designs  and  builds  ever  larger  and 
more  sensitive  projects:  Bechtel  has  built  44%  of  the  75 
nuclear  plants  now  operating  in  the  U.S.  and  is  working  on 
a  third  of  the  69  under  construction.  "There  are  states 
where  the  laws  now  prevent  the  owner  from  holding  the 
engineering  and  construction  company  harmless,"  says 


mi*  nm 


Bechtel,  peering  over  Ben 
Franklin-style  spectacles. 
"There  have  been  some 
very  major  exposures — 
lawsuits  in  which  damage 
is  assessed  on  the  ability 
to  pay  rather  than  on  real- 
ized damage." 

To  help  insulate  his 
company,  Bechtel  in  1980 
reversed  the  corporate 
pattern  of  the  last  decade 
and  combined  his  three 
main  operating  compa- 
nies— $3.3  billion  (rev- 
enues) Bechtel  Power  Co., 
$1.3  billion  Bechtel  Petro- 
leum and  $3.1  billion 
Bechtel  Mining  &  Miner- 
als— into  a  single  Bechtel 
Group  Inc. 

Having  thus  centralized 
the  operating  companies, 
he  took  some  $300  mil- 
lion in  assets — $148  mil- 
lion in  operating  assets 
such  as  Bechtel  office 
buildings,  and  another 
$150  million  in  family  in- 
vestments in  oil  and  gas, 
real  estate  and  venture 
capital  plays— and  placed 
them  in  two  new  investment  companies.  They  are  called 
Bechtel  Investments  Inc.  and  Sequoia  Ventures  Inc.  BI  is 
within  the  Bechtel  Group  holding-company  structure  and 
Sequoia  is  outside  of  it. 

Three  Mile  Island  has  wrecked  a  once-great  utility  com- 
pany, General  Public  Utilities.  Losses  on  just  one  big  fixed- 
price  contract  reduced  Envirotech  from  a  diversified  anti- 
pollution company  to  a  shadow  of  itself.  Supposing  a 
Bechtel-built  dam  were  to  collapse?  Or  a  Bechtel  nuclear 
plant  to  leak?  A  mere  $400  million  in  capital  wouldn't  go 
very  far. 

To  help  guard  against  this,  Bechtel  has  been  separating 
its  operating  companies — composed  chiefly  of  people,  of 
brains — from  its  physical  assets,  thus  at  least  partly  put- 
ting the  assets  beyond  the  reach  of  venal  lawyers  and 
antibusiness  groups. 
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That's  precautionary.  In  a  more  positive  vein,  Bechtel  is 
diversifying  to  broaden  the  range  of  its  assets  and  give  it 
added  protection. 

There's  yet  another  reason  for  diversification.  Maintain- 
ing engineering  capabilities  requires  huge  overhead.  You 
can't  lay  your  top  people  off  if  business  lags.  If  business 
suddenly  picks  up  you  must  have  the  staff  to  handle  it. 
There  are  enough  uncertainties  today  to  cause  problems  in 
this  respect  for  Bechtel.  With  oil  prices  slipping,  the  pres- 
sure for  developing  coal  and  synthetics  is  dwindling;  yet 
the  situation  could  reverse  suddenly.  Or  take  nuclear  pow- 
er. Bechtel  is  a  leader  here,  but  no  new  domestic  nuclear 
power  plants  have  been  ordered  since  1975.  Bechtel  has 
the  $  1  billion  job  of  cleaning  up  Three  Mile  Island,  but  after 
that?  If  business  starts  going  sour,  the  more  assets  and 
income  Bechtel  has  from  outside  the  engineering  business, 
the  healthier  its  engineering  capabilities  can  remain. 

Steve  Bechtel  loves  the  engineering  business  and  didn't 
want  to  be  diverted  from  it.  He  was  acutely  aware  of  the 
need  to  diversify.  "We  are  determined  to  do  it  without 


Steve  Bechtel  at  Beulab,  N.D.  's  Coyote  power  plant 
Engineering — the  first,  but  not  the  only  business. 

distracting  our  management  from  engineering  and  con- 
struction," he  says.  Therein  hangs  perhaps  the  most  inter- 
esting part  of  this  tale.  In  an  age  when  diversification  has 
become  so  commonplace,  Bechtel's  approach  is  refresh- 
ingly different.  Drawing  on  its  own  technological  exper- 
tise, Bechtel  is  trying  to  diversify  in  a  way  that  owes  more 
to  venture  capital  techniques  than  to  the  more  conven- 
tional corporate  acquisition  that  is  at  its  heavy-handed 
worst  in  Mobil's  frequent  forays. 

Tlo  head  the  effort,  Bechtel  chose  no  newly  minted 
M  B. A.  but  one  of  the  most  solid  figures  in  American 
public  life,  George  Shultz,  60,  one  of  the  few  living  Ameri- 
cans who  has  made  distinguished  marks  in  three  fields — 


academia  (as  dean  of  the  University  of  Chicago  Graduate 
School  of  Business),  in  government  (as  President  Nixon's 
Treasury  Secretary)  and  now  in  business  as  president  of 
Bechtel  Group. 

There  are  three  chief  principles  involved  in  Shultz'  di- 
versification for  Bechtel: 

1)  Don't  go  too  far  afield.  Shultz  expressed  this  thought 
drily  to  Forbes:  "We  observe  that  people  who  have 
reached  far  out  from  the  stream  of  their  own  experience 
have  not  done  well." 

2)  Don't  get  into  anything  where  you  have  to  provide 
management,  because  that  would  divert  attention  from 
the  basic  business. 

3)  Invest  in  businesses,  don't  try  to  run  them.  Steve 
Bechtel  makes  it  clear  he  wants  no  such  takeovers  as  that 
of  St.  foe  Minerals  by  his  rival  Fluor  Corp.,  where  the  tail 
ends  up  wagging  the  dog. 

To  date  Sequoia  Ventures  has  been  the  more  active  of 
the  two  investment  groups.  Its  investments  are  in  energy, 
a  field  the  parent  knows  well:  1980's  purchase  of  Dual 
Drilling  Co.  of  Wichita  Falls,  Tex.;  the  purchase  a  few 
months  later  of  10%  of  the  undeveloped  oil  and  gas  leases 
of  Mesa  Petroleum,  and  the  recent  $39  million,  or  25%, 
interest  in  the  undeveloped  oil  and  gas  leases  of  Dallas' 
Lear  Petroleum.  Added  to  this  last  April,  for  a  reported  $18 
million,  there  was  the  purchase  of  Wall  Street  investment 
banker  Dillon,  Read  &  Co. 

Sequoia,  Shultz  explains,  will  be  the  vehicle  for  nonen- 
gineering-related  investments — little  acorns.  "We  can  af- 
ford as  a  private  company,"  he  says,  "to  make  investments 
that  we  have  to  be  patient  with." 

Tlhe  other  diversification  arm,  Bechtel  Investments,  now 
holds  the  operating  real  estate — eight  Bechtel  office 
buildings  in  cities  from  San  Francisco  to  London — and  the 
$15.5  million,  14%  ownership  of  the  Houston-based  oil 
services  company,  Welltech  Inc.  But  ultimately  it  will  be 
the  vehicle  for  Bechtel  to  take  a  percentage  ownership  in 
the  projects  it  is  working  on. 

With  a  piece  of  ownership  in  the  pipeline  or  mine,  refinery 
or  power  plant  it  builds,  Bechtel  will  get  its  service  fees  and 
its  dividend  to  boot — a  stream  of  continuing  profits  from  the 
operating  entity,  which  it  built  and  partly  owns. 

Most  recently,  Bechtel  bought  Dillon,  Read,  a  respect- 
able old  Wall  Street  firm  that  has  worked  with  it  on  project 
financing  in  the  past.  One  reason  for  this  foray:  Dillon, 
Read's  inclusion  in  Sequoia  Ventures  makes  that  family 
investment  company  a  professional  broker  dealer  and  thus 
subject  to  lower  taxes  on  its  investment  profits.  Beyond 
that,  however,  the  acquisition  adds  a  dimension  to  Bech- 
tel's technical  capability. 

"Our  engineering  and  construction  projects  are  often  big 
and  the  financing  is  complicated,  and  while  we  can't 
invest  in  them  because  they  are  too  big  for  us,  we  find 
ourselves  having  to  help  with  the  financing — or  wanting 
to,"  says  George  Shultz. 

"We  have  to  help,"  says  Porter  E.  Thompson,  retired 
vice  chairman.  "We  have  to  figure  out  where  to  buy  the 
equipment,  we  scheme  with  them  to  find  someone  who 
will  loan  them  the  money,  and  we  help  them  put  it 
together."  Nicholas  Brady,  Dillon,  Read's  boss  and  the 
newest  member  of  the  Bechtel  team,  says  grandly:  "There 
are  two  avenues  of  development  of  projects  of  great  mo- 
ment to  civilization.  One  is  construction,  the  other  is 
finance." 

With  Dillon,  Read  on  board,  the  envisioned  structure  of 
Bechtel  is  a  throwback  to  Stone  &  Webster  Inc.  in  the 
1920s.  Stone  &  Webster  was,  and  is,  an  engineering  firm 
serving  the  utility  industry.  But  back  then  it  also  financed 
utility  plants  and  eventually  became  a  public  utility  hold- 
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■Athabasca  tar  jsandiv  plant 
1951-53 


Tfansmpuntain  pipeline,  Canada  to  U.S. 
1Q06- 


Matrtline  railroad  contract  in  Far  West 
1908-   


Canal-levee  work  near  Marysville.  Calif. 
1919-  


Northern  California  highway  construction 
1925-27         _  ' 


Bowman  Dam — first  dam 
1929  


Tres  Pinos-Milpitas  gas  pipeline 
1933-^36 


San  francisco-Oakland  Bav  Bridge 
1941-46  


Calship  Marinship — WWU  shipbuilding 
1062-72 


Bav  Area  Rapid  Transit  svstem  operational 

1968-  71  

Ke-ahole  Airport,  Hawaii 

1954-59  

Swift  Dam  (Washington!.,  highest  earth-fill  dam 

1931-36  

Hoover  Dam 

1949-51  

Experimental  breeder  reactor.  Arco,  Idaho 

1960-42  

Chocolate  Bayou  petrochemical  plant 

1959-62  

Canada's  first  nuclear  power  station 

1972-84  

Work  begins  on  lames  Bav  hydroelectric  complex 

1969-  75 


Washington  D  C.  Metro  rapid  transit 

1954-55 

Nuclear  plant  jN.Y.1  first  power  for  sale 

1940 

Mene  Grande  Pipeline  (Venezuela! 

1968-72 

Petrochemical  complex.  Ponce,  P  R. 
1959-63 


Yuba  Pass 
California 
c.  1925 


Hoover  Dam 
Colorado  River 
1931-^6 


S.F.-Oakland  Bay  Bridge 
1933^6 


Trans-Arabian  pipeline 
1947-51 


ing  company  (the  government  broke  up  the  holding  com- 
panies in  the  1930s).  To  this  day  Stone  &  Webster  has 
other  assets  to  complement  the  cyclically  of  its  engineer- 
ing work.  There  is  little  new  under  the  sun. 

Steve  Bechtel  and  his  company  have  a  well-earned  repu- 
tation for  being  close-mouthed.  He  is  especially  reluctant 
to  talk  about  the  investment  program.  "Historically  I 
didn't  want  to  take  up  any  significant  time  to  deal  with 
it,"  he  says.  Meaning:  I  don't  underestimate  its  impor- 
tance, but  it's  not  my  true  vocation. 

Seen  in  these  lights,  Bechtel's  ambitious  diversification 


has  little  in  common  with  the  corporate  aggrandizement 
via  takeover  that  hits  the  headlines  and  the  6  o'clock  news 
so  often  these  days.  It  is  in  no  sense  intended  to  take 
Bechtel  out  of  the  engineering  business,-  to  the  contrary,  it 
is  intended  to  strengthen  its  position  as  the  world  leader. 

Bechtel's  business  is  the  very  stuff  of  romance:  the 
building  of  the  great  Hoover  Dam  in  1931,  of  merchant 
ships  during  World  War  II,  of  throwing  pipelines  across  the 
Canadian  Rockies  and  the  Arabian  desert.  Today  the  com- 
pany is  managing  construction  of  a  $20  billion  industrial 
city  called  Jubail  in  Saudi  Arabia,  while  also  doing  design 
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. . .  project  by  project 


Bechtel  Corp.'s  evolution  from  local  builder  to  the    decades  and  by  megadollars.  On  these  pages  are 
i  world's  largest  design,  engineering  and  construction    shown  some  of  the  "milestone  projects,"  as  Bechtel 
firm  doing  business  around  the  globe  is  measured  by    itself  styles  them,  that  marked  its  evolution. 


1954-56 


Korean  power  project 
1947-51 


Trans-Arabian  Pipeline 
1976-estimated  1996 


lubail  Project,  Saudi  Arabia 
1977- 


King  Khaled  International  Airport,  master  plan 

 .   1969-72 

Bougainville  copper  project 

  1981-89 

O.K.  Tedi  gold  and  copper  mine,  New  Guinea 

  -  1973-77 

LNG  plants  in  Indonesia 

-  -    1967-72 

Mt.  Newman  iron  ore  project 

 1963-64 

Moonie  Oil  Pipeline,  Australia's  first 

 .    '    '  1965-67 

Tasmania  iron  ore  slurry  pipeline 

 1958- 

First  work  for  Inter-Continental  Hotels 

 1974-80 

North  Sea  oil  field  developments 
1970-75 


FOS  steel  complex  (France) 
 1976-78 


Algeria's  first  LNG  plant  dedicated 


jainville  copper  project 

'  Guinea 

>-72 


Washington,  D.C.  Metro 

First  phase 

1969-75 


North  Sea  oil  platform 
Claymore  Field 
1974-80 


Arco  refinery 
Philadelphia 

1979-81 
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and  construction  work  on  the  $15  billion,  10,000- 
megawatt  hydroelectric  project  at  James  Bay  in  northern 
Quebec. 

In  the  James  Bay  project  the  Quebec  authorities  de- 
manded that  all  of  Bechtel's  300  on-site  managers  be  fluent 
in  French.  Bechtel  sent  them  to  school.  One  result:  Bechtel 
was  later  able  to  land  the  job  of  building  a  steel  mill  at  Fos, 
in  France. 

The  most  accurate  comparison  for  a  Bechtel  project  in 
some  of  these  remote  places  is  the  Allied  invasion  of 
Normandy  in  1944.  Tons  of  supplies  are  shipped  in,  prefab- 


ricated dwellings  are  hauled  over  jungle  roads,  and  helicop- 
ters and  boats  ferry  the  amenities  and  personnel.  Before  the 
Bechtel  crews  could  get  to  work  on  a  refinery  project  on  Das 
Island  in  the  Persian  Gulf,  they  built  a  sewage  treatment 
system  that  would  rival  anything  seen  in  California. 

The  groundwork  is  done  in  San  Francisco  or  in  those  far- 
flung  regional  headquarters  where  engineers  with  comput- 
ers and  pencils,  chalk  and  scale  models  figure  out  the 
precise  dimensions  and  logistics.  Bechtel  staffers  m  San 
Francisco  have  been  at  work  for  more  than  three  years  on 
the  O.K.  Tedi  gold  and  copper  project  in  New  Guinea. 
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Bechtel  President  George  Shultz 

"We  can  afford,  as  a  private  company,  to  be  patient. 


Ultimately  they  will  build 
a  road  through  100  miles 
of  rain  forest,  a  mine,  a 
smelter  and  a  port  at 
Kiunga  for  the  gold  and 
copper  to  come  out.  The 
project  will  take  ten  years 
to  complete,  cost  over  $1 
billion  and  require  a  work 
force  of  more  than  3,000. 
Bechtel's  total  fees  on 
such  an  undertaking:  un- 
der $20  million. 

In  a  sense  this  vast  engi- 
neering of  whole  systems 
is  a  growth  industry  as 
much  as  computers  or 
communications  are.  It  is 
what  the  world  needs  to 
develop  scarce  resources 
and  to  develop  the  unde- 
veloped and  the  lesser-de- 
veloped. If  the  U.S.  is  no 
longer  the  leader  in  manu- 
facturing technology,  it 
remains  the  leader  in  en- 
gineering technology  on 
these  grand  scales.  As  the  leader  in  the  field,  Bechtel  ranks 
with  IBM,  Boeing,  Caterpillar,  AT&T  and  a  handful  of 
other  world-class  U.S.  corporations. 

All  this  is  in  Steve  Bechtel's  blood.  He  worked  a  decade 
in  Bechtel  construction  camps  around  the  world  before  he 
took  over  as  chief  executive  from  his  father  in  1960. 
Company  old-timers  recall  that  he  seemed  then  to  be  in 
the  shadow  of  his  father,  a  college  dropout  who  was  a 
natural  engineer  and  salesman — able  to  draw  the  plan  of  a 
pipeline  on  a  tablecloth  during  lunch  and  close  the  deal  to 
build  it  with  a  handshake  afterward.  It  was  Stephen  Bech- 
tel Sr.  who  tookMs  father's  West  Coast  earth-moving  firm 
and  turned  it  into  the  world's  leading  engineering  com- 
pany. Yet  when  the  time  of  transition  came — when  the 
elder  Bechtel  was  only  60— Stephen  Jr.,  according  to  com- 
pany legend,  said  firmly:  "I'll  take  the  job  if  I  can  run  the 
company  my  way."  Like  father,  like  son. 

There  are  59  high-level  executives  at  Bechtel  and 
seven  members  of  an  executive  committee,  but  when  a 
Wall  Street  Journal  article  on  the  company  two  years  ago 
made  much  of  George  Shultz,  reports  an  insider,  "there 
were  gas  pains  here."  No  question:  Big  as  it  is,  Bechtel 
is  still  a  family  company  where  family  interests  rule. 

How  does  a  company  of 
this  size  stay  private,  yet 
attract  and  motivate 
strong  and,  on  the  com- 
pany's record,  superior 
managers?  (Bechtel  for- 
merly had  current  De- 
fense Secretary  Caspar 
Weinberger  in  its  manage- 
rial ranks.)  The  money 
must  be  adequate,  of 
cours'e — Shultz'  reported 
salary,  well  in  excess  of 
$500,000,  is  more  than 
most  company  presidents 
make — but  Bechtel  also 
gives  its  59  top  executives 
the  right  to  purchase 
stock.  Those  executives 


The  master  builders 


Major  firms — Stone  &  Webster  is  the  exception — re- 
port a  project's  total  cost  as  company  revenue.  Profits 
come  from  service  fees,  and  Bechtel's  reflect  a  private 
firm's  customary  modesty.  Below,  1981  estimates. 


Backlog 

Revenues 

Earnings 

Company 

(billions) 

(billions) 

(millions) 

Bechtel  Group 

$  22.0 

$8.3 

$150 

Fluor  Corp 

20.0 

6.2 

122 

Parsons  Corp 

10.2 

1.2 

35 

Morrison-Knudsen  Co 

4.1 

2.0 

30 

Foster-Wheeler  Corp 

2.4 

1.7 

51 

Stone  &  Webster,  Inc 

3.0 

0.32 

37 

now  hold  60%  of  the  coith 
mori;  six  family  members 
hold  the  other  40%.  The 
executives'  stock  has  nor 
voting  rights,  but,  basedl 
on  Bechtel's  net  worth,  anj 
executive's  average  hold- 
ing could  be  worth  more 
than  $1  million. 

The  stock  is  not  mar- 
ketable, of  course.  If  an  ex- 
ecutive leaves  he  must  sell 
the  stock  back  to  the 
company  at  a  negotiated 
price  set  by  the  executive: 
committee.  But  if  he 
doesn't  leave,  he  can  take 
his  dividends  and  watch 
his  investment  grow  until 
retirement.  It  is  enough  to 
hold  a  remarkable  group  of 
executives,  whose  average 
length  of  service  at  Bech- 
tel is  an  impressive  21 
years. 

There  are  201,699  com- 
mon shares.  The  rest  of 
Bechtel's  capital  structure  consists  of  168,000  shares  of  I 
first  preferred  and  2.4  million  shares  of  second  preferred 
stock.  The  values  of  such  stock  are  veiled  in  secrecy,  but  it 
is  held  by  family  members,  and  Stephen  Bechtel  has  been 
increasing  the  supply  in  the  last  year.  "We  moved  some 
net  worth  up  into  preferred  as  a  way  of  lowering  the  value 
of  the  common  to  make  it  easier  for  our  employees  to  buy 
shares,"  Bechtel  explains.  There  were  two  other  effects  of 
the  move:  It  presumably  shifted  tax  liability  to  Bechtel 
family  members  but  better  prepared  them  for  paying  estate 
taxes.  Under  current  tax  laws,  explains  a  tax  specialist  I 
with  a  Big  Eight  firm,  foundations  and  irrevocable  trusts 
are  no  longer  attractive  as  a  means  of  maintaining  family 
control.  "The  best  method  of  anticipating  estate  taxes  is  to 
increase  the  amount  of  preferred  stock  held  by  the  family 
and  to  use  the  preferred  to  pay  those  taxes  when  they 
come  due."  That  way  the  equity,  especially  the  voting 
equity,  remains  with  the  heirs. 

And  make  no  mistake:  There  will  be  heirs  interested  in 
running  the  business.  While  it  is  far  too  early  to  judge  the 
fifth  generation,  the  fourth  generation  of  Bechtels  is  already 
in  place.  It  consists  of  two  sons  and  two  sons-in-law  of 
Steve  Bechtel  Jr.  who  now  work  for  the  company. 

Assuming  civilization 
doesn't  bomb  itself  into 
ruins  and  assuming  it  con- 
tinues to  consume  raw 
materials  in  a  voracious 
way,  the  next  generation 
of  Bechtels  have  their 
work  cut  out  for  them — a 
quintessential^  Ameri- 
can clan  of  dam  builders, 
mine-diggers  and  openers- 
up  of  the  wilderness.  If  the 
company  is  diversifying 
today,  it  is  not  to  make 
life  easier  for  itself,  but  to 
give  it  an  added  ability  to 
concentrate  on  what  it 
knows  best  and  likes 
best.  ■ 


Source:  Forbes  estimates,  compan  y  data 
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BARCLAYS  BANK  HELPS 
DE  HAVILLAND  OF  CANADA 
DELIVER  IN  THE  MIDDLE  EAST 

Dc  Havilland  of  Canada  engines  for  the  aircraft.  Engines  earnings  back  fast  through  our 

manufacture  the' Transporter,"an  capable  of  airlifting  a  one-ton  network  so  we  can  improve  the 

aircraft  that's  at  home  in  places  truck  1200  miles  and  delivering  exporter's  cash  flow, 

where  conventional  ones  aren't,  it  to  a  tiny  sandstrip.  De  Havilland  and  their 

On  incredibly  short  runways,  in        Small  wonder  de  Havilland  Transporter  are  just  one  of  an 

punishingly  high  temperatures,  have  an  important  and  growing  impressive  list  of  customers  and 

at  energy-sapping  altitudes.  market  in  the  Middle  East.  projects  that  we  help  through  oub 

Even  in  deserts.  Small  wonder,  too,  that  they  branches  in  more  than  75  countries 

And  Barclays  Bank  of  Canada  chose  Barclays.  spanning  six  continents, 
provide  essential  finance  to  get         We  have  our  own  branches  in        We  help  most  of  the  world's 

the  Transporter  off  the  ground.  the  Middle  East  so  we  can  provide  successful  international  companies 
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For  asset  based  financial  services,  including  commercial  finance,  factoring  and  leasing,  contact: 

Director  ot  Marketing,  BarclaysAmericanCorporation,  201  S.  Tryon  Street,  Charlotte,  N.C  28231.  Telephone  (704)  372  8700. 
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Take  the  money 
and  run 

The  forgotten  man  in  the  takeover 
battle  between  Marathon  Oil  and  Mo- 
bil is  Robert  Blair,  the  52-year-old 
chairman  of  $1.1  billion  (sales)  Husky 
Oil  Ltd.  Marathon  agreed  to  buy  his 
Alberta,  Canada-based  company's 
U.S.  operations  just  a  week  before 
Mobil's  hostile  bid  last  month.  Is  Blair 
worried  that  Mobil's  takeover  at- 
tempt will  throw  a  wrench  in  his  deal 
with  Marathon?  Not  at  all:  "I'm  as 
comfortable  as  can  be,"  Blair  says  in 
his  rich  Scottish  burr.  "Mr.  Hoopman 
[Harold  C.  Hoopman,  Marathon 
chairman]  was  very  quick  to  tell  us 
that  the  deal  is  still  full  steam  ahead, 
no  matter  what." 

Husky  is  supposed  to  receive  $650 
million  in  cash  from  Marathon  by 
Dec.  15  for  1.4  million  acres  for  oil 
exploration  valued  at  $445  million 
and  its  chain  of  770  gas  stations  in  17 
western  states.  As  Marathon  will  also 
take  on  Husky's  U.S.  debts,  the  whole 
deal  is  worth  about  $800  million. 

What  is  Husky  going  to  do  with 
$650  million  cash?  Blair  says  the  com- 
pany hasn't  yet  decided.  Husky  could 
pay  down  its  roughly  $600  million  in 
high-interest  debt  or  buy  back  its  own 


Husky  Oil  Chairman  Robert  Blair 
$650  million  and  counting. 


shares — recently  languishing  at  10.  Or 
the  company  could  try  to  buy  BP  Can- 
ada, Inc.,  a  move  that  Blair  mentioned 
as  a  possibility  last  summer. 

As  for  Marathon,  it's  still  fighting 
off  Mobil  in  federal  court  in  Ohio.  If 
Marathon  keeps  the  battle  going  until 
at  least  Dec.  15,  Blair  can  walk  the 
$650  million  to  the  bank.  If  not — well, 
then  Husky  U.S.  is  literally  up  for 
grabs.  And  Blair  still  has  his  money, 
away  from  the  fray. — Lisa  Gross 

My  creditor,  my  partner 

Hubris  [Greek,  hybris/  Exaggerated 
pride  or  self-confidence  often  resulting  in 
retribution. 

— Webster's  New  Collegiate  Dictionary 

Nicholas  Gouletas  is  a  43-year-old 
Greek-American  who  lived  the 
American  rags-to-riches  story  in  fast 
motion.  With  his  sister  Evangeline, 
now  married  to  New  York  Governor 
Hugh  Carey,  and  his  brother  Victor, 
he  learned  how  to  high-pressure  the 
turning  of  rental  apartments  into  con- 
dominiums and  made  a  huge  fortune 
in  the  process.  Now,  to  the  delight  of 
all  those  dispossessed  tenants,  Goule- 
tas has  seemingly  overreached. 

The  tale,  which  Gouletas  declines 
to  discuss  publicly,  is  playing  out  at 
the  Promenade,  a  1,071 -apartment 
luxury  complex  situated  in  Bethesda, 
Md.  that  Invsco  acquired  in  1980.  The 
$50  million  purchase  included  a  $29 
million  loan  from  Chase  Manhattan 
Bank  at  2%  above  prime,  but  numbers 
clearly  don't  add  up:  Gouletas  recently 
added  $6  million  to  Promenade's 
debt — just  enough,  coincidentally,  to 
cover  interest  payments  due  to  Chase. 

To  add  to  the  drama,  a  Washington 
S&L  that  supplied  Promenade  pur- 
chasers with  mortgages  at  a  below- 
market  rate  has  not  renewed  its  fi- 
nancing agreement,  which  will  run 
out  in  December.  In  addition,  over- 
head cutbacks  ordered  by  Invsco's 
banks  are  hurting  marketing  efforts. 
The  Washington  Post,  for  instance,  re- 
ports that  $15,000  a  week  in  Promen- 
ade advertising  has  been  cut  to 
$3,600.  Invsco  says  the  reduction  is 
not  unusual;  the  Post  says  it  was  or- 
dered at  the  last  minute. 

Local  real  estate  people  say  Promen- 
ade apartments — $92,000  and  up — 
were  grossly  overpriced.  But  the  pro- 
ject's real  flaw  was  Gouletas'  effort  to 
wiggle  around  strict  local  laws  govern- 
ing condominium  conversion.  To 
make  sure  they  didn't  apply  to  Invsco, 
he  organized  the  Promenade  as  a  co- 
operative, a  form  of  ownership  unusual 
in  Maryland's  Montgomery  County. 
When  potential  purchasers  discovered 


Nicholas  Gouletas  of  American  Invsco 
An  uncooperative  co-op  market. 

that  meant  they  would  become  person- 
ally liable  for  the  building's  underlying 
mortgage,  many  backed  away. 

The  Gouletas  empire  will  probably 
survive.  It's  the  old  story:  It  owes  its 
banks  so  much  that  they  are  virtually 
its  partners. — Richard  L.  Stern 

An  inspector  calls 

"They  called  me  everything  the 
morning  the  announcement  was 
made,"  recalls  Robert  Wilkinson,  the 
London  Stock  Exchange's  newly  ap- 
pointed inspector  and  the  first  person 
to  hold  the  job  in  the  exchange's  170- 
year  history.  "I  was  Poirot,  the  Hit 
Squad,  der  Fu'hrer,  the  Gestapo."  The 
reason  for  the  hoopla  is  that  in  the 
LSE's  long  and  volatile  history  mem- 
ber firms  have  been,  and  still  are,  al- 
most entirely  self-policing.  When  a 
firm  fails,  the  remaining  brokerages 
chip  in  to  compensate  its  clients.  So,  a 
failure  is  both  an  embarrassment  to 
self-regulation  and  a  potential  cash 
drain  for  the  survivors.  Two  well-pub- 
licized failures  and  a  suspension  this 
year  came  just  as  the  government  was 
seriously  debating  direct  regulation 
and  forced  the  stock  exchange  onto 
the  offensive.  Hence  Wilkinson's  new 
job.  He  says,  "In  the  past  the  stock 
exchange  has  been  too  passive  and 
reactive.  Now  we  are  becoming  more 
active  and  preventative." 

Wilkinson,  48,  is  a  rugby  enthusiast 
who  taught  high  school  science  and 
researched  and  sold  European  equities 
on  his  way  to  becoming  a  senior  part- 
ner at  London's  big  brokerage  firm, 
Carr,  Sebag.  He  says  his  practical 
power  rests  in  his -right  to  inspect, 
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unannounced  and  on  site,  any  mem- 
ber firm's  books.  That  has  long  been 
commonplace  for  U.S.  firms,  but  a 
big  step  forward  for  London  securi- 
ties enforcement.  The  LSE  now  has 
250  member  firms,  and  he  promises 
to  monitor  their  liquidity,  especially 
that  of  any  firm  with  a  checkered 
past.  He  says  he  will  watch  for  any 
signs  of  "dealing  malpractices" — late 
trade  settlements,  for  example,  or 
indications  of  insider  trading.  Wil- 
kinson's ultimate  stick:  the  power 
to  recommend  expulsion  of  a  firm 
or  individual. 

If,  as  he  hopes,  Wilkinson  and  his 
small  staff  prove  an  effective  deter- 
rent, he  may  indeed  stave  off  calls 
for  direct  governmental  regulation  of 
Britain's  securities  industry.  But  an- 
other problem  looms.  A  current  gov- 
ernment suit,  soon  to  be  decided, 
challenges  the  stock  exchange's  sys- 
tem of  minimum  commissions.  If 
the  brokers  lose  and  are  forced  to 
negotiate  commissions,  scores  of 
firms  will  probably  fold.  Worries 
Wilkinson:  "As  happened  in  Amer- 
ica, our  industry  would  go  into  a 
panic,  hysteria  and  change.  The  sys- 
tem as  we  know  it  would  fall 
apart — and  mv  job  could  well  be 
made  redundant." — Lawrence  Minard 


London  Stock  Exchange's  Wilkinson 
Poirot?  Fuhrer?  Or  redundant? 


A  developer's  dream 

Some  wise  minds  are  saying  that  a  real 
estate  slump  will  hit  New  York  City  as 
early  as  6  months  from  now  andjast  for 
another  24.  Never  mind,  says  British 
real  estate  developer  Howard  P.  Ron- 
son,  38,  discussing  plans  for  an  office 
tower  on  land  owned  by  St.  Bartholo- 
mew's Episcopal  Church,  a  New  York 
landmark.  "Park  Avenue  is  one  of  the 
20  major  streets  in  the  world,"  says 
Ronson,  sitting  in  his  stylish  Fifth 
Avenue  apartment.  "It  is  a  unique 
site — what  every  developer  dreams  of 
having."  He's  not  worried  that  his 
edifice  might  coincide  with  a  real  es- 
tate downturn,  explaining  that  while 
interest  rates  remain  high,  very  little 
development  is  taking  place  in  New 
York  without  pre-leasing.  "For  1982- 
83,  more  than  70%  of  new  space  in  New 
York  has  been  rented,"  he  says.  "The 
next  generation  of  buildings — 1984- 
85 — might  experience  a  glut.  But  even 
that,  I  feel,  is  a  rash  statement  to  make. 
I  do  feel  there  will  be  no  interruption  in 
the  real  estate  market  in  the  next  24 
months." 

Of  course,  Ronson's  project — esti- 
mated at  $175  million  and  financed 
by  U.S.  banks  and  institutional  lend- 
ers— could  be  delayed  one  to  five  years 
because  of  opposition  from  preserva- 
tionists and  others  worried  about 
what  his  tower  will  do  to  the  neigh- 
borhood. "We're  not  destroying  any- 
thing," he  says,  explaining  that  the 
demolition  of  the  church's  communi- 
ty house  will  produce  larger  space  for 
it  in  the  new  building.  "The  church 
has  to  do  something — it  could  be 


broke  by  as  early  as  1987." 

Ronson  has  put  up  buildings  in 
London,  Paris,  Dusseldorf,  Amster- 
dam, Madrid  and  Frankfurt,  as  well  as 
in  New  York.  "The  differences  be- 
tween building  in  New  York  and  oth- 
er great  cities  constitute  a  two-hour 
discussion,"  he  says.  "For  one  thing, 
in  Europe  you  work  with  only  1  con- 
tractor, not  25.  You  may  never  know 
who's  doing  your  plumbing  or  your 
electricity." — B.E. 


Good  odds 

There  was  relief  all  around  recently 
when  G.E.  (for  Gwyn  Edward)  Ward 
Thomas,  58,  chairman  of  London's 
Trident  Television  Ltd.,  announced 
Trident  will  pay  $34  million  for  ailing 
Playboy  Enterprises'  British  gambling 
operations — three  big  London  casinos 
(including  the  posh  Playboy  club  in 
Mayfair),  two  provincial  casinos,  two 
joint  venture  casinos  and  80  London 
betting  shops.  Playboy,  put  in  a  hole 
by  Britain's  Gaming  Board's  refusal  to 
renew  the  licenses  on  its  most  profit- 
able casinos,  was  relieved  because  the 
sale  provides  much-needed  cash  for 
Playboy's  U.S.  operations.  Ward 
Thomas  was  relieved  because  the 
gambling  operations  are  an  excellent 
resting  place  for  the  $24  million  that 
Trident  (1980  sales:  $200  million)  will 
receive  later  this  year  in  partial  pay- 
ment for  spinning  off,  on  government 
orders,  its  majority  stakes  in  two 
highly  profitable  television  stations. 

At  first  blush,  Ward  Thomas  seems 
to  be  betting  his  $34  million  against 
prohibitive  odds.  True,  the  Playboy 


British  recti  estate  developer  Howard  P  Ronson 
Is  this  any  way  to  treat  a  landmark? 
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"Digital"  is  the  new  miracle  in  telecommunications,  a  key  to  doing  business 
in  the  1980's.  Already,  it  has  transformed  the  telephone  into  a  sophisticated 
source  of  information— your  link  to  the  future.  Here  in  Dallas,  Texas,  we  train 
professionals  to  help  give  you  greater  access  to  information  through  NEC  digital 
telephone  exchanges-another  fruit  of  NEC's  integration  of  the  power  of  the 
computer  and  the  reach  of  communications.  Digital  technology  from  NEC  is 
speeding  the  conduct  of  business  around  the  world.  And  it  is  one  more  reason 
why  NEC  has  won  the  trust  of  customers  in  over  130  countries. 


NEC 

Nippon  Electric  Co  Ltd 

PO  Bo*  1,  Takanawa.  Tokyo,  Japan 


Trident  Television's  G.E.  Ward  Thomas 


Risk,  yes,  but  a  measured  one. 


operations  netted,  pretax,  around  $32 
million  last  year.  But  Trident  is  mere- 
ly assuming  Playboy's  appeal  against 
the  Gaming  Board's  decision.  There  is 
no  guarantee  the  courts  will  smile  on 
Trident,  no  matter  how  unsullied  its 
management. 

Is  Ward  Thomas  throwing  his  $34 
million  down  a  hole?  Hardly.  Assume 
the  worst — that  Trident  loses  its  ap- 
peal. It  can  still  rake  off  at  least  $10 
million  profits  the  casinos  earn  from 
the  day  the  deal  closes,  probably  late 
this  year,  until  the  appeal  is  decided 
sometime  next  spring. 

Ward  Thomas'  bet  gives  him  other 
action  as  well.  For  one  thing,  licenses 
on  the  80  London  betting  shops  are 
not  threatened.  Moreover,  they  could 
be  sold  for  about  $8  million.  Then 
there  is  the  inevitable  real  estate  side 
of  the  deal.  While  there  is  little  or  no 
freehold  property  behind  the  Playboy 
assets,  the  leases,  including  that  on 
the  Playboy  Club  on  London's  tony 
Park  Lane,  are  probably  worth  about 
$5  million. 

Nor  is  liquidation  Trident's  only  op- 
tion should  its  appeals  fail.  Ward 
Thomas  has  already  applied  to  the 
Gaming  Board  for  a  "certificate  of 
consent,"  the  basic  document  neces- 
sary to  start  afresh  with  new  casino 
licenses.  This  application  is  proceed- 
ing parallel  to  Trident's  appeal.  Thus, 
Trident  could  conceivably  lose  its  ap- 
peal next  spring  and  then  win  new 
licenses  later  on.  If  the  business  does 
only  as  well  in  the  future  for  Trident 
as  it  did  last  year  for  Playboy,  Ward 
Thomas  will  have  recouped  his  in- 
vestment in  little  more  than  one  year. 
A  casino  shakeout  is  currently  on  in 
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London.  So,  if  Ward  Thomas'  new 
casinos  survive,  he  certainly  would  be 
more  than  lucky. 

Ward  Thomas  is  lying  low,  wait- 
ing for  the  outcome  of  the  deal.  The 
day  the  purchase  was  announced,  he 
remarked:  "One  must  accept  the 
fact  there  is  some  risk." 

True.  But  far  less  risk  than  meets 
the  eye. — Lawrence  Minard 


Double  play 

How  do  you  break  a  competitor's  lock 
on  televising  Philadelphia  Phillies 
baseball  games?  If  you  are  Charles  S. 
Mechem  Jr.,  chairman  of  Cincinnati- 
based  Taft  Broadcasting  Co.,  the  an- 
swer is  simple — you  buy  the  team.  In 
late  October  Mechem  plunked  down  a 
cool  $15  million  for  a  half-interest  in 
the  Phillies.  Taft  is  the  substantial 
member  in  a  limited  partnership  that 
paid  a  record  $30  million  for  the  team. 
The  company  has  earmarked  another 
$30  million  over  the  next  nine  years 
for  air  rights  to  the  games  beginning 
in  1983,  but  Mechem  says  air  rights 
costs  could  change. 

The  deal  was  strictly  business,  not  a 
romance  with  the  American  pastime, 
according  to  Mechem,  51:  "Keep  in 
mind  one  thing — Philadelphia  is  the 
largest  market  in  the  U.  S.  with  only 
one  baseball  team."  Indeed,  for  ten 
years  Taft  had  to  sit  by  while  compet- 
ing WPHL-TV  aired  the  Phillies 
games.  Now  WTAF-TV  Channel  29, 
Taft's  non-network  UHF  station  in 
the  Philadelphia  market,  can  become 
a  formidable  sports  programming 
tool.  Channel  29  already  broadcasts 
the  Philadelphia  Flyers  hockey  team, 
which  has  competed  in  the  Stanley 
Cup  play-offs  for  the  last  two  years. 

In  the  past,  UHF  station  transmis- 
sion was  a  risky,  "writing  on  the 
wind"  proposition,  delivering  small 
audiences  because  of  reception  on 
home  sets  that  often  ranged  from  poor 
to  rotten.  But  Taft  tied  up  with  Tele- 
Communications,  Inc.  last  January  to 
acquire  cable  television  systems  and 
to  develop  cable  programming.  Phila- 
delphia is  not  yet  wired  for  cable,  but 
Taft  will  be  waiting  with  the  Phillies 
when  it  is. 

Taft  earned  $28.4  million  on  $240 
million  in  sales  last  year.  Thus,  com- 
mitting some  $45  million  for  just  one 


Taft  Chairman  Charles  S.  Mechem  Jr. 


Buy  him  some  peanuts  and  TV  rights. 


station's  programming  amounts  to  a 
sizable  gamble.  But  once  the  deal  is. 
completed  (the  National  Baseball 
League  has  to  give  final  approval,  and 
Taft  will  have  to  dispose  of  its  5% 
interest  in  the  Cincinnati  Reds),  Taft 
will  have  the  baseball  action  without 
the  headaches  of  actually  running  a 
ball  club  in  an  age  of  million-dollar 
player  contracts.  Those  problems  are 
for  Taft's  limited  partner,  Bill  Giles, 
who  has  been  second-in-command  to 
R.R.M.  (Ruly)  Carpenter,  current  Phil- 
lies owner.  Says  Mechem:  "We  have 
what  we  want  here,  namely  the  in- 
vestment without  the  day-to-day 
management." — Lisa  Gross 


Dunk  shot 

"Everything  I  do  in  my  life,  I  relate  to 
sports,"  says  John  M.  Fedders,  new 
chief  of  enforcement  at  the  Securities 
&  Exchange  Commission  and  succes- 
sor to  the  tenacious  and  feisty  Stanley 
Sporkin,  now  CIA  general  counsel. 
Fedders,  39 — a  former  6-foot- 10  cen- 
ter for  Marquette  University's  basket- 
ball team — says  he  wants  to  instill  a 
"sports  mentality"  in  the  100  lawyers 
he  supervises.  When  he  arrived  at  the 
SEC  in  July,  Fedders  says  his  staff  was 
initially  suspicious  of  the  Reagan  Ad- 
ministration's motives  regarding 
business  regulation.  But  he  believes 
that  by  working  hard,  he  has  con- 
vinced his  embattled  staff  "that  I'm 
not  the  guy  coming  in  to  liquidate  the 
kingdom." 

Under  Sporkin,  the  division 
cracked  down  on  U.S.  companies 
making  improper  overseas  payments, 
an  area  in  which  Fedders  became 
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Picking  options  for  your 
new  car? 
Don't  forget  Ford's  Ultimate  Option. 

The  only  one 
that  could  pay  for  itself. 


Ford  Motor  Company's  Extended 
Service  Plan  is  designed  to  offer  you  long- 
term  protection  against  rising  service  costs. 

E.S.R  offers  long-term  car  repair  protec- 
tion. There  are  three  plans  to  choose  from. 
You  can  purchase  a  maximum  cover- 
age plan  of  3  years/36,000  miles 


FORD'S  ULTIMATE  OPTION-E.S.P. 


warranty  or  the  repair  of  E.S.R-covered 
components  thereafter,  you're  provided  a 
rental  car  reimbursement  allowance  of  up 
to  $20  per  day  (excluding  mileage)  for  up 
to  five  days. 

How  E.S.R  helps  at  resale  time.  For  a  small 
fee,  the  remaining  coverage  is  transfera- 
ble to  the  new  owner.  This  can  be  a  strong 
selling  point. 

Where  E.S.R  is  in  effect.  The  Ford  Extended 
Service  Plan  is  the  one  and  only  plan  thafs 
honored  by  more  than  6400  Ford  and 
Lincoln-Mercury  Dealers  throughout  the 
U.S.  and  Canada.  That  can  mean  real 
peace  of  mind  wherever  you  are. 

E.S.R  offers  low-cost  protection  for  your 
Ford  or  Lincoln-Mercury  vehicle.  The 

cost  of  E.S.R  is  surprisingly  low.  And  it 
can  be  added  to  your  monthly 
payment  if  you  finance  your  new 
vehicle.  When  you  consider  the 
low  cost  of  protection  on  your 
initial  investment,  and  how  long 
you'll  probably  keep  your  car,  it  just 
makes  good  sense  to  buy  Ford's 
Ultimate  Option...  E.S.R 


or  5  years/50,000 
plan  is  the  power 
5  years/50,000 


miles.  The  third 
train  plan  of 
miles. 


WhatE.S.R 
protects.  E.S.R 
guards  against  the 
cost  of  major  repair 
bills  on  your  Ford-built 
car  or  light  truck  Your  Dealer 
can  give  you  specific  information 
about  each  plan. 

How  E.S.R  works  for  you.  You  pay  just  a 
$25  deductible  per  eligible  repair  visit 
under  either  of  the  two  maximum  cover- 
age plans,  or  $50  under  the  power  train 
plan  . . .  regardless  of  the  cost  of  all  labor 
and  parts  needed. 

And  if  your  car  needs  to  be  kept  overnight 
for  repair  under  the  original  new  vehicle 


Ask  for  Ford  Motor  Company's 
Extended  Service  Plan  by  name. 


Faces 

BehindThe  Figures 


expert  while  practicing  law  at  Arnold 
&  Porter  in  Washington.  Fedders 
plans  to  emphasize  prosecutions  for 
insider  trading,  market  manipula- 
tions and  fraud.  He  expects  a  24- 
hour,  7-day-a-week  global  securities 
market  to  be  in  operation  sometime 
in  the  1980s,  and  that,  he  says,  will 
generate  countless  opportunities  for 
thievery.  The  enforcement  division 
recently  filed  insider  trading  action 
against  those  alleged  to  have  profited 
from  insider  information  in  the  pro- 
posed merger  of  Santa  Fe  Internation- 
al with  Kuwait  Petroleum  Co.  He  is 
also  convinced  that  the  SEC  will  be 
able  to  get  information  about  Swiss 
bank  accounts  used  in  the  manipula- 
tions. Asked  how  foreigners  could  be 
forced  to  reveal  their  actions,  Fedders 
asks  emphatically,  "Who  said  they 
are  foreigners?" 

"History  tells  us  that  times  of  eco- 
nomic turmoil  spawn  new  abuses  and 
new  deceptions,"  he  continues.  "I'm 
not  turning  my  back  on  questionable 
payments,  but  the  problem  today  is  in 
the  marketplace." 

Fedders'  most  pressing  administra- 
tive problem:  increasing  efficiency. 
Fedders  will  have  his  hands  full  to 
offset  any  possible  budget  cuts  the 
White  House  may  impose  on  his  al- 


ASA  Chairman  Ed  Horowitz  (right)  and  President  Roy  Kanofsky 
The  newest  established  permanent  od.dsmak.er  in  Hicksvilie,  N.Y. 


John  M  Fedders  of  the  SEC 
IfSporkin's  a  guard,  he's  a  center. 


ready  spartan  staff.  The  enforcement 
division  staff  at  headquarters  now 
numbers  172  people,  compared  with 
207  people  in  1979,  and  is  housed  in 
drab,  warehouse-like  quarters  near 
Union  Station.  His  first  priority  is  to 
hire  six  secretaries  to  relieve  lawyers 
from  typing  and  photocopying. 

Fedders  does  not  enjoy  comparisons 
with  Sporkin,  but  he  recalls  a  recent 
pick-up  basketball  game  the  two 
played.  "I  noticed  Stanley  shot  out- 
side shots,"  he  says.  "At  midcourt, 
he'd  just  be  chucking  them  away.  Ev- 
ery time  I  got  the  ball,  I  was  very  slow 
and  patient.  I'd  work  the  ball  in  close, 
then  I'd  go  up  and  stuff  it.  Stanley's  a 
guard,  and  I'm  a  center.  I'm  not  going 
for  long  shots." — Allan  Dodds  Frank 

Nicely  nicely  Computer 

What  is  the  world  coming  to  when  a 
sports  handicapping  business  turns  to 
computers  for  its  oddsmaking  and 
goes  public?  While  Damon  Runyon 
rolls  in  his  grave,  Ed  Horowitz,  the  39- 
year-old  head  of  American  Sports  Ad- 
visors, Inc.  (revenues,  $2.7  million),  is 
rolling  in  respectability:  He  gets  to  see 
ASA's  stock  (NASDAQ  symbol:  PIKS) 
listed  every  day.  Horowitz,  a  CPA  and 
former  accounting  teacher,  and  his 
partner,  Roy  Kanofsky,  41,  a  market- 
ing executive,  took  ASA  public  in 
March,  offering  3.2  million  shares  at 
60  cents  each.  The  stock  is  currently 
selling  at  around  80  cents. 

Now,  hundreds  of  phone  calls  from 
all  over  the  country  pour  daily  into 
their  headquarters  (a  converted  motel 
in  Hicksvilie,  N.Y.I  asking:  "Who 


does  The  Professor  like?"  "The  Pro- 
fessor" is  Horowitz,  who  uses  a  12- 
year  computerized  data  bank  and  at 
least  45  to  50  statistical  factors  to 
produce  a  weekly  tip  sheet  on  college 
and  professional  football  and  basket- 
ball and  pro  baseball  teams,  sold 
through  the  mail  and  on  newsstands. 
Of  ASA's  revenues,  90%  come  from 
its  phone  advisory  service  to  2,000 
seasonal  subscribers  who  pay  a  steep 
$175  a  week.  His  players,  Horowitz 
says,  typically  use  the  information  to 
wager  from  $100  to  $10,000  at  a  clip 
with  bookmakers.  Setting  odds  isn't 
illegal,  and  Horowitz  isn't  even  slight- 
ly troubled  by  the  fact  that  his  work 
fosters  gambling.  "I  feel  a  little  bit  like 
Robin  Hood,"  he  says,  "taking  from 
the  rich  bookmakers  and  giving  to  the 
poor,  the  bettors." 

Horowitz  has  long  experience  with 
computers.  He  and  Kanofsky  started 
Programmed  Tax  Systems,  a  comput- 
erized tax  preparation  service,  and 
after  1 1  years  they  sold  it  to  Automat- 
ic Data  Processing,  Inc.  for  $7  million 
in  stock.  The  sale  helped  put  a  Rolls- 
Royce  in  Horowitz'  garage  and  a  red 
Corvette  in  Kanofsky's.  The  two  men 
then  decided  sports  handicapping 
would  be  more  fun  than  the  income 
tax  business. 

What  are  they  betting  on  for  their 
own  future?  Handicapping  horse  rac- 
ing and  getting  a  gambling  license  in 
Las  Vegas.  And,  oh  yes,  The  Professor 
picks  the  San  Diego  Chargers  and  the 
Philadelphia  Eagles  to  make  it  to  Su- 
per Bowl  XVI  with  the  Eagles  to 
win. — Jon  Schriber 


150 


FORBES,  DECEMBER  7,  1981 


FORBES 


Please  enter  additional  gifts  on  separate  sheet  and  enclose  with  order. 


Numbers  Game 


These  new  leasing  deals  certainly  seem  to 
be  great  from  a  tax  angle — but  watch  the 
mischief  they  may  play  with,  earnings. 


Every  silver  lining 
has  a  cloud 


By  Richard  Greene 


Y'  ou  would  think  that  any  tax 
deal  that  interests  such  big  com- 
panies as  IBM  and  General  Elec- 
tric would  be  thoroughly  thought  out. 
And  ordinarily  you  would  be  right.  But 
in  their  haste  to  get  in  under  the  Nov. 
13  deadline  for  retroactive  treatment 
on  the  new  leasing  deals  permitted  by 
the  Reagan  tax  act,  a  lot  of  companies 
are  rushing  in  before  they  have  even 
had  a  chance  to  consider  the  impact  on 
their  books.  It  could  be  significant.  If 
the  Financial  Accounting  Standards 
Board  exposure  draft  becomes  final, 
the  income  statements  of  companies 
that  buy  tax  credits  will  be  altered  in  a 
totally  unexpected  way — exaggerating 
earnings  in  the  first  few  years  and  de- 
flating them  later  on.  That's  the  kind 
of  thing  that  really  confuses  investors. 
"It's  going  to  come  back  to  haunt 
them,"  warns  Mel  Penner,  the  astute 
national  director  of  accounting  guid- 
ance for  Arthur  Young. 

The  leasing  deals  are  based  on  the 
old  proposition  that  them  that  has, 
gets.  Companies  with  little  or  no  in- 
come obviously  have  no  use  for  tax 
credits  or  accelerated  depreciation; 
they  simply  have  no  income  to  shel- 
ter. But  such  firms  may  have  all  sorts 
of  tax  credits  and  accelerated  depreci- 
ation coming  to  them  as  they  make 
capital  investments  in  plant  and 
equipment.  So  the  Reagan  tax  act  per- 
mits the  unprofitable  company  to  sell 
these  credits  to  a  profitable  firm  that 
can  use  them. 

Here's  how  that  works:  The  well- 
off  company  buys  the  equipment  from 
the  less  profitable  company,  takes  the 
tax  credits  itself  and  then  leases  the 
equipment  back.  It's  all  done  on  pa- 


per — no  equipment  actually  changes 
hands.  The  seller  of  the  credits  picks 
up  a  profit  and  the  buyer  picks  up  the 
tax  benefits. 

Unfortunately,  the  accounting  for 
these  deals  plays  tricks  with  earnings. 
Let's  say  a  company  paid  $22  million 
for  S20  million  worth  of  tax  credits  on 
$100  million  of  equipment.  Why  is 
the  firm  paying  a  premium  for  the  tax 
benefits-  Because  it  has  to  make  it 
worthwhile  for  the  seller  of  the  cred- 
its. From  the  buyer's  viewpoint,  the 
invested  tax  savings  from  the  early 
years  of  the  lease  will,  over  time, 
more  than  compensate  for  that  $2 
million  premium. 

The  obvious  method  of  accounting 
for  this  type  of  deal  would  simply 
have  the  buyer  of  the  tax  credits  book 
a  $2  million  cost  over  the  life  of  the 
lease.  Then  he  would  book  as  earnings 
any  income  from  investments  of  the 
tax  savings. 

But  that's  not  how  it's  going  to 
work.  In  this  case,  the  FASB  would 
have  the  company  show  a  $5  million 
gain  for  the  first  three  years  of  a  ten- 
year  lease  and  a  $7  million  expense  for 


the  last  seven.  That  still  works  out  to 
a  $2  million  expense  for  the  company, 
but  you  would  never  guess  it  from  the 
accounting. 

Why  would  the  FASB  come  up  with 
such  a  coekamamy  scheme?  Well,  the 
board  has  determined  that  technically 
these  deals  involve  two  transactions: 
One  is  a  purchase  of  tax  credits,  the 
other  a  purchase  of  accelerated  depre- 
ciation. When  you  break  the  deal  into 
two  separate  steps  like  that,  it  makes 
for  peculiar  timing  of  the  company's 
recording  of  income  and  expense. 
That  may  be  technically  fair,  but  it  is 
terribly  complex. 

There  is,  of  course,  the  possibility 
that  the  FASB  will  change  its  mind 
and  decide  to  go  with  a  simpler  sys- 
tem. But  since  the  FASB  is  aiming  to 
have  the  final  regulations  in  place  be- 
fore Jan.  1,  that  doesn't  give  it  much 
time  for  rewrites. 

What  a  sales  pitch! 

The  American  Institute  of  Certified. 
Public  Accountants  wants  to  add 
to  its  code  of  ethics  an  amendment 
prohibiting  solicitations  that  involve 
the  use  of  "coercion,  duress,  compul- 
sion, intimidation,  threats,  over- 
reaching or  vexatious  or  harassing 
conduct." 

A  little  harmony 

When  John  Templeton  recom- 
mends the  purchase  of  Japanese 
stocks  or  a  German  holding  company 
makes  a  tender  offer  for  an  American 
firm,  U.S.  investors  and  executives 
are  frequently  at  a  disadvantage.  How 
to  read  the  financial  statements  of 
these  overseas  firms  intelligently? 

Differences  in  accounting  abound. 
Some  nations  allow  far  more  reserv- 
ing than  we  do,  for  example.  That 
means  their  earnings  probably  aren't 
as  low  as  they  look.  Others,  such  as 
the  Dutch,  have  long  used  inflation 
accounting,  which  also  depresses  re- 
ported earnings  by  our  standards.  In 
most  cases,  the  level  of  disclosure  is 
significantly  less  than  that  in  the  U.S. 

Ideally,  the  answer  would  be  to  con- 
vince everyone  to  standardize  ac- 
counting. For  the  last  ten  years  or  so, 
there  has  been  a  fair  amount  of  effort 
on  that  front.  The  International  Ac- 
counting Standards  Committee  has 
come  out  with  a  number  of  state- 
ments on  topics — such  as  consolida- 
tion, segmentation  and  accounting  for 
appreciating  inventories — designed  to 
bring  worldwide  accounting  into 
sync.  Unfortunately,  the  IASC  has  no 
teeth  to  enforce  its  statements — it  de- 
pends on  voluntary  compliance.  As 
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3-produced  by  WNET/THIRTEEN,  New  York  and 
V/ Washington,  D  C.  Made  possible  by  grants  from 
%  the  Bell  System  and  member  stations  of  PBS 


with  correspondent 
Charlayne  Hunter-Gault 


Robert  MacNeil  and  Jim 
Lehrer  don't  condense  the 
news  into  a  series  of  brief  reports. They  examine 
one  story  a  night— presenting  a  timely,  probing, 
authoritative  report  that  both  explores  and 
informs. 

AT&T  and  your  local  Bell  System  company 
are  proud  to  help  underwrite  this  incomparable 
news  program. 

If  you  want  a  better  understanding  of  what's 
going  on  in  the  world  around  you,  watch  The 
MacNeil-Lehrer  Report  tonight  on  PBS.  Check 
your  local  listings  for  time  and  channel. 


(3)  Bell  System 


This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE  .  November  11.  1981 

$300,000,000 

Aluminum  Company  of  America 

7%  Debentures  Due  1996 
Price  53.864% 

plus  accrued  interest,  if  any.  from  November  18.  1981 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the  several  underwriters, 
including  the  undersigned,  only  in  States  in  which  such  underwriters  are  qualified 
to  act  as  dealers  in  securities  and  in  which  the  Prospectus  may  legally  be  distributed. 


The  First  Boston  Corporation 
Goldman,  Sachs  &  Co.    Merrill  Lynch  White  Weld  Capital  Markets  Group    Salomon  Brothers  Inc 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Bache  Halsey  Stuart  Shields  Bear,  Stearns  &  Co.  Blyth  Eastman  Paine  Webber 

Incorporated  Incorporated 

Dillon,  Read  &  Co.  Inc.  Donaldson,  Lufkin  &  Jenrette  .  Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb  L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated 

Shearson/American  Express  Inc.     Smith  Barney,  Harris  Upham  &  Co.     Warburg  Paribas  Becker 

Incorporated  A.  G.  Becker 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 


Numbers  Game 

ch,  its  ability  to  bring  about  mas- 
re  changes  quickly  is  roughly  akin 
that  of  the  U.N.  in  the  Middle  East, 
her  august  bodies  determined  to 
ng  about  international  harmoniza- 
n  of  accounting  have  been  similarly 
istrated. 

\nd  according  to  Reinhard  Goer- 
ler,  chairman  of  Klynveld  Main 
lerdeler,  the  Amsterdam-based  af- 
:ate  of  Main  Hurdman  and  one  of 
i  five  largest  accounting  firms  in 
i  world,  one  of  the  basic  problems 
s  been  a  drive  for  too  much  stan- 
rdization.  After  all,  corporations 
ist  respond  to  the  varying  social, 
litical  and  economic  pressures  of 
iir  individual  nations,  and  cannot 
expected  to  subscribe  to  an  all- 
rpose  accounting  system.  What 
;y  can  be  expected  to  do  is  to  make 
nslatable  the  system  they  are  us- 
"Most  people  sitting  on  the  inter- 
tional  bodies  have  not  seen  this 
ite  clearly,"  says  Goerdeler,  "but 
a  must  leave  a  certain  amount  of 
tional  discretion.  The  U.S.  is  proud 
its  LIFO  system,  for  example,  and 
iuldn't  want  to  give  it  up.  Many 
intries  want  to  stick  to  some  na- 
nal  aspects  of  their  accounting — 
'ticularly  those  with  tax  implica- 


tions, like  LIFO  in  the  U.S.  and  re- 
serving in  Europe." 

Goerdeler's  solution:  "You  will 
achieve  standardization  when  you  al- 
low nations  to  keep  some  aspects  of 
their  national  accounting.  But  they 
must  then  disclose  the  differences  and 
explain  them  to  the  outside  world." 


A  "somber"  note 

After  two  years  of  compelling  large 
companies  to  disclose  inflation- 
adjusted  information,  the  Financial 
Accounting  Standards  Board  has  final- 
ly taken  a  look  at  the  information 
itself.  "Somber,"  was  the  FASB's  un- 
derstated evaluation. 

Somber?  Frightening  is  more  like  it. 
Take  the  utilities.  For  every  dollar  of 
earnings  the  industry  is  showing  in  its 
primary  income  statements — com- 
puted using  historical  costs — there 
was  $1.29  of  losses  when  you  adjust 
the  industry  figures  for  inflation  using 
constant  dollars.  Or  look  at  another 
capital-intensive  industry:  chemicals. 
For  every  dollar  of  historical  cost  prof- 
its the  industry  had  only  58  cents  of 
constant  dollar  earnings. 

But  that's  just  converting  to  con- 
stant dollars.  When  the  FASB  took  a 
look  at  corporate  current  cost  calcula- 
tions that  estimate  the  current  costs 
of  replacing  old  assets,  things  got  even 


worse,  especially  for  industries  using  a 
lot  of  old  equipment.  The  mining  and 
construction  industries,  lumped  to- 
gether by  the  FASB,  showed  71  cents 
of  constant  dollar  profits  for  every  his- 
torical cost  earnings  dollar — but  only 
45  cents  figured  under  current  cost. 
Even  the  group  that  includes  comput- 
er manufacturers  suffered  when  ex- 
amined: For  each  dollar  under  histori- 
cal cost,  the  industry  made  73  cents 
under  constant  dollar  and  68  cents 
under  current  cost. 

The  FASB  took  the  figures  a  step 
further  and  calculated  average  indus- 
trial return  on  investment  based  on 
current  cost  figures.  All  of  a  sudden 
the  primary  and  fabricated  metals  in- 
dustry's return  drops  from  12.1%  to 
0.5% ,  lumber  and  paper  products  from 
13.2%  to  3.1%,  and  wholesale  and 
retail  trade  from  11.1%  to  4.9%. 

After  trotting  out  all  these  "sober- 
ing" figures,  the  FASB  backs  off  a  bit, 
noting  that  statement  33,  which  man- 
dates these  figures,  "is  an  experi- 
ment ..."  and  the  FASB  "acknowl- 
edged that  preparers  and  users  had  not 
reached  a  consensus  on  the  best  way 
of  measuring  and  reporting  the  effects 
of  changing  prices." 

Still,  it's  reassuring  that  the  FASB  is 
finally  paying  some  attention  to  its 
own  numbers.  Now  maybe  corpora- 
tions will,  too.  ■ 


South  Carolina  views  healthy  business  as  the 
goose  that  lays  the  golden  egg.  So  we've  built  a 
long-standing  commitment  to  support  and  nurture 
industry  in  our  state. 

That  commitment  has  paid  off.  The  eagles 
of  industry  are  landing  here,  and  staying  here, 
because  they  thrive  in  our  environment. 

Our  access  to  major  markets  is  exceptional. 
Our  state  government  is  sound.  Our  budget 
balanced  by  law.  Our  technical  education 
system  trains  skilled  workers  at  little  or  no  cost  to 
industry.  Few  er  businesses  fail  here  than  anywhere 
else  in  the  country. 

There  is  still  a 
place  for  eagles  in 
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Edited  By  William  G  Flanagan 

Games  people  play 

It  used  to  be  electric  trains  dads 
gave  their  kids  for  Christmas — 
then  "taught"  them  how  to  use  them 
for  weeks.  Now  it's  electronic  games 
that  promise  to  send  a  lot  of  adults 
crouching  under  the  tree. 

Your  youngsters  will  more  than  like- 
ly whip  you  every  time  at  Asteroids, 
Air  Traffic  Controller  and  the  like.  You 
will  do  better  at  football,  chess  or 
another  "strategy"  game — maybe. 

Here  is  a  selection  of  games  that 
several  Forbes  staff  members  found 
the  most  absorbing,  after  what  some 
editors  thought  were  too  many  days 
of  research.  Note:  We  have  also  in- 
cluded nonelectronic,  Monopoly-like 
board  games.  Not  everything  worth 
giving  plugs  in  or  needs  batteries. 


For  beginners,  it  notes  illegal  moves;  intermediates  will  be  tested 


Computer  Chess 

This  screen  game  offers  four  different  levels  of  difficulty,  from  beginner  to 
champion,  and  can  give  pause  to  all  but  top  players.  You  can  either  play  against 
the  computer  or  watch  the  computer  play  itself — good  for  beginners.  The 
device  can  also  be  consulted  for  advice,  can  save  an  unfinished  game,  take  back 
up  to  three  moves  and  let  you  know  when  you  have  done  something  illegal.  It 
sells  for  around  $125  and  runs  on  four  batteries  or  from  an  adapter,  not 
included. 


Stick  the  IRS 

The  point  of  this  game  is  simple 
enough — to  pay  as  little  as  possible  in 
taxes.  Up  to  six  players  roll  dice  to 
move  pieces  around  a  board  and  try  to 
land  on  tax-shelter  opportunities. 
These  include  a  low-budget  motion 


picture  and  a  bank  in  the  Caribbean. 
Players  receive  annual  reports  on  their 
tax  shelters  so  they  see  how  their 
investments  are  doing.  The  game 
comes  with  chance  cards  that  offer 
such  instructions  as:  "Your  five-year- 
old  does  not  belong  on  your  payroll. 
Pay  $15,000."  At  the  end,  players  cal- 


Board games  with  "beat  the  system"  themes  don't  require  batteries 


culate  their  taxes  on  individual  tax 
forms.  The  game  is  available  at  stores 
nationwide  for  $19.95. 

Gold! 

Stakes  are  high:  Play  money  comes  in 
amounts  of  no  less  than  $10,000.  Up 
to  eight  players  can  acquire,  trade  and 
sell  gold,  U.S.  and  foreign  stocks  and 
bonds  and  currencies,  while  juggling 
shifts  in  currencies  and  yields.  Moves 
with  the  greatest  gains  also  carry  the 
greatest  risks.  The  game  comes  with  a 
board,  playing  pieces,  risk  cards 
("Speculators  force  gold  prices  down 
by  shifting  into  other  investments"), 
option  cards  ("U.S.  Bonds,  cost: 
$400,000")  and  cards  indicating  yields 
changes.  Try  the  advanced  game  if  the 
basic  one  seems  too  slow.  The  manu 
facturer  is  Avalon  Hill;  suggested  re 
tail  price  is  $25. 

Bureaucracy 

To  win  this  board  game,  manufac 
tured  by  Avalon  Hill,  you  must  work 
your  way  through  the  organizational 
maze  to  become  Director  of  the  Bu- 
reaucracy. Two  to  eight  players 
choose  from  one  of  four  lifestyles: 
lifer,  overachiever,  empire  builder  or 
hustler.  All  can  make  it,  providing 
promotion  requirements  are  met  and 
such  obstacles  as  scandals,  bankrupt 
cies  and  grievance  committees  are 
cleared.  Suggested  retail  price  is  $20. 
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One  of  43  games  available  on  Atari's  computer 


Mattel's  TV-linked  Intellir ision  features  snappy  graphics 


Atari  and  Intellivision 


If  you  have  been  watching  much  television,  you  will  have 
seen  the  ads  for  these  competing  home  video-game  con- 
soles. For  about  $200  you  buy  a  microprocessor  and  hand 
controls,  which  connect  to  your  color  television  set.  You 
can  then  plug  into  the  unit  any  of  a  family  of  game 
cartridges  ranging  from  tennis  to  sea  battles  to  poker. 

Warner  Communications'  Atari  Inc.  system  offers  43 
cartridges,  or  games.  One  of  the  most  popular  is  Asteroids, 
in  which  you  control  a  spaceship  that  flies  through  a  field 
of  intergalactic  asteroids.  Destroy  them  before  they  do  you 


in.  One  or  two  players  can  play.  Suggested  retail  price — 
besides  the  console,  of  course — is  $37.95.  The  basic  unit  is 
$199.95. 

Mattel's  Intellivision  (about  $250)  can  play  25  different 
games.  The  sports  games,  such  as  NFL  Football,  feature 
sophisticated  graphics,  not  just  blips.  Some  games  are 
quite  sophisticated — in  Football,  you  can  call  over  180 
offensive  and  defensive  plays.  The  action  includes  elec- 
tronic music  and  appropriate  game  sounds.  Intellivision 
cartridges  range  from  $25  to  $30. 


Monkeying  around  with  the  time 


Monkey  Business 

Not  only  does  this  device  tell  the  time 
and  include  an  alarm,  stopwatch  and 
the  date,  it  also  features  a  monkey  on 
a  coconut  tree  and  a  fast-running  na- 
tive with  a  pint-size  basket.  The  ape 
hurls  down  coconuts  at  his  hungry 


victim  while  hanging  from  a  tree.  By 
manipulating  a  tiny  knob  on  one  side 
of  the  watch,  you  can  make  the  native 
catch  the  fruit  in  the  basket  he  carries 
above  his  head.  If  he  misses,  the  na- 
tive faces  humiliation  from  the  mon- 
key, who  laughs  and  kicks  his  legs  up 
and  down.  The  higher  you  score,  the 
faster  the  coconuts  drop.  The  watch, 
manufactured  by  Bandai  America,  is 
black  and  weighs  about  3  ounces. 
Cost:  about  $35  at  local  department 
stores. 

Dungeons  &  Dragons 

Mattel's  Dungeons  &  Dragons  is  an 
electronic  recreation  of  the  well- 
known  game  of  strategy  and  imagina- 
tion. The  computerized  board  comes 
with  four  metal  playing  pieces — a 
dragon,  two  warriors  and  a  treasure. 
The  object:  find  and  capture  the  drag- 
on's hidden  booty.  The  computer 
plays  the  dragon  and  matches  wits 
with  you  on  the  64-space  board,  which 
comes  complete  with  sound  effects. 


Dungeons  &  Dragons  on  a  reduced  scale 

Once  you  have  uncovered  the  goods, 
you  must  then  return  to  your  cham- 
bers safe  and  sound.  The  game  even 
has  a  dungeon-like  drawer  for  storing 
the  50  wall-building  blocks  and  the 
other  pieces.  And,  it  offers  two  levels 
of  increasing  difficulty.  Cost  of  the 
game  is  about  $40,  and  it's  available  at 
most  department  stores.  It  runs  on  a 
battery  or  an  adapter,  not  included. 
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Mercedes-Benz  unleashes  two  more 
high-performance  Turbodiesels. 


The  300  D  Sedan  and  300  CD  Coupe  now  generate  45  percent  more  power- a  smooth,  hushed, 
turbinelike  flow  of  power- but  generate  no  extra  thirst  for  fuel.  And  the  only  diesels 
that  rival  their  performance  are  the  two  other  Turbodiesels  from  Mercedes-Benz. 


The  17-pound  object  in 
r>   this  man's  hand  adds  no 

noise,  needs  no  upkeep, 
}        runs  on  nothing  but 
V    exhaust  gas  and  air- and 
has  just  helped  turn  the 
,'    Mercedes-Benz  300  D 
%  Sedan  and  300  CD  Coupe 
into  two  of  the  most 
nt  diesels  ever  built  for  sale, 
s  a  turbocharger,  the  mechan- 
teart  of  an  advanced  power  sys- 
that  Mercedes-Benz  pioneered 
[has  since  proven  in  its  300  SD 
[n  and  300  TD  Station  Wagon: 
Ingenious  interlocking  of  tur- 
|and  diesel  technologies,  the 
lodiesel. 

Head  for  the  hills 

le  Turbodiesel  idea  is  no  longer 
or  exclusive  to  Mercedes-Benz. 
:edes-Benz  Turbodiesels  simply 
ower  every  other  diesel  auto- 
ile,  turbocharged  or  otherwise, 
you  can  buy  today. 
iu  are  thrust  away  from  stop- 
s  and  down  the  road  with  sud- 
new  velocity,  backed  by 
ercent  more  horsepower  and 
ercent  more  torque, 
iu  can  pull  out  and  flash  past 
er  vehicles.  You  feel  no  lag  on 
.  Throttle  response  even  in  the 
die  speed  range  is  crisp, 
te  car  meanwhile  burns  less  fuel 
a  normal  five-cylinder 
:edes-Benz  diesel.  It  is  docile 
re  other  performance  cars  (and 
y  of  today's  gasoline-powered 
I  can  be  balky.  It  doesn't  smoke 
j  tramp  steamer  as  it  climbs  long 
es.  On  frigid  mornings  it  can 
lp  in  seconds.  It  never  needs 
i  a  conventional  tune-up. 
you  termed  this  the  most 
;htened  form  of  automotive 
er  for  the  eighties,  Mercedes- 
I  would  not  strongly  disagree. 

Oil-cooled  pistons 

Turbodiesel  form,  nearly 
of  the  renowned  five-cylinder 


Mercedes-Benz  diesel  engine's  key 
internal  components  are  replaced  by 
new  and  more  rugged  parts. 


Deep  in  the  base  of  the  engine 
block,  a  series  of  tiny  nozzles  sprays 
jets  of  oil  into  the  pistons  to  help  cool 
them  as  they  work. 

Not  even  the  Turbodiesel's  trans- 
mission is  the  same.  It  is  a  compact 
four-speed  hydraulic  wizard  of  an 
automatic,  a  torque  converter  device 
so  quick  that  it  can  shift  gears  in 
l/10th  of  a  second,  so  smooth  that 
many  shifts  are  imperceptible. 

45  percent  more  pleasurable 

The  300  D  Sedan  is  not  the  largest 
or  the  costliest  Mercedes-Benz  Tur- 
bodiesel, but  its  superb  new  ratio  of 
power  to  weight  makes  it  close  to  the 
quickest.  Imagine  the  effect  on  a 
3585-lb  automobile  of  45  percent 


more  power- paid  for  with  less  than 
five  percent  more  weight. 

Imagine  the  effect  of  this  extra 
performance  on  a  nimble-handling 
car  already  second  to  no  sedan,  for- 
eign or  domestic,  in  roadholding 
prowess. 

The  300  D  remains  at  the  same 
time  an  ideal  family  automobile, 
conveying  five  adults  within  one  of 
the  more  intelligently  designed  and 
appointed  cabins  on  wheels.  Almost 
every  reasonable  amenity  already 
exists  in  the  300  D- without  con- 
sulting an  option  list. 

Turbodiesel  performance  in  the 
300  CD  Coupe  is  icing  on  a  rich  cake. 
With  its  two-plus-two  coupe  format 
and  its  pronounced  sporting  flavor, 
the  300  CD  already  ranked  as  an 
exotic  Mercedes-Benz.  But  no  mere 
boulevardier:  a  taut  106.7-inch 
wheelbase  and  precise  reflexes  help 
this  suave  machine  to  excel  in  hard, 
sustained,  nip-and-tuck  driving. 

These  two  models  fit  into  the 
Mercedes-Benz  Turbodiesel  price 
range  just  below  the  300  TD  Station 
Wagon,  which  in  turn  stands  below 
the  300  SD  Sedan.  Sumptuously 
spacious,  almost  eerily  quiet-run- 
ning, clad  in  its  aerodynamically  ad- 
vanced body,  that  remarkable  auto- 
mobile occupies  the  summit  of 
modern  diesel  passenger  car  design. 

But  all  four  Mercedes-Benz 
Turbodiesels  advance  the  science 
of  the  automobile,  by  providing 
performance  levels  that  so  many 
Americans  preter-and  the  efficiency 
that  today's  world  demands. 

Approximate  suggested  advertised 
delivered  price  at  port  of  entry. 

1981  Mercedes-Benz  N.A  ,  Inc.,  Montvale,  N.I. 


Engineered  like  no  other 
car  in  the  world 


An 

investment 

iNPDRin 

When  assessing  the  true 
value  of  a  gold  investment, 
consider  the  question 
of  purity. 

The  Canadian  Gold  Maple 
Leaf  coin  is  exactly  one 

troy  ounce  of  solid 
unalloyed  gold,  999  fine. 

In  fact  its  purity  is  finer 
than  more  popular  coins. 

The  recognized  fineness  of 
the  Gold  Maple  Leaf  has 
contributed  substantially 
to  its  wide  acceptance 
among  knowledgeable 
investors,  who  also  know 
that  it  can  be  bought  and 
sold  easily. 

Having  made  the  decision 
to  add  gold  bullion  coins 

to  an  investment  portfolio, 
it  then  becomes  simply  a 
question  of  purity. 

To  buy  the  Canadian  Gold 
Maple  Leaf  call  toll  free 
800-331-1750,  (In 
Oklahoma  800-722-3600), 
and  we'll  tell  you  the  name 
and  number  of  your 
nearest  dealer. 


Personal 
Affairs 

Air  Traffic  Controller 

Air  Traffic  Controller  simulates  the 
real-life  job  experience  of  the  air  traf- 
fic controller,  and  Forbes  staffers  es- 
pecially liked  it.  The  point  is  to  take 
off  and  land  up  to  13  planes — without 
crashing.  The  number  of  planes  in- 
creases with  each  of  the  four  levels  of 
difficulty.  Using  a  screen,  you  maneu- 
ver the  aerial  traffic  in  a  "six-mile" 
radius,  making  split-second  decisions 
about  appropriate  speeds,  altitudes 
and  directions.  The  faster  you  can 
manage  all  this  without  crashing,  the 
higher  you  score.  If  you  blow  it,  you 
will  know;  the  device  lets  forth  a  spe- 
cial electronic  sound  when  there's  an 


If  you  master  this  one,  see  the  /AA 


accident  or  a  hazardous  situation.  The 
game  was  designed  by  an  engineer 
and  three  air  traffic  controllers — well 
before  the  strike.  It  sells  for  about  S50 
at  stores  across  the  country. 


Canada's  Gold 
Maple  Leaf. 

Royal  Canadian  Monnaie  royale 
Mint  canadienne 


160 


The  point  is  to  outfox  JR. — a  computer  who.  naturally,  cheats 

Dallas 

This  electronic  board  game  gives  you  the  opportunity  to  outwit  that  devious 
financial  varmint,  J.R.  Ewing.  Up  to  six  people  can  try  to  wrest  control  of  the 
Ewing  empire  from  J.R.,  but  it  isn't  all  that  easy.  J.R.,  you  see,  is  a  small 
computer  who,  naturally,  cheats.  Whenever  a  player,  who  can  assume  one  of 
six  Dallas  characters,  makes  a  financial  move,  he  or  she  must  inform  the  J.R. 
computer.  The  game  includes  a  playing  board,  six  character  pieces,  24  deeds, 
play  money  and,  of  course,  24  blackmail  cards.  It  costs  around  $50  at  stores 
nationwide. 

A  $1,500  exclusive  edition  will  also  be  available  through  Bloomingdale's  that 
will  be  equipped  with  a  leather  carrying  case  and  gold-plated  pieces. — Anne  Field 
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Personal 
Affairs 


IRS  versus  taxpayers: 
tales  of  the  tape 

It's  that  time  of  year  when  you 
should  be  pruning  your  portfolio, 
making  your  charitable  contributions, 
prepaying  your  state  tax,  looking  for 
tax  shelters — all  in  an  effort  to  lessen 
your  federal  tax  bill  for  1981.  As  the 
Apr.  15  deadline  nears,  some  taxpay- 
ers may  also  be  tempted  to  cheat  a 
little  bit — underreporting  income,  ex- 
aggerating expenses  and  deductions, 
or  diving  for  a  shady  tax  shelter.  If  you 
are  one  of  them,  you  know  that  you 
are  playing  the  risky  game  of  audit 
roulette.  The  big  question  is:  What  are 
your  chances  of  getting  caught?  An- 
swer: greater  than  you  probably  think. 

There  is  only  limited  comfort  in  the 
fact  that  the  IRS  now  audits  less  than 
2%  of  all  tax  returns  filed.  You  could 
easily  put  yourself  in  that  unhappy 
club;  most  audits  are  by  no  means 
arbitrary.  Also,  and  for  many  taxpay- 
ers more  significantly,  the  big  IRS 
computer  in  Martinsburg,  W.Va.  is  fi- 
nally doing  the  job  it  was  supposed  to 
do  in  checking  taxpayers'  returns 
against  payments  reported  by  employ- 
ers, banks  and  brokers.  The  so-called 
document  matching  program  and  the 
auditing  procedures  now  used  by  the 
IRS  ought  to  give  any  upper-income 
taxpayer  pause  when  he  sits  down 
with  his  tax  preparer.  It  can  pay  to 
know  what  weapons  the  IRS  has. 

Let's  look  first  at  the  document 
matching  program.  Begun  in  the  early 
1970s,  the  program  was  generally  con- 
sidered a  flop  well  into  1977.  The  IRS 
simply  could  not  process  all  the  little 
bits  of  paper — W-2,  1099  forms  and 
the  like — that  it  received  and  match 
them  against  income  reported  on  re- 
turns. The  blizzard  of  hundreds  of  mil- 
lions of  pieces  of  paper  was  simply 
shredded  and  recycled,  and  a  lot  of 
taxpayers  who  had  underreported 
their  incomes  simply  smirked. 

But  in  the  last  few  years,  thanks  to 
the  IRS'  success  in  persuading  many 
employers,  banks,  brokers  and  others 
to  send  in  the  dividend,  interest  and 
payroll  data  they  record  on  magnetic 
tape,  the  matching  program  has  be- 
come the  biggest  success  story  the 
IRS  has  had  since  it  put  away  Al  Ca- 
pone.  More  than  77%  of  all  interest 
and  dividend  income  is  now  matched 


against  taxpayers'  returns. 

While  the  amount  of  money  that 
the  IRS  now  assesses  as  a  result  of  its 
matching  program  has  not  yet  been 
disclosed,  in  1976 — when  the  pro- 
gram was  still  less  than  50%  success- 
ful— bills  for  $246  million  in  addition- 
al taxes  were  sent  out.  One  guess  is 
that  the  program  now  will  net  well 
over  a  half-billion  dollars  in  previously 
uncollected  taxes.  "We're  emphasiz- 
ing the  matching  program  and  we'll 
continue  to  because  it's  cost-effi- 
cient," notes  Ellen  Murphy,  an  IRS 
official,  with  characteristic  under- 
statement. Not  only  are  the  IRS  com- 
puters catching  a  lot  of  "forgotten" 
income  on  returns,  the  machines  are 
also  saving  a  lot  of  time  and  manpow- 
er by  automatically  writing  letters  to 


taxpayers,  notifying  them  of  the 
omissions,  and  totaling  up  their  new 
tax  bills — including  interest,  of 
course.  "The  letters  are  computer  gen- 
erated, and  are  not  reviewed  [by  ex- 
aminers] because  they  have  been 
screened  before  the  computer  gener- 
ates the  notice,"  says  Murphy. 

The  result:  Millions  of  taxpayers  are 
now  receiving  odd-looking  computer 
printouts  that  don't  even  start  off 
"Dear  Taxpayer"  and  often  end  up 
with  a  rather  alarming  bottom  line. 
The  IRS  cannot  yet  say  how  many 
notices  it  is  sending  in  1981,  nor  has 
it  tallied  totals  for  1980.  But  in  1979, 
it  sent  out  1.2  million  notices,  appli- 
cable for  tax  year  1977.  (The  matching 
program  has  been  running  about  one 
year  late.  This  year  it  is  examining 
1979  returns;  1980  returns  won't  be 
matched  until  the  beginning  of  1982. 
So  if  you  want  to  amend  your  1980 
return,  you  still  have  time  to  do  so.) 

For  upper-income  taxpayers  who 


are  nabbed,  the  added  tax  bite  can  be 
especially  painful.  Since  they  are  in 
such  lofty  tax  brackets,  the  "discov- 
ered" income  is  taxed  at  a  high  rate. 
The  computer  does  not  presume  any 
deductions  against  that  additional  in- 
come, except  a  small  increase  in  state 
sales  tax  deductions,  if  applicable. 

For  example,  one  taxpayer  who 
grossed  $181,000  in  1978  recently  re- 
ceived a  notice  that  he  failed  to  report 
$1,701  in  dividends  and  interest  from 
his  money  market  fund  and  from 
some  savings  accounts.  His  total  tax 
on  that  amount  came  to  $1,258  be 
cause  he  was  in  such  a  high  bracket. 

Another  taxpayer  who  had  omitted 
an  income  of  $2,581  from  freelance 
work  was  hit  with  a  total  of  $1,561  in 
additional  taxes  and  penalties.  He 
would  have  to  amend  his  entire  1979 
return  to  claim  any  additional  deduc- 
tions against  that  previously  unre- 
ported income. 

Because  the  computer  printout 
looks  so  official  and  precise,  and  be- 
cause most  taxpayers  who  get  such 
notices  have,  in  fact,  something  to 
hide,  the  tendency  is  to  pay  the  addi- 
tional tax  that  the  IRS  says  is  due — 
quickly.  This  could  be  a  mistake. 

Notes  James  Power,  a  partner  with 
Deloitte  Haskins  &.  Sells,  "First  of  all, 
look  at  the  letter.  We  often  find,  for  a 
lot  of  reasons,  that  the  IRS  is  wrong. 
You  could  have  reported  what  the  IRS 
says  you  did  not,  but  elsewhere  on  the 
return." 

One  taxpayer,  for  example,  was  in- 
formed he  had  underreported  some 
$22,000  in  income — when  he  had,  in 
fact,  reported  it  all — on  a  separate 
schedule  C  that  the  computer  had  not 
taken  into  account. 

"There  are  limitations  to  the  com- 
puter-matching process,"  says  Power. 
"We  find  a  high  proportion  of  cases 
where  the  IRS  does  make  some  errors. 
So  don't  just  write  a  check.  Check 
your  own  records." 

Moral:  While  the  IRS'  computers 
are  demonstrating  that  they  can  find 
unreported  income,  they  are  far  from 
perfect.  And  some  of  the  high,  hard 
ones  can  zip  right  past  the  computer. 
Take  stock  gains,  for  example.  While 
brokerage  firms  and  companies  pay- 
ing dividends  are  required  to  report 
payments  made  to  stockholders,  they 
do  not  report  when  you  bought  or  sold 
stock,  or  the  prices  paid. 

Still,  it  appears  most  investors  do 
indeed  accurately  report  gains  and 
losses  on  stock  transactions,  anyway. 
Or  so  says  Paul  N.  Strassels,  an  author 
and  former  IRS  agent  whose  new 
book  Money  in  Your  Pocket  has  just 
been  published  by  Control  Data  Pub- 
lishing, Minneapolis,  $9.95.  Strassels 
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I  reports  the  IRS  several  years  ago  ex- 
I  amined  several  thousand  returns  from 
i  taxpayers  who  reported  stock  divi- 
dends, and  tracked  them  over  a  few 
years  to  see  if  the  sale  of  any  securi- 
ties was  reported  when  the  dividends 
were  no  longer  reported.  According  to 
Strassels,  the  IRS  found  that  most  in- 
vestors had  indeed  reported  their 
transactions  properly. 

As  painful  as  a  computer  notice  can 
>be,  it  doesn't  strike  nearly  as 
much  fear  into  the  heart  as  does  noti- 
fication of  an  audit.  While  the  per- 
centage of  taxpayers  beingaudited  each 
year  is  actually  dropping — it  was  about 
2%  in  1980,  less  this  year — the  audits 
are  more  detailed,  and  more  productive 
for  the  IRS.  The  reasons  you  could  be 
selectedf  or  audit  are  numerous,  and  the 
IRS  has  its  own  "score  card"  to  deter- 
mine the  ripest  candidates. 

But  according  to  Michael  Buxbaum, 
author  of  the  soon-to-be-published 
Dictio  nary  of  1040  Deductions  for  1982 
(Matthew  Bender  &  Co.,  New  York, 
$25),  there  are  at  least  ten  areas  where 
taxpayers  should  tread  very  carefully 
in  order  to  avoid  audit,  or  to  satisfy 
the  IRS  if  audited.  His  hit  parade  of 
audit  triggers: 

•  A  1040  business  return  with  total 
gross  receipts  of  $100,000  or  more  or 
substantial  business  losses. 

•  A  1040  nonbusiness  return  with 
income  over  $50,000. 

•  A  return  that  reflects  any  tax  shel- 
ter activity. 

•  A  return  prepared  by  a  preparer  on 
the  problem  preparer  list. 

•  Travel  and  entertainment. 

•  Business  automobile  expenses. 

•  Casualty  losses. 

•  Barter  income. 

•  Home  office  deductions. 

•  Hobby  losses. 

Note:  One  area  the  IRS  is  especially 
steamed  about  is  bogus  tax  shelters. 
The  new  IRS  Commissioner,  Roscoe 
L.  Egger  Jr.,  is  picking  up  where  his 
predecessor  Jerome  Kurtz  left  off.  In  a 
recent  interview  printed  in  the  jour- 
nal of  Accountancy ,  he  had  this  to  say: 
"I  believe  our  answer  to  tax-shelter 
problems  lies  not  in  flooding  the 
country  with  governmental  agents 
but  in  providing  a  significant  'down- 
side' penalty  to  make  a  losing  ticket 
in  the  IRS  audit  'lottery'  much  more 
expensive  for  the  taxpayer." 

What  if  you  turn  out  to  be  Lucky 
Pierre  and  are  audited?  One  good 
source  to  consult  right  away  is  The 
Taxpayer's  Audit  Survival  Manual ,  soon 
to  be  published  by  Enterprise  Publish- 
ing, Inc.,  Wilmington,  Del.,  $9.95. 
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TIME 

It  made  us 
feel  like 
giants  again. 

The first  flight  of  Columbia  seemed  to  lift  the  whole 

nation  out  of  its  collective  sense  of  futility. 

It  gave  us,  at  long  last,  something  to  cheer  about. 

Some  events  are  leitmotifs  of  their  age,  with 
implications  as  important  as  the  events 
themselves.  For  example,  the  launch- 
ing of  the  first  unmanned  space  missile.  It 
was  the  apotheosis  of  the  American  genius  for 
technological  adventure. 

From  that  moment,  TIME  has  been  a  dedi- 
cated space-program  watcher,  recording  and 
interpreting  the  significance  of  every  single 
space  shot. 

With  the  announcement  of  the  space  shuttle 
program,  TIME  initiated  a  logistical  countdown 
that  seemed  as  complex  as  NASA's. 

"We  do  our  homework','  said  one  TIME 
photographer,  and  indeed  they  do.  Sixty  trips  to 
Kennedy  Space  Center  in  the  year  before 
Columbia's  launching,  just  to  scout  locations. 
Six  specialist  photographers.  Cameras  in  twenty 
locations,  including  six  only  400  feet  from  the 
launch  site.  And  with  the  precious  pictures  safe 
in  hand,  by  helicopter,  jet  and  limousine  they 
were  rushed  to  TIME,  and  were  in  print  and  on 
their  way  to  readers  within  twenty-four  hours: 
the  fastest  color  close  in  TEVIE's  history. 

It  was  a  perfect  synchronization  of  words  and 
pictures,  of  concept,  execu-  "^^T^ 
tion  and  delivery,  that  gave  Ij^Er 
TIME  readers  an  exclusive 
and  comprehensive  look  at 
an  event  that  had  occurred 
only  the  day  before.  Millions 
more  people  read  TIME  every 
week,  because  we  work  so 
hard  to  put  more  into  it. 


More  goes  into  it. 


How  an  industrial  product 
from  Colt  Industries 
helps  get  more  highway 
out  of  a  gallon  of  gas. 


Specializing  in  the  development  and  manufacture  of  advanced,  fuel- 
efficient  carburetors,  our  Holley  Carburetor  Division  is  helping  make 
today's  American  small  cars  a  lot  less  thirsty.  The  Ford  Escort,  Mercury 
Lynx,  Plymouth  Reliant,  Dodge  Aries  and  the  Chevrolet  Chevette,  to 
name  a  few.  And  many  of  the  new  small  cars  also  feature  the  Holley 
electronic  feedback  carburetor  for  even  greater  fuel  efficiency.  Holley 
is  also  helping  improve  fuel  efficiency  in  older  cars  with  its  Econo- 
master®  line  of  replacement  carburetors. 

Holley  is  not  only  meeting  today's  rigorous  product  quality  and  per- 
formance standards,  but  is  also  advancing  technology  in  carburetion, 
fuel  injection  and  other  fuel  delivery  systems.  And  Holley  is  another  of 
the  well-known  brand  names  that  make  us  what  we  are  today.  A  $2  bil- 
lion company  with  a  broad  earnings  base  in  five  industry  segments, 
leading  supplier  to  the  industrial  sector  of  the  U.S.  economy.  For 
ports  write  Colt  Industries  Inc,  Dept.  44,  430  Park 
Avenue,  New  York  N.Y.  10022. 
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TheForbes/Wilshire  5000  Review 


2000 


7  Market  value  of  Wilshire  5000: 
—$1,303.8  billion  as  of  11/13/81- 


1500 


:  Wilshire  5000  equity  index 
;  The  total  price  of  all  stocks  for 
-  which  daily  quotations  are 
!  available,  weighted  by  market  value. 


•l^^  Percent  change  in  last  two  weeks  - 
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Good  times,  bad  times.  A  healthy  round  of  interest  rate 
cuts  helped  Wall  Street  eke  out  some  gains  over  the  past 
two  weeks.  But  investor  enthusiasm  was  restrained  by 
indications  of  continuing  economic  deterioration  and  the 
developing  donnybrook  in  Washington.  The  little  guys 
made  the  most  out  of  this  sweet  and  sour  situation: 
NASDAQ  stocks  jumpd  2.5%  and  the  ASE  Market  Value 
Index,  1.8%  over  the  past  two  weeks. 

Bigger-capitalization  stocks,  meanwhile,  moved  ahead 
only  slightly — and  selectively.  The  Dow  }ones  industrial 
average  and  the  NYSE  composite  index  were  in  the  black, 
while  the  S&P's  500 — a  cross-sectional  measure  of  Ameri- 
ca's industrial  and  financial  heartland — retreated  0.2%. 


On  the  whole,  the  market  didn't  do  too  badly.  The  Wil- 
shire, the  most  comprehensive  measure,  gained  0.6%,  or 
more  than  $49  billion  in  market  value. 

Now,  the  optimists  expect  declining  interest  rates  to 
drive  capital  out  of  money  market  funds  and  back  into 
common  stocks.  Don't  be  too  sure:  Investors  will  have  to 
feel  more  confident  about  the  economy's  overall  strength 
before  they  are  willing  to  go  full  throttle  into  the  equity 
markets.  In  the  meantime,  money  managers  are  doing  a 
great  deal  of  picking  and  choosing.  The  biggest  emphasis 
was  on  stability,  not  speculation.  Over  the  past  four 
weeks,  investors  loaded  up  on  low-volatility,  low-P/E, 
high-yield  and  higher  priced  securities. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 
5000 

Dow  Jones 
industrials 

NYSE 
Composite 

ASE  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.6 

0.5 

2.5 

3.4 

5.2 

in  last  52  weeks 

-9.9 

-13.2 

-10.3 

-9.8 

-0.8 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

3.6 

4.7 

2.3 

3.8 

5.3 

1.9 

3.7 

3.9 

3.2 

2.9 

in  last  52  weeks 

-2.5 

12.7 

-11.1 

4.5 

9.1 

2.0 

-1.0 

7.4 

-5.0 

8.6 

*  A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable, 
t  A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  1 1/13/81 .  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Banking  on  cheaper  money.  A  falling  prime  rate  helped 
boost  a  large  number  of  major  banks  to  52-week  stock 
market  highs.  This  pushed  the  finance  sector  to  the  head 
of  the  pack  over  the  past  two  weeks  with  a  3.8%  gain. 
Utilities  also  stand  to  benefit  from  lower  interest  rates, 
and  they  shared  a  similar-size  gain.  Other  strong  sectors 
were  raw  materials  and  capital  goods. 
Mobil's  bid  for  Marathon  skidded  on  several  legal  oil 


slicks,  and  this  helped  burn  off  some  investor  enthusiasm 
for  energy  stocks.  The  sector  slid  back  1.7%.  In  fact,  alll 
the  recent-  episodes  of  merger  fever  have  not  been  enough 
to  counteract  the  effects  of  the  oil  glut.  Over  the  past  52] 
weeks  the  energy  group — the  poorest  performing  of  all! 
nine  traded  here — fell  over  27%.  The  second  poorest  per- 
forming sector  has  been  the  technology  group.  It  lost  an 
additional  1.6%  in  the  most  recent  two  weeks. 


Percent  change  in  last  52  weeks.         'LJ^^s/'  Ptrcem  cnM18e  in  ,a"  ,w0  week» 


Capital  goods 


+75% 


+  50 


+25 


Consumer  durables 


+  75% 


+50 


+25 


'  ''  'I  I  I'  l  I  I  I  I  l  l  i  I  i  I  i  i  i  I  I  i  l  l 
'OA  -81 


Consumer  nondurables  and  services 


+  75% 


+  50 


+25 


M  I  I   I  I  I  I  I  1  I  I  I  I   I  1  I  I  I  I  I  I  I  I  1  I  I 


'SO 


'81 


Energy 


+75% 


+  50 


+25 


Technology 


+75% 


+  50 


+25 


Finance 


+75% 


+50 


+25 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  II  I  I  I  I  I 

to 


'81 


Transportation 


+75% 


+50 


+25 


+0.2 


I  I  I  I  I  I  I  I  11  I  I  M  I  I  I  I  I  I  I  I  I  I  I  I  I 
•80    '  -81 


Raw  materials 


+75% 


+50 


+25 


+2.9 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  1  I  I  I 


•80 


-81 


Utilities 


+75% 


+50 


+25 


Note:  All  data  for  periods  ending  11/13/81  Prepared  by  Wilshirc  Associates,  Santa  Monica,  Calif. 
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Policy 
Statement 


The  best  life  insurance  policy  for  you  hasn't 
been  written  yet.  Let's  write  it  together. 

Listening  is  the  most  important  ingredient 
involved  in  the  design  of  a  personalized  insurance 
program. 

It's  a  talent  that  weVe  been  developing 
National  Life  of  Vermont  for 
over  130  years.  And  it  comes 
from  understanding  that 
the  best  life  insurance 
solution  is  one  that 
answers  your  particular 
needs,  wants,  goals, 
problems  and  objectives. 

Quality  by  Design. 

National  Life 


of  Vermont 


National  Life  Insurance  Company  Home  Office:  Montpelier,  Vermont  05602 
LIFE  INSURANCE,  BUSINESS  INSURANCE,  DISABILITY  INSURANCE,  PENSION  AND  PROFIT-SHARING  PLANS 
THROUGH  OUR  AFFILIATE,  EQUITY  SERVICES,  INC  -  MUTUAL  FUNDS,  VARIABLE  ANNUITIES. 


If  the  cost  of  money  keeps  falling,  some 
sharp  earnings  increases  will  come  at 
those  firms  where  creditors  have  been 
knocking  loudly  at  the  door 

The  bright  side  of 
short-term  debt 


By  Steve  Kichen 
and  Paul  Bornstein 


W'  HEN  INTEREST  RATES  are 
climbing,  short-term  debt 
means  big  trouble.  By  defini- 
tion short-term  debt  includes  all  obli- 
gations due  in  12  months  or  less,  and 
financing  costs  can  move  up  just  as 
fast  as  a  soaring  prime.  The  damage  to 
earnings  can  be  deadly. 


There's  a  flip-side  to  this  relation- 
ship. When  rates  are  falling,  compa- 
nies with  a  hefty  load  of  short-term 
debt  will  experience  the  joys  of 
cheaper  money  almost  immediately. 
That  affects  the  income  statement 
too,  but  in  a  positive  way.  Interest 
expenses  are  deducted  before  taxes.  So 
for  every  dollar  of  short-term  interest 
a  company  avoids,  another  50  cents 
flows  to  the  bottom  line,  assuming  a 


50%  overall  corporate  tax  rate. 

Big  corporations  typically  meet] 
their  short-term  credit  needs  through! 
the  commercial  paper  markets,  wheal 
they  can  get  money  for  30  or  60  days! 
at  as  much  as  400  basis  points  below! 
prime.  Many  smaller  companies,  on| 
the  other  hand,  resort  to  straightfor- 
ward bank  credit.  Sometimes  this  im 
priced  well  above  the  prime.  The  im- 
portant thing  to  remember,  however,! 
is  that  both  types  of  carrying  costs| 
will  decline  if  interest  rates  continue 
to  drop.  This  Statistical  Spotlight  at-1 
tempts  to  measure  that  change  in 
terms  of  per-share  earnings. 

The  accompanying  table  ranks 
companies  with  high  levels  of  short- 
term  debt  relative  to  net  income.  The 
third  column — EPS  gain  with  1%  in- 
terest rate  drop — is  the  most  interest- 
ing: It  indicates  how  many  cents  per 
share  a  company's  earnings  are  likely 
to  rise  with  every  1%  decline  in  inter- 
est costs.  To  make  the  table  a  com- 
pany also  had  to  show  a  profit  over 
the  latest  12  months  and  to  have  rev- 
enues of  $82  million  or  greater.  Since 
they  are  normally  considered  interest- 


Measuring  the  gains  from  falling  interest  rates 


If  interest  rates  fall,  so  do  carrying  costs  of  short-term  net  income,  should  benefit  immediately.  The  third  col- 
debt.  These  25  companies,  ranked  by  the  ratio  of  debt  to     umn  estimates  per-share  gains  for  every  1%  drop  in  rates. 


Short- 

Short- 

EPS 

term 

term 

gain  with 

 Latest  12  months  

52-week 

debt/net 

debt 

1%  interest 

P/E 

revenues 

price 

Recent 

Company/principal  business 

income 

(million) 

rate  drop 

EPS 

ratio 

(million) 

range 

price 

Empire  of  Carolina/toys 

109.7 

$  21.8 

$0.10 

$0.22 

19.9 

$  82.8 

9 'A-  3% 

4% 

Imperial  Industries/building  materials 

47.1 

6.3 

0.01 

0.06 

31.3 

102.8 

3'A-  1% 

1% 

TFI  Cos/bldg  materials,  food 

38.6 

12.2 

0.02 

0.16 

11.7 

195.1 

3'/8-  1% 

17s 

Burroughs/computer  equipment 

35.6 

613.5 

0.08 

0.41 

NM 

3,142.4 

55%-27'/8 

31% 

Norlin/multicompany 

34.3 

12.0 

0.03 

0.19 

NM 

293.0 

16%-12% 

15% 

Coastal  Corp/refining,  marketing  oil 

31.4 

206.8 

0.05 

0.98 

37.5 

5,979.2 

59  Vi  -25  % 

36% 

Kellwood/apparel 

30.6 

111.8 

0.16 

1.04 

9.7 

616.7 

13'/2-   8  5/8 

lOVs 

Elcor/engineering  services 

28.6 

12.3 

0.02 

0.12 

NM 

274.0 

19%-  9'/2 

11 

Allied  Products/metal  fabricating 

26.7 

4.8 

0.01 

0.05 

NM 

270.3 

11-7 

8% 

KDT  Industries/retail 

25.7 

37.7 

0.03 

0.20 

22.5 

867.9 

9V*-  4'/2 

4'/2 

fewelcor/retail  jewelry 

23.3 

25.2 

0.04 

0.78 

6.1 

175.1 

75/8-  3% 

4% 

Struthers  Wells/industrial  equipment 

21.3 

13.6 

0.02 

0.24 

40.6 

82.5 

26-9 

9% 

Jim  Walter/building  materials 

20.5 

390.2 

0.12 

1.09 

15.5 

2,020.4 

32  -16% 

16% 

Warner-Lambert/proprietary  drugs 

20.2 

194.1 

0.01 

0.12 

NM 

3,442.0 

25  -17 

19% 

Newberry  Energy/electrical  construct 

18.6 

10.3 

0.04 

0.85 

8.5 

140.5 

10%-  7 

7% 

LSB  Industries/industrial  equipment 

17.7 

32.8 

0.05 

0.61 

7.4 

82.6 

7-4 

4'/2 

Fairfield  Communities/building 

16.8 

60.1 

0.20 

2.43 

6.2 

82.0 

2oy«-n% 

15 

Saxon  Inds/paper  products,  copiers 

16.3 

63.4 

0.05 

0.56 

8.9 

738.5 

87/s-  4 

5 

CHB  Foods/food  processing 

15.7 

56.7 

0.09 

1.16 

5.0 

289.8 

8'/2-  SVs 

5% 

Resorts  international  A/hotels,  casinos  15.1 

22.4 

0.01 

0.14 

NM 

336.5 

31%-12'/2 

185/8 

Standard-Pacific/building 

14.4 

78.2 

0.10 

1.36 

6.4 

96.6 

18'/8-  8% 

8% 

Fabcrge/cosmetics 

13.5 

26.1 

0.02 

0.34 

51.5 

260.5 

28'/2-12 

17'/2 

Grolier/publishing 

13.4 

28.9 

0.01 

0.17 

13.2 

336.6 

3'/s-  1%* 

2  V* 

RCA/multicompany 

12.4 

868.2 

0.06 

0.02 

NM 

7,985.5 

33  -16% 

17% 

Gaylords  National/retail 

11.3 

8.0 

0.03 

0.58 

3.4 

121.8 

3'/2-  1% 

2 

•Price  range  for  1981.    NM:  not  meaningful. 

Source  Standard  &  Poor's 

Compustat 

170 


FORBES,  DECEMBER  7,  1981 


Our  work  force  of  650.000  dedicated 
men  and  women  will  never  make  news- 
paper headlines,  but  their  productivity 
makes  rewarding  reading  in  annual 
reports. 

A  good  example  of  why  the  Hyster 
Company,  of  Portland,  Oregon,  invested 
S60  million  in  a  fork  lift  truck  plant  at 
Craigavon,  County  Armagh,  is  machine 
operator  Bob  Hudson.  Bob  puts  as  much 
enthusiasm  and  concentration  into  his 
job  as  he  does  into  a  round  at  the  Lurgan 
Golf  Club,  one  of  the  many  championship 
courses  that  dot  the  Ulster  countryside 

As  Hyster  Chairman  William  Kilkenny 
says,  "Northern  Ireland  has  skilled  people 
with  a  real,  old-fashioned  enthusiasm 
for  hard  work." 

Besides  the  attractions  of  a  skilled 
work  force  with  an  enviable  labor  rela- 
tions record,  American  companies  con- 
tinue to  invest  heavily  in  Northern  Ireland 
for  our  well-developed  infrastructure,  ex- 
cellent communications  to  the  world,  and 
what  has  been  called  the  best  package 
of  government  incentives  in  the  EEC 

If  you  have  any  doubts  about  how 
smoothly  business  continues  to  function 
today  in  Northern  Ireland,  ask  anyone 
who's  been  here  recently.  Better  yet,  come 
see  for  yourself.  For  further  information  or 
visit  details,  contact  Ian  Walters  or  George 
Forsterat  the  Northern  Ireland  Industrial 
Development  Office.  Call  (212)  593-2258. 
Or  write:  NIIDO,  British  Consulate-General, 
150  E.  58th  St.,  New  York,  NY  10155. 


Northern 
Ireland  works. 

A  visit  will  convince  you. 


sensitive  stocks,  banks,  insurance  and 
other  financial  institutions  have  been 
excluded. 

As  a  look  at  the  table  indicates, 
some  firms'  lower  interest  rates  will 
provide  a  handsome  bonus.  Fairfield 
Communities,  for  example,  a  real  es- 
tate developer  and  builder  with  $60 
million  in  short-term  debt,  might  add 
another  20  cents  per  share  to  the  bot- 
tom line  for  each  1%  drop  in  interest 
rates.  Another  builder,  Standard-Pa- 
cific, could  add  10  cents  with  each  1% 
rate  decline. 

Although  firms  such  as  Imperial  In- 
dustries and  TFI  Cos.  do  not  show  as 
much  potential  for  absolute  earnings 
change  as  Fairfield  or  Standard-Pacif- 
ic, building  companies  in  particular 
offer  a  double-barreled  advantage.  A 
drop  in  interest  expense  adds  a  few 
cents  immediately  to  earnings,  a 
much  stronger  kicker  is  likely  to 
come  from  an  industry  turnaround 
sparked  by  lower  mortgage  rates. 

Seasonal  borrowing  to  finance  in- 
ventories also  puts  a  heavy  short-term 
debt  burden  on  many  companies — 
and  a  drop  in  these  costs  would  be 
especially  good  news  for  several  firms. 
Empire  of  Carolina,  a  toy  manufactur- 
er, is  a  good  example.  Our  estimates 
show  that  for  every  1%  drop  in  inter- 
est rates  Empire  could  add  another  10 
cents  in  earnings.  Empire  earned  just 
22  cents  during  the  latest  12  months, 
so  a  2%  drop  in  rates  may  mean  earn- 
ings will  double.  Similar  though  less 
dramatic  changes  in  earnings  could 
come  at  Allied  Products,  Elcor  and 
Imperial  Industries. 

Be  aware,  however,  that  there  is 
considerable  variation  in  the  cash  po- 
sitions of  some  of  the  firms  in  our 
table.  Burroughs,  for  instance,  has 
over  $600  million  in  short-term  debt, 
which  it  is  using  to  support  finished 
inventories.  It  may  need  to  borrow 
more  to  help  finance  the  Memorex 
merger.  With  only  $49  million  in  cash 
and  cash  equivalents,  the  big  comput- 
er maker  is  hardly  flush  with  funds. 
Norlin,  on  the  other  hand,  also  has 
relatively  high  amounts  of  short-term 
debt,  but  it  is  in  the  process  of  selling 
its  technology  group  for  approximate- 
ly $56  million  and  is  holding  $12.3 
million  in  cash  and  equivalents. 

No  matter  how  dramatic  the  pro- 
jected benefits  of  lower  interest  rates 
look  for  some  of  these  corporations, 
there  is  a  dark  cloud  behind  this  silver 
lining  of  cheaper  money.  Rates  are 
falling,  in  part,  because  the  economy 
is  headed  into  a  recession — some- 
thing that  may  well  offset  the  gains  of 
reduced  borrowing  costs.  Still,  good 
news  is  where  you  find  it,  and  these 
estimated  earnings  improvements  are 


easy  to  quantify,  company  by  com- 
pany. The  potential  damage  of  an 
overall  economic  slump  isn't. 

Something  else  could  go  wrong, 
too.  Suppose  that  interest  rates 
don't  continue  their  decline.  Some 
smart  economists — Salomon  Broth- 
ers' Henry  Kaufman  for  one — think 


that  rates  will  bottom  out  soon  an 
then  soar  to  even  greater  height 
than  those  they  hit  earlier  this  yea 
If  that  happens,  ignore  this  table.  0 
better  yet,  put  a  mental  minus  sigj 
in  front  of  those  earnings  gain  est 
mates  in  the  third  column.  Then  i 
makes  a  great  sell  list.  ■ 


The  Money  Men 


Reagan's  economic  program  sets  the  stage 
for  a  major  bull  market,  says  Ken  Smilen, 
who  warns  investors  not  to  get  impatient  if 
the  curtain  doesn't  go  up  right  away. 

One  vote  for 
"rational  man" 


By  Richard  Phalon 


Is  there  hope  after  David  Stock- 
man? Kenneth  B.  Smilen,  chair- 
man of  Smilen  &  Safian,  Inc.,  a 
small  New  York-based  research  firm 
with  a  solid  institutional  following,  is 
one  of  the  few  Wall  Streeters  willing 
to  say  "yes,"  and  say  it  out  loud  these 
days.  Looking  beyond  the  headlines 
screaming  of  inflation,  deep  deficits 
and  doom,  he  sees  a  major  bull  market 
ahead  in  both  stocks  and  bonds.  In  the 
great  brouhaha  over  supply-side  eco- 
nomics, says  Smilen,  almost  everyone 
has  lost  sight  of  truly  epochal  changes 
in  the  Economic  Recovery  Tax  Act  of 
1981 —  changes  that  in  terms  of  sheer 
potential  he  ranks  with  nothing  less 
than  the  Homestead  Act,  the  use  of 
federal  funds  for  a  transcontinental 
railroad,  the  creation  of  the  Federal 
Reserve  System  and  the  Employment 
Act  of  1946. 

Smilen,  48,  a  soft-spoken,  scholarly 
Brooklyn  College  graduate  who  has 
called  a  number  of  major  market  turns 
over  the  years,  is  no  acolyte  of  Rea- 
ganomics.  A  lifelong  Democrat,  and  a 
former  self-styled  liberal  Democrat  at 
that,  he  argues  that  the  incentives 
unleashed  by  the  1981  tax  act  will 
force  a  major  change  in  the  way 
Americans  save  and  invest. 

The  "extreme  generosity"  of  the 
law,  he  argues,  is  something  of  a  his- 


torical necessity — a  signal  from  Con- 
gress to  capitalism,  with  the  full  ap- 
proval of  the  electorate,  that  the  na-j 
tion  is  no  longer  prepared  to  live  with 
runaway  inflation. 

"It's  a  revolution,"  says  Smilen. 
"There  are  real  incentives  to  save 
rather  than  spend  and  for  the  first 
time  in  years,  businessmen  will  be 
able  to  invest  with  a  clear  idea  of  the 
political  climate." 

Among  the  incentives,  Smilen  ticks 
off  such  major  boons  as  much  more 
liberal  depreciation  allowances,  reduc- 
tions on  the  capital  gains  tax  and  the 
"max  tax"  on  unearned  income,  and 
the  extension  of  individual  retirement 
accounts  to  all  wage  earners.  He  sees 
the  impact  of  the  IRAs  on  saving  and 
spending  as  particularly  meaning- 
ful."Instead  of  making  a  $200-a- 
month  payment  to  a  credit  card,"  says 
Smilen,  "people  will  be  putting  that 
money  to  work  in  the  markets." 

Smilen  is  a  child  of  the  light.  He 
sees  rational  man  at  work,  responding 
to  stimuli  that  have  always  worked  in 
the  past.  Thus,  he  argues,  a  higher  rate 
of  tax-sheltered  savings  will  cut  into 
inflation  by  reducing  consumption. 
The  return  of  incentive  stock  options 
will  make  managements  focus  on 
long-term  planning  rather  than  on 
short-term  opportunistic  views.  Says 
Smilen:  "We  have  to  break  the  inertia 
from  such  obvious  business  contrac- 
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For  expertise  in  truck  leasing  and  rentals. 


Plug  into  our  North 
American  Natieri<f£ease 


network, 


We'll  turn  you 
on  to  our 
personalized 
local  service. 


Looking  for  a  local,  independently-owned 
truck  leasing  office  that's  responsive  to  local 
transportation  needs  and  conditions?  You've  got 
it  with  NationaLease.  Want  a  national  system  on 
the  job  from  coast  to  coast  and  Canada?  You've 
got  that  too,  with  NationaLease. 
At  a  NationaLease  office,  you  can  establish  a  leasing 
connection  on  a  first-name  basis,  with  a  local  owner- 
operator.  He  can  suggest  the  most  economical  equipment 
for  the  job  to  save  you  money.  Best  of  all,  he  backs  up 
his  regional  service  with  a  network  of  over  250  NationaLease 
ServiCenters  operating  more  than  35,000  trucks  and 
tractors  throughout  the  U.S.  and  Canada. 


See  your  local 
NationaLease  affiliate 
for  good  truck  leasing 
connections! 

NATIONAL  TRUCK 
LEASING  SYSTEM 

One  North  Wacker  Drive 
Chicago,  III  60606 
For  nearest  affiliate 
call  collect  :  312-782-2991 

The  national  system 
with  the 
local  authority. 


The  Money  Men 

tions  as  plant  closings  and  takeovers 
to  a  period  of  expansion  and  higher 
productivity." 

Smilen  doesn't  see  change  coming 
overnight,  and  he  can't  point  to  any 
hard  market  research  to  support  the 
contention  that  Americans  will  re- 
spond to  the  IRA  provisions  of  the 
Recovery  Act  in  anything  like  the 
numbers  he  predicts.  But  he  offers 
evidence  of  another  kind.  "The  finan- 
cial community  is  already  tooling  for 
a  merchandising  effort  of  the  kind  we 
have  not  seen  since  the  Sixties,  when 
the  mutual  fund  salesman  was  the 
constant  companion  of  most  Ameri- 
cans," says  Smilen. 

What  makes  Smilen  think  inves- 
tors will  be  any  more  eager  to  put 
money  into  the  market  in  the  reces- 
sionary months  almost  certainly 
ahead  than  they  were  in  the  months 


just  past,  tax  savings  or  no; 

"The  general  climate  is  one  of  skep- 
ticism because  that's  what  you  read  in 
the  newspapers,"  says  Smilen.  "But  at 
the  same  time  people  are'  asking, 
'How  do  I  put  my  $2,000  into  an 
IRA?'  "  In  short,  argues  Smilen,  you 
have  to  distinguish  between  what 
people  say  and  what  they  do,  because, 
he  says,  "people  have  a  vested  interest 
in  lowering  inflation." 

Given  the  embarrassments  of  the 
Reagan  Administration  at  the  mo- 
ment, Smilen  concedes  that  some  of 
what  the  Recovery  Act  so  generously 
gave  away  in  1981  might  just  as  easily 
be  taken  back  or  modified  in  1982.  He 
argues,  though,  that  sweeping  politi- 
cal changes  have  made  it  almost  cer- 
tain that  any  tinkering  with  the  law 
will  be  done  only  "within  the  assump- 
tions of  the  law" — i.e.,  that  for  anyone 
who  follows  the  election  returns,  cap- 
italism is  once  again  an  idea  whose 
time  has  come. 


Chairman  Kenneth  B.  Smilen  of  Smilen  &  Safian 

Once  more,  capitalism  is  an  idea  whose  time  has  come. 


Smilen 's  thesis  takes  on  more  thai 
just  academic  weight  because  of  hi 
on-target  track  record.  He  and  hil 
partner,  Kenneth  Safian,  called  th| 
turn  on  the  great  bull  market  of  thl 
Sixties,  for  example,  when  they  aril 
nounced  its  death  in  the  fall  of  196^1 
Though  they  missed  the  recovery  cl 
1970-72,  they  were  bang  on  again  i  | 
predicting  the  crash  of  1973-74. 

In  general,  because  of  the  conserval 
tism  with  which  he  applies  to  stock| 
what  he  sees  in  economic  trends 
Smilen  tends  to  do  considerably  betl 
ter  in  down  markets  than  in  up  marl 
kets.  In  August,  for  example,  just  be! 
fore  the  giddy  slide  of  September! 
Smilen  had  got  out  of  such  venture  [ 
some  plays  as  railroads  and  synfuelsj 
and  was  60%  in  cash.  The  balance  of 
his  clients'  assets  were  split  25%  - 1 5%| 
between  electric  utilities  and  tele  T 
phone  companies. 

Smilen  began  making  the  movei 
into  power  companies  as  early  as  last| 
May.  The  move  was  predicated  on  his 
thesis  that  a  change  in  the  larger  po- 
litical climate  was  already  making  it- 
self felt  through  changes  taking  placel 
in  the  regulatory  environment.  Thel 
level  of  rate  increases  approved  thisl 
year,  says  Smilen,  has  climbed  morel 
than  45%  over  the  last  year's  total;  I 
the  overall  allowable  rate  of  return  has| 
gone  from  14.2%  to  15.3%. 

With  inflation  and  interest  rates  onl 
the  decline,  as  he  expected,  Smilen  is 
looking  for  a  continuing  rise  in  utility 
earnings  and  for  a  gain  of  as  much  as 
50%  on  the  cash  his  clients  have  put  [ 
into  such  stocks  as  Duke  Power  Co. 
Texas  Utilities  Co.,  Wisconsin  Elec- 
tric Power  Co.  and  Middle  South  Util- 
ities, Inc. 

Smilen  is  not  the  only  money  man 
to  have  picked  up  the  bead.  ShearsonJ 
American  Express  and  Cyrus  J.  Law- 
rence are  among  a  number  of  firms 
that  have  been  recommending  the 
utilities.  Institutional  interest  is  on 
the  rise  with  the  result  that  utility 
stocks,  at  the  moment,  are  among  the 
best  performers  in  an  otherwise  slug- 
gish market. 

A  market  timer  rather  than  a  stock 
picker,  Smilen  has  already  begun  to 
look  ahead  to  Act  2.  He  thinks  the 
next  big  move  will  be  in  capital  goods 
producers — spurred,  of  course,  by  the 
new  tax  incentives  aimed  at  boosting 
capital  spending. 

Smilen  isn't  predicting  exactly 
when  that  will  happen,  though  he 
thinks  it  will  be  soon.  His  clients  are 
still  40%  in  cash,  and  will  presumably 
stay  that  way  until  Smilen  has  estab- 
lished that  economic  man  is  still  re- 
sponding, rationally,  to  traditional 
stimuli.  ■ 
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Three  Expert  Opinions 


Mr.  Reg  Worroll,  General  Manager 
Nuclear  Fuels  Corporation 
of  South  Africa 

n  today  's  world,  whatever  the  fuel  source, 
security  of  supply  is  the  name  of  the  game 
or  electric  power  utilities,  and  that  is  why  so 
nany  utilities  throughout  the  world  look  to 
South  Africa  for  their  requirements  of  ura- 
vum,  now  and  into  the  future. 


The  Nuclear  Fuels  Corporation  of  South 
Africa  (NUFCOR)  is  the  world's  largest  sin- 
gle supplier  of  uranium  oxide.  Chemically 
symbolized  as  U308  and  commonly  referred 
to  as  yellowcake,  it  is  the  basic  raw  material 
used  in  the  manufacture  of  fuel  for  nuclear 
power  stations. 

Most  South  African  uranium  lies  in  hard 
rock,  deep  underground,  where  it  is  mined  in 
conjunction  with  gold.  However,  there  is  also 
a  substantial  quantity  already  accumulated 
above  ground  in  the  tailings  of  past  gold  min- 
ing operations. 

This  combination  of  uranium  and  gold  not 
only  permits  the  economic  extraction  of  ura- 
nium from  extremely  low  grade  ores  but  also 
affords  South  African  producers  with  a 
measure  of  long-term  stability  which  is  not 
enjoyed  by  some  primary  uranium  producers 
in  other  countries. 

In  resource  base  South  Africa's  uranium 
industry  ranks  among  the  top  three  in  the 
world  with  a  total  of  690,000  short  tons  of 
uranium  oxide  —  comprising  an  assured  re- 
serve of  463,000  tons  and  additional  re- 
sources estimated  at  227,000  tons. 

For  nearly  thirty  years  South  Africa  has 
supplied  a  total  of  120,000  tons  of  uranium 
oxide  representing  about  one-sixth  of  the  re- 
quirements of  the  non-communist  world  over 
this  period.  And  recently  published  studies 
indicate  that  South  Africa  will  continue  to 
hold  this  prominent  position  as  a  uranium 
supplier  in  the  foreseeable  future. 


Dr.  Gerhard  de  Kock 
Governor,  South  African 
Reserve  Bank 

"The  problem  of  the  distribution  of  econom- 
ic prosperity  in  Southern  Africa  has  become 
one  of  the  most  important  problems  of  our 
time."  These  words  by  the  Prime  Minister  of 
South  Africa,  Mr.  P.  W.  Botha,  reflect  the 
determination  of  South  Africa's  leadership 


Invest  in  South  Africa  and 
share  our  wealth* 

Share  our  Capital:  10%  of  South  Africa's  national  budget  has  been  allocated  to  the 
development  of  our  National  States.  The  millions  available  for  joint  expenditure, 
together  with  a  liberal  concession  package,  make  industrial  investment  an  attractive 
proposition.  The  Corporation  for  Economic  Development  (CED),  backed  by  the 
South  African  government,  assists  foreign  industrialists  in  making  suitable 
investments  in  the  National  States. 

Share  our  Energy:  South  Africa  is  particularly  fortunate  in  being  well  endowed  with 
the  energy  minerals,  coal  and  uranium.  Coal  is  one  of  South  Africa's  most  vital 
national  resources.  It  is  utilized  in  more  than  90%  of  the  electrical  power  generated. 
Share  our  Resources:  A  plentiful  supply  of  strategic  minerals,  a  willing  labor  force, 
and  a  flourishing  agriculture  are  only  a  few  of  South  Africa's  natural  resources.  In 
addition,  six  mapr  harbors,  international  airports  in  all  ma|or  cities,  and  a  modern 
transport  system  are  just  an  indication  of  the  man-made  resources  South  Africa  can 
put  at  your  disposal. 

Share  our  People:  The  people  of  the  National  States  have  adapted  well  to  an 
industrial  environment  and  have  shown  great  aptitude  for  acquiring  technical  skills. 
Every  year,  the  Government  continues  pouring  resources  into  training  facilities. 
Share  our  Climate:  South  Africa  has  a  climate  much  like  the  United  States'  Sun  Belt. 
The  moderate  temperatures,  sunny  skies  and  beautiful  terrain  make  it  a  pleasant 
place  to  live  and  work. 

Share  our  Spirit:  South  Africa's  spirit  could  be  described  as  "frontier".  We're  open, 
friendly,  eager  to  share  our  bounty.  In  attracting  investors  to  the  National  States, 
emphasis  is  oeing  laid  on  free  enterprise  and  this  means  opportunities  for 
industrialists  to  invest  in  a  climate  of  growth,  against  a  background  of  orderly  and 
stable  government. 

South  Africa  is  eager  to  share  our  material  resources  with  compatible  partners. 
Enquiries  may  be  made  to: 
The  Managing  Director, 
Corporation  for  Economic  Development, 
P.O.  Box  213,  PRETORIA  0001 , 
South  Africa. 
Telephone:  012  28-3523, 
Telex  3-733  S.A. 
Obviously  vour  enquiries 
will  be  dealt  with  in  the 
strictest  confidence. 


THE  CORPORATION  FOR 
ECONOMIC  DEVELOPMENT. 


DM&M  J2435 


to  bring  about  a  change  of  style  in  the  ec 
nomic  policies  of  South  Africa  towards 
neighbors  in  the  less  developed  regions 
Southern  Africa. 

The  gross  domestic  product  of  the  Sout 
em  African  economy  within  the  custon 
union  amounted  to  approximately  63  billic 
dollars  in  1980,  while  the  total  population 
this  area  numbered  almost  30  million.  Tl 
resulting  per  capita  figure  of  about  2, 1 00  dc 
lars  places  this  Southern  African  regie 
among  the  middle  income  groups  of  tH 
world.  (The  Southern  African  customs  unic 
area  comprises,  apart  from  South  Africa  ar 
the  disputed  territory  of  South  West  Afric 
Namibia,  the  black  nations  of  Transke 
Bophuthatswana  and  Venda  which  receive 
their  independence  from  South  Africa  ar 
several  black  national  states  still  in  transitic 
to  complete  self-rule,  as  well  as  the  forme 
now  independent,  British  territories  of  Bot 
wana,  Lesotho  and  Swaziland) 

This  average  per  capita  income  of  2,1  C 
dollars  for  the  whole  region,  however,  di; 
guises  a  very  unequal  geographic  distribi 
tion  —  with  countries  such  as  Botswan 
Lesotho  and  Swaziland  averaging  less  tha 
525  dollars  per  capita  and  others  even  les: 
In  contrast,  the  highly  industrialized  Pretori 
Witwatersrand/Vereeniging  area  of  Soul 
Africa  has  a  figure  of  around  3,675  dollars 

The  so-called  "second  industrial  revoluBlBl 
tion"  in  South  Africa  is  going  to  differ  fror 
the  previous  one  in  the  sense  that  the  ht 
man  factor  input  will  not  take  the  form 
massive  immigration  of  Europeans,  but 
large-scale  migration  of  black  Africans  fror 
the  rural  areas  of  Southern  Africa  to  the  ir 
dustrial  growth  poles  of  the  region. 

there  is  little  doubt  about  the  availability 
Southern  Africa  of  the  economic  means  t 
spread  material  welfare  to  all  its  peopl 
through  the  process  of  rapid  econom 
growth.  It  is  evident  though  that  a  compre 
hensive  domestic  manpower  training  pre 
gram  is  needed  to  take  the  place  of  immigra 
tion.  And  whereas  the  European  immigrant 
were  in  the  past  usually  absorbed  into  th 
existing  political  institutions  of  South  Africa' 
urban  centers,  this  is  not  going  to  happen  ti 
African  migrants  in  the  second  industrial  rev 
olution. 

One  may,  therefore,  expect  the  South  Afri 
can  government  to  embark  upon  a  majo 
program  of  sub-regional  decentralization 
economic  activity.  Such  a  program  may  we 
imply  another  long  cycle  of  investment  in  thi 
infrastructure  of  the  Southern  African  eca 
nomy;  this  time  not  in  the  main  metropolis 
South  Africa,  but  in  the  less  developeo 
population  pressure  areas  of  the  region 


C 

|o 
Tl 

k 

He 
ti 

out 
iiti 


nun 


i 


THE  UNIVERSAL  GOAL 
ECONOMIC  STABILITY 


•<!  iff 


South  Africa's 
International  Credit  Rating 

Improves  Twice  in  1981 


The  Institutional  Investor  s  Country  Credit 
ating  is  one  of  the  most  respected  barometers 
economic  performance.  It  is  a  sophisticated 
alysis  of  the  creditworthiness  of  the  nations 
the  world  based  on  input  from  leading 
ternational  banks. 

South  Africa  was  ranked  30  in  September 
•8 1 ,  up  from  32  only  six  months  earlier  and 
)m  34  in  September  1980.  Venezuela  ranked 

Greece  31.  South  Africa  ranked  higher  than 
y  other  African  country. 

There  is  more  to  the  rating  than  the  credit 
story  of  a  nation.  We  see  our  credit  rating  as  a 
►te  of  confidence  on  our  social  order  and 
onomic  stability.  It  is  also  an  endorsement  of 
»uth  Africa's  proven  reliability  as  a  trading 
irtner  with  an  unblemished  score  sheet  on 
ternational  contracts.  Not  to  mention  our 
ack  record  as  a  steady  supplier  of  strategic 
inerals  to  the  West's  major  economies. 

We  are  not  citing  ratings  for  reasons  of 
onomic  advantage;  the  astute  investors 


already  know  them.  Between  the  lines  we 
think  our  "balance  sheet"  speaks  volumes  about 
South  Africa's  achievements  in  the  socio- 
political arenas.  South  Africa  is  an  island  of 
stability  in  one  of  the  world's  turbulent  regions. 
We  are  moving  toward  a  just  and  peaceful 
resolution  of  unique  and  difficult  problems. 

Obviously  there  are  many  people  who  think 
that,  too,  is  to  our  credit. 


REPUBLIC  OF  SOUTH  AFRICA 

The  Minister  (Information) 
South  African  Embassy 
3051  Massachusetts  Avenue,  N.W. 
Washington,  D.C.  20008 


Please  send  more  information  on  investment  in  South  Africa. 


NAME 
TITLE 


ORGANIZATION 

ADDRESS   

CITY   


STATE 


ZIP 


LLJ 
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Investment 
Opportunities 

Adendorff,  Managing  Director 
Corporation  for  Economic 
Development 

'h  Africa  developing  regions  with  large 
ted  sources  of  labor,  agriculture  and 
Is  border  on  some  of  the  world's  most 
ticated  industrial  centers.  These  de- 
lg  regions  are  black  ancestral  lands  in 
jcess  of  becoming  independent,  fol- 

in  the  footsteps  of  the  already  inde- 
int  National  States  of  Transkei, 
thatswana,  and  most  recently,  Ciskei. 
e  years  ago  the  Corporation  for  Eco- 
Development  was  established  by  the 

African  Government  to  act  as  a 
;t  in  the  development  of  agriculture, 
y  and  transport  services  in  these  de- 
\g  National  States.  To  date  the  CED 
ient  over  $420  million  on  such  devel- 
it,  creating  in  the  process  more  than 
i0  job  opportunities. 
CED  actively  encourages  not  only  the 
!ion  of  certain  labor-intensive  South 
i  industries  into  these  National  States, 
10  seeks  investment  from  abroad.  Its 

is  addressed  not  to  the  hearts  but  the 
of  businessmen  abroad  —  relying  on 
)fit  motive  instead  of  vague  idealistic 

se  are  some  of  the  incentives  offered  to 
i  entrepreneurs  who  wish  to  invest  in 
Mational  States: 

apital  outlay  required  from  the  promo- 
ntrepreneur  for  industrial  land  and  fac- 
premises.  These  are  provided  by  the 
I  at  subsidized  rentals,  fixed  for  a 
id  of  ten  years. 

sidized  financial  assistance  to  an 
;rtaking  of  up  to  fifty  percent  of  its  total 
irements. 

concessions  of  up  to  50%  of  the  total 
3s  paid  for  seven  years;  and  30%  of  the 
i  of  plant  and  machinery,  spread  over 
}  years. 

sidized  housing  loans  for  key  per- 
tel, 

ler  preference  on  products  purchased 
outh  Africa  and  the  National  State  gov- 
lents  of  5%  and  10%,  respectively, 
ige  rebates  of  up  to  40%  on  finished 
ucts. 

h  incentives,  operating  within  the 
3rn  African  region  with  its  stable,  busi- 
sriented  environment,  are  not  only 
ngful,  they  are,  as  some  overseas  in- 
s  have  already  discovered,  opportuni- 
at  few  can  afford  to  ignore. 


Sophisticated 
South  Africa... 


It  operates  the  world's 
only  commercially  viable 
oil-from-coal  plants 


It  developed  its  own 
unique  uranium  enrich- 
ment process — the  only 
country  outside  the  big 
powers  to  do  so 


It  has  developed  the 
world's  largest  under- 
ground coalmine,  Bos- 
jespruit,  out-producing 
50  British  coalmines  put 
together 


It  operates  the  world's 
deepest  mine,  Western 
Deep  Levels  gold  mine, 
at  1 1 ,800  feet  below  the 
surface 


It  constructed  the  world's 
longest  water  tunnel  di- 
verting water  from  the 
giant  Orange  River  to 
another  fifty  miles  away 


It  operates  the  largest 
coal-based  ammonia 
plant  in  the  world 
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Circle  the  number  of  each  company  you  would  like  to  know  more 
about  in  the  coupon  provided  below  and  mail  the  coupon  to  Forbes. 

1.  Corporation  for  Economic  Development 

2.  Nuclear  Fuels  Corporation 

3.  Republic  of  South  Africa 

Forbes  Magazine 
"South  Africa  Special  Section" 
60  Fifth  Avenue,  New  York,  NY  10011 
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lb  be  sure 
you  know  what 
really  happened 
last  month, 

read  Dun's 
Business  Month 

this  month! 

Dun's  Business  Month  will  enable  you  to  stay  on  top  of  the  business  news,  trends  and 
developments  of  the  last  30  days. 

The  newly  redesigned  Dun's  Business  Month  (formerly  Dun's  Review)  is  the  only  magazine 
that  provides  business  executives  with  a  monthly  editorial  format  that  captures, 
recaps  and  analyzes  those  significant  developments  that  have  occurred  in  business  during 
the  preceding  month.  Dun's  Business  Month  isn't  designed  to  replace  the  magazines 
and  newspapers  available  to  you  now.  Instead,  it's  an  information  back-up  system  that  ensures 
you  will  not  miss  vitally  important  business  news  and  events. 

Dun's 

Business  Month 
gives  you 

Month4o-Month 
Resuscitation. 


The  Streetwalker 


7or  those  investors  who  don't  like  to  eat 
%nd  run,  General  Foods  may  be  brewing 
ip  a  case  of  indigestion. 


Ordering  to  go 


By  Thomas  Jaffe 

W.  ANT  TO  BE  A  BIG  SHOT  in  the 
market  like  Larry  Tisch  and 
Warren  Buffett?  Then  consid- 
:r  General  Foods  Corp.  It's  the  largest 
J.S.  coffee  producer  and  a  leader  in 
)ackaged  foods,  but  GF  shares  have 
simmered  near  30  for  much  of  the 
>ast  decade.  Last  month,  however, 
.oews,  which  is  40%  owned  by  the 
risch  family,  reported  it  had  pur- 
:hased  5.2%  of  GF's  stock.  The  total 
:ost:  $81  million.  In  February,  Berk- 
shire Hathaway,  an  investment  vehi- 
:le  for  Buffett,  disclosed  a  similar-size 
lolding. 

Buffett  and  Tisch,  of  course,  have 
op-notch  reputations  as  stock  pick- 
:rs.  But,  aside  from  the  fact  that  GF's 
shares  can  be  had  at  a  below-market 
nultiple  of  6  times  earnings,  their  rea- 
ons  for  investing  in  the  company  are 
inything  but  obvious.  GF  shares  are 
rading  now  at  about  32,  only  a  frac- 
ion  above  their  January  level,  and 
larnings  per  share  for  the  March  1982 
iscal  year  are  estimated  to  reach 
55.50,  a  7%  gain. 

Optimists,  of  course,  take  comfort 
n  the  fact  that  the  Food  &  Drug  Ad- 
ninistration  recently  approved  aspar- 
ame,  an  artificial  sweetener  made  by 
j.D.  Searle  that  may  have  broad  pred- 
ict applications  in  GF's  slow-growth 
>owdered  beverage  and  dessert  lines. 
Seyond  that,  there  has  been  yet  an- 
)ther  management  shuffle  at  GF's 
suburban  White  Plains,  N.Y.  head- 
juarters.  In  October,  Philip  Smith,  48, 
vas  promoted  from  executive  vice 
resident  of  finance  to  president, 
rhat  makes  him  number  two  man 
>ehind  Chairman  James  Ferguson, 
vho  was  himself  appointed  in  1973 


after  the  company's  disastrous  foray 
into  fast  food.  Smith,  a  former  prod- 
uct manager  who  at  one  time  also  ran 
coffee  operations,  has  a  hard-nosed 
reputation.  Still,  no  one  man  can  turn 
around  a  $7  billion  company — espe- 
cially if  he's  not  even  chief  executive. 

More  good  vibes  come  from  what 
appears  to  be  a  temporary  lull  in  the 


coffee  war  between  GF  and  Procter  & 
Gamble.  "Through  the  summer,"  says 
William  Maguire  of  Merrill  Lynch, 
"GF's  Maxwell  House  was  discount- 
ing most  of  its  brands  up  to  30% 
wholesale.  Things  have  eased  off  now, 
because  higher  green  coffee  prices  and 
a  seasonal  pickup  in  demand  allow  for 
less  pricing  pressure." 

Coffee,  a  cyclical  commodity  busi- 
ness, always  has  been  a  wild  card  in 
General  Foods'  income  statement,  so 
any  improvement  at  Maxwell  House 
is  especially  welcome.  Last  year  cof- 
fee accounted  for  41%  of  corporate 
sales  at  GF  and  only  29%  of  profits. 
In  1980  the  figures  were  39%  and 
41%,  respectively.  According  to  Ma- 


guire, worldwide  coffee  earnings 
should  be  up  about  9%,  to  $1.60  a 
share  in  fiscal  1982. 

So  far,  so  good.  In  fact,  analysts' 
estimates  for  the  following  year  have 
General  Foods  hitting  between  $6  and 
$6.40  a  share,  at  least  a  10%  gain.  In 
recent  years,  GF  has  carried  an  earn- 
ings multiple  of  7;  even  during  1980 
and  1979,  when  earnings  went  no- 
where. Figure  on  a  similar  multiple 
late  in  1982  and  GF  shares  might 
trade  as  high  as  44  if  earnings  esti- 
mates are  on  target.  Buy  now  and 
enjoy  a  nifty  40%  gain. 

But  it's  not  as  easy  as  all  that. 
General  Foods  is  a  corporate  Verdun. 
The  latest  crater  is  the  laggard  pro- 
cessed-meat  producer  Oscar  Mayer,  a 
$465  million  acquisition.  Oscar  peri- 
odically gets  slaughtered  by  the  vaga- 
ries of  the  pork  cycle,  and  it's  bleeding 
now.  Then  there's  HAG,  a  German 
coffee  company  GF  bought  for  $112 
million  in  1979.  It's  currently  getting 
roasted  by  the  competition  in  the 
cutthroat  European  market.  Then 
there  are  dry  pet  foods  and  frozen 
french  fries,  two  current  marketing 
fiascos.  Remember  Pop  Rocks,  the 
carbonated  candy  that  forced  a  $34 
million  writeoff  in  1980? 

As  for  GF's  old  standbys,  don't  ex- 
pect much  from  Birds  Eye  frozen 
vegetables.  If  a  leader  like  Pillsbury's 
Green  Giant  is  having  problems, 
what's  the  future  of  an  also-ran? 
Meanwhile,  GF  is  trying  desperately 
to  add  some  zip  to  Jell-O  with  Pudding 
Pops  but  it's  too  soon  to  tell  if  it  will 
catch  on. 

What  about  the  earnings  potential 
of  aspartame  for  both  the  Jell-O  and 
Kool-Aid  lines?  The  company  is  al- 
ready the  dominant  factor  in  markets 
where  the  new  sweetener  can  be  used. 
"Potential  growth  because  of  aspar- 
tame could  actually  bring  new  compe- 
tition," warns  Alan  Greditor  of 
Drexel  Burnham  Lambert,  who 
doesn't  expect  the  sweetener  change 
to  add  meaningfully  to  GF's  earnings 
until  the  mid-Eighties. 

Other  analysts  are  even  more  skep- 
tical. "Don't  buy  in  on  the  theory  that 
the  gullible  of  the  world  will  say: 
'Look  at  Larry  Tisch,  Warren  Buffett 
and  Phil  Smith.  They're  okay  guys, 
and  earnings  are  up,  so  it  must  be  a 
different  company,' "  cautions  Al 
Jackson  of  First  Boston.  "GF  may  be 
able  to  improve  for  four  quarters  in  a 
row,  but  this  stock  only  is  attractive 
short  term,  and  should  be  sold  if  you 
own  it." 

That,  strongly  stated,  is  Wall 
Street's  view  of  GF,  and  Tisch  and 
Buffett  are  surely  listening.  But  they 
aren't  selling.  ■ 
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Who  says  you  cant  sell  a  stock  on  a  story? 
Why,  AZL  Resources  has  done  it  twice. 


1,001  nights 
on  Wall  Street 


Not  for  long.  Despite  Khashoggi's 
investment,  AZL  remained  a  yawn. 
Then  there  was  a  $7.4  million  loss  in 
1977,  mostly  from  its  agricultural  ma- 
chinery business.  The  stock  hit  23/s. 

But  that  is  all  in  the  past.  Or  is  it- 
Some  investors,  like  Robert  Dilanni 
of  Atlantic  Financial  Management,  a 
Boston  investment  firm,  cannot  get 
enough  AZL.  Under  new  CEO  Mau- 
rice Strong,  AZL  has  become  an  oil 
and  minerals  exploration  company.  It 
has  a  20%  interest  in  International 
Energy  Development  Corp.,  a  Gene- 
va-based oil  exploration  outfit,  and 
one  partner  in  the  venture  is  Kuwait 
Petroleum  Corp.  IEDC  has  acquired 


By  Richard  L.  Stern 


T|elling  investors  there's  Arab 
money  in  a  company  these  days 
is  the  reverse  of  yelling  "fire"  in  a 
crowded  theater.  Lots  of  half-mad  peo- 
ple run  to  get  in  instead  of  out.  Take 
AZL  Resources,  a  Phoenix-based  com- 
pany with  1980  earnings  of  $1  million 
on  revenues  of  $140  million.  In  the 
early  1970s,  when  it  was  mainly  in 
agribusiness,  AZL  shares  went  as  high 
as  28.  Then  Adnan  Khashoggi,  the 
controversial  Saudi  Arabian  business- 
man, bought  what's  now  6%  of  the 
company,  and  many  thought  AZL  was 
headed  for  greater  things. 


The  Streetwalker 


100  million  acres  to  explore  in  a  passe 
of  Third  World  countries,  and  there' 
a  joint  venture  in  the  U.S.  with  Ku 
wait  Petroleum  and  others  that  ha 
acquired  a  25%  interest  on  1.4millioi 
acres  in  the  Williston  Basin  of  Mon 
tana  and  North  Dakota. 

The  big  excitement,  says  Dilanni 
is  caused  by  12.4  million  acres  AZI 
has  in  the  Canning-Fitzroy  Basin  ir 
western  Australia.  Has  it  found  , 
gusher?  No;  not  even  drilling  yet.  Bu 
the  land  is  new  ^promising  find. 

Once  again,  AZL's  stock  is  soaring 
from  16  to  27  a  few  weeks  back 
There  are  whispers  of  new  plans  by 
Khashoggi.  There  are  other  whispers 
that  AZL  is  about  to  buy  anothe 
company.  Still  more  whispers  tha 
AZL  will  be  bought  out. 

But  despite  the  whisperers,  there 
are  nonbelievers.  Stanley  Sanders  ofl 
Haas  Securities,  for  example,  owned 
30,000  shares — some  bought  at  $3 
and  bailed  out  this  year  at  $17.  "I'm 
just  sorry  I  didn't  hold  on  to  sell  high 
er,"  he  says,  pointing  out  that  AZL 
still  is  all  promises  with  little  sub 
stance.  Dilanni  says  the  naysayers  are 
wrong.  "If  you  write  a  bad  story  and 
the  stock  goes  down,  we'll  buy  more 
Wait  and  see,"  he  predicts.  *■ 


Magellan: 

Top  10  performance. 
Consistently. 


Fidelity 

Magellan  Fund's 
Total  Return: 
71%  past  year. 


380%  past  5  years. 


447%  past  10  years. 


1,051%  past  15  years. 


r: 


For  each  of  these  periods,  Fidelity  Magellan 
Fund  was  one  of  the  top  10  performing  funds  *  * 
Write  or  call  toll-free  to  find  out  how  you  can  set 
sail  with  this  outstanding  equity  fund. 

'For  periods  ended  6/30/81.  These  figures  assume  investments  made  and  held  throughout 
the  periods  with  all  dividends  and  capital  gains  distributions  reinvested.  No  adjustments 
have  been  made  for  tax  considerations.  Market  conditions  fluctuate  and  these  figures  are 
not  necessarily  representative  of  future  performance. 
* 'According  to  Lipper  Analytical  Services,  Inc..  which  monitors  over  500  mutual  funds. 
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Robert  Gilot 

Chicago,  60611,  (312)  751-3716 
645  N.  Michigan  Avenue 


Ian  Stewart 

New  York,  10020,  (212)  997-2946 
1221  Avenue  of  the  Americas 


Audrey  Frey 

New  York,  10020,  (212)  997-2806 
1221  Avenue  of  the  Americas 


Lynns  Simonfy 

Los  Angeles,  90010,  (213)  487-1160 
3200  Wilshire  Blvd.,  South  Tower 


Talk  to  the 


 INTERNATIONAL  

MANAGEMENT 


team 


Kathy  Mickelson 

Denver,  80203,  (303)  825-6731 
655  Broadway,  Suite  325 


Jack  Pariseau 

Houston,  77040,  (713)  462-0757 
7600  W.  Tidwell  Road,  Suite  500 


they  have  the  leading  business  magazines 

in  Europe  (including  UK,  Germany,  Italy,  Spain, 

Sweden,  Norway,  Denmark  and  Finland)  in 
Africa,  the  Middle  East  and  Latin  America  and  in 
the  Pacific  (including  Australia,  China  and  Japan) 


5^3|  INTERNATIONAL  MANAGEMENT 

Ilfll^  1221  Avenue  of  the  Americas 
■  nil  New  York  NY10020 


SOME  SPECIAL  ASPECTS  OF  THE  NEW  TAX  LAW 
APPLY  ONLY  UNT1LTHE  END  OF  1981. 

FIND  OUT  HOW  TO  MAKE  THE  MOST  OF  THEM 
IN  THIS  MERRILL  LYNCH  BOOKLET. 


June  23, 1981,  is  a  critical  date.  The 
new  tax  law  provisions  will  be 
applied  only  to  positions  estab- 
lished after  that  date. ..UNLESS 
you  elect  to  do  certain  things. 

What  they  are  and  when  and 
how  to  do  them  are  fully  ex- 
plained in  this  free  booklet  from 
Merrill  Lynch  Income  tax  savings 
in  some  instances  could  amount 
to  as  much  as  30%,  but  you  have 
to  act  before  the  end  of  the  year. 

Various  types  of  transactions 
are  discussed  and  illustrations  are 
given  to  make  them  clear  and  sim- 
ple. Under  certain  circumstances 
the  reduced  1982  maximum  rate 
of  32%  may  be  permitted  to  apply 
to  all  1981  contracts. 

There  are  also  some  limitations 


that  have  been  written  into  the 
1981  Tax  Law.  especially  in  con- 
nection with  tax  straddles  used  to 
defer  income.  These  also  are  dis- 
cussed, as  are  special  considera- 
tions for  corporate  investors,  the 
capitalization  of  certain  carrying 
costs,  and  the  treatrhent  of  losses 
from  Treasury  Bills  acquired  both 
before  and  after  June  23,  1981 
A  considerable  amount  of 
thought  will  be  required  in  deter- 
mining exactly  which  strategies 
will  work  best  for  you.  So,  it's  a 
good  idea  to  get  your  copy  of 
this  important  and  valuable  book- 
let as  soon  as  possible.  If  you  are 
a  Merrill  Lynch  Commodities  Inc. 
customer,  your  Account  Executive 
will  be  happy  to  discuss  these 


strategies  with  you. 

Why  not  write  or  call  for  your 
booklet  today  Call  toll  free 
Monday  through  Friday,  8:30  a.m. 
to  9:00  p.m.  Eastern  Time, 
800-526-3030, 
ext.  279.  In 
New  Jersey,  call 
800-742-2900, 
ext.  279.  In 
Alaska  and 
Hawaii,  call 
the  Merrill 
Lynch  office 
nearest  you. 
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WE  KNOW  COMMODITIES  COLD. 


Merrill  Lynch  Commodities  Inc. 

A  breed  apart. 


COMMODITY  FUTURES  TRADERS... 

YOU  HAVE  LESS  THAN 
60  DAYS  TO  TAKE  ADVANTAGE 
OF  THESE  ONE-TIME 
TAX  BREAKS. 


Mail  to:  Merrill  Lynch.  PO  Box  2021.  lersey  City.  Ni  07303 

Please  send  me,  without  cost  or  obligation,  a  copy  of  your  new  booklet 
The  Economic  Recovery  Tax  Act  of  1981  —  Implications  and  Opportunities  for  the 
Commodities  Trader 


Name. 


Address. 


City_ 


State- 


Home  Phone. 


,  Zip. 


Business  Phone  

Merrill  Lynch  customers,  please  give  name  and  office  address 
of  Account  Executive 
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Capital  Markets 


MONEY  &  INVESTMENTS 


If  you  really  must  stay  short,  stick  with 
the  money  market  funds.  But  to  protect 
yields  there  are  alternatives. 

HOW  TO  MANEUVER 
AS  YIELDS  FALL 


By  Ben  Weberman 


If  you  own  shares  in  a  money  mar- 
ket mutual  fund,  what  should  you 
do  as  interest  rates  decline?  Only  a 
few  money  market  funds  still  pay 
over  15%.  Within  a  month  you  will 
be  lucky  to  get  14%.  By  year-end  a 
12'/2%  return  is  plausible. 

First  decide  what  is  more  impor- 
tant to  you — liquidity  plus  mainte- 
nance of  principal,  or  high  yields.  If 
it's  the  first,  then  accept  the  pros- 
pect of  diminishing  yields  and  stick 
with  the  money  market  mutual 
funds  for  the  time  being.  Because 
they  are  composed  of  securities 
with  an  average  maturity  of  about 
35  days  their  portfolios  still  have 
remnants  of  the  older,  higher  yield- 
ing investments. 

Joseph  S.  DiMartino,  president  of 
Dreyfus  Liquid  Assets,  tracked  for 
Forbes  the  pattern  of  his  $8.3  bil- 
lion portfolio.  "We  have  about  $2.6 
billion  of  portfolio  investments  ma- 
turing around  the  middle  of  Novem- 
ber," he  said.  "Each  day  about  $200 
million  comes  due.  The  Nov.  6  ma- 
turities had  an  average  yield  of 
16.89%,  the  Nov.  9  return  on  issues 
running  off  the  books  was  16.52%. 
The  average  yields  on  successive 
days  were  15.95%,  17.34%,  15.40% 
and  15.57%.  The  funds  received 
from  the  portfolio  positions  were 
reinvested  at  just  under  and  just 
over  14%." 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine 


Dreyfus  Liquid  Assets  fund  has  an 
average  maturity  of  about  43  days,  a 
little  longer  than  most.  The  maturi- 
ty was  extended  from  22  days  last 
August.  "At  that  time  interest  rates 
were  18%  to  18V2%  and  we  thought 
they  would  be  coming  down,"  Di 
Martino  said.  "We  took  a  risk  that 
paid  off." 

With  interest  rates  falling,  six- 
month  certificates  of  deposit  issued 
by  commercial  banks  and  savings 
institutions  are  not  nearly  as  attrac- 
tive as  they  had  been  to  investors 
who  want  to  keep  their  money 
short.  Rates  of  return  on  these  cer- 
tificates are  pegged  to  six-month 
Treasury  bills,  the  very  instruments 
that  have  been  leading  the  way 
down  for  all  interest  rates. 

A  change  in  the  rules  on  Nov.  1, 
however,  will  enhance  the  appeal  of 
certificates.  The  yield  on  six-month 
CDs  had  been  pegged  to  the  most 
recent  weekly  Treasury  bill  auc- 
tions. Now  they  can  be  an  average 
of  the  four  most  recent  weekly  auc- 
tions. With  rates  declining,  that  will 
fatten  the  yield  on  CDs  relative  to 
Treasury  bills. 

Suppose,  though,  that  yield  is 
more  important  to  you  than  staying 
short  and  liquid.  More  attractive 
than  the  six-month  certificates  now 
are  savings  deposits  with  a  mini- 
mum maturity  of  30  months, 
known  as  "Small  Saver"  certificates 
(not  to  be  confused  with  the  tax-free 
"All  Savers"  certificates).  The  Small 
Saver  rate  is  based  on  the  yield  on 
30-month  Treasuries,  determined 
every  two  weeks  by  the  Treasury. 
Banks  may  pay  one-quarter  percent 
more  than  the  Treasury's  an- 
nounced rate.  Thrifts  may  pay  one- 
half  percent  more.  But  note  how 
fast  yields  have  been  falling  lately. 
In  early  November  thrifts  could  pay 
a  maximum  of  15.55%  on  the  Small 
Saver  certificates,  which,  with  per- 


mitted daily  compounding  of  inter- 
est, would  have  brought  a  return  of 
17.07%.  Two  weeks  later,  in  mid- 
November,  the  ceiling  on  thrifts 
was  13.95%,  rising  to  15.19%  when 
compounded  daily. 

Remember,  the  money  must  be 
left  on  deposit  for  the  full  30  months 
to  get  these  yields.  There's  a  sub- 
stantial penalty  for  early  withdraw- 
al. You  must  shop  for  the  best  rate; 
many  institutions  no  longer  are 
willing  to  pay  the  ceiling  rate. 

I  believe  firmly  that  the  best  over- 
all strategy  for  achieving  high  yield 
and  capital  gain  now  is  through  pur- 
chase of  long-term  Treasury  issues. 
Take  the  137s s  of  201 1.  Last  August 
these  bonds  traded  as  high  as  1 10  to 
yield  12.67%  and  by  late  October 
fell  to  an  alltime  low  of  91'/2  with 
15.10%  yield.  Right  about  the  time 
of  the  mid-November  Treasury  re- 
funding, with  interest  rates  starting 
to  tumble,  the  137s s  started  to 
climb  back  to  the  old  peaks,  passing 
104  to  yield  13.35%. 

I  prefer  high-coupon,  long-term 
Treasury  issues  to  corporates  be- 
cause they  have  almost  unlimited 
protection  against  early  redemp- 
tion. Most  corporates  can  be  refund- 
ed after  5  to  10  years.  The  30-year 
Treasuries,  by  contrast,  aren't  call- 
able for  25  years,  providing  an  op- 
portunity for  capital  gain,  too.  The 
combination  provides  enormous  to- 
tal rate  of  return  potential.  If  long- 
term  Treasury  bonds  should  fall 
from  the  current  13.35%  to,  say, 
12.5%  at  the  end  of  1981  and  to 
10%  at  the  end  of  1982,  the  com- 
bined yield  and  appreciation — the 
total  return — would  be  about  48% . 

Granted,  it  is  possible  to  stretch 
for  a  higher  return  in  the  corporate 
market.  But  as  the  bond  market  ral- 
lies, I  expect  prices  on  corporates  to 
rise  faster  than  those  on  Treasuries. 
Investors  seeking  to  lock  in  high 
yields  should  buy  low-coupon  bonds 
selling  at  a  discount.  Avoid  issues 
like  the  Southern  Bell  16s  of  2021 
and  buy  the  Southern  Bell  8s  of 
2014,  selling  at  59'/s  to  yield 
13.65%. 

To  summarize:  If  you  really  must 
stay  short,  stick  with  money  mar- 
ket funds.  If  you  want  to  maintain 
high  yield  for  a  long  period  ahead, 
buy  long-term  Treasuries.  To  en- 
hance the  Treasury  return  a  bit,  go 
to  discount-priced  Bell  subsidiary 
debentures.  ■ 
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Stock  Comment 


At  current  prices  the  downside  risk  in 
common  stocks  is  smaller  than  the  po- 
tential gain,  perhaps  by  a  l-to-2  ratio. 

AND  NOW  FOR 
THE  GOOD  NEWS 


By  Heinz  H.  Biel 


"Bond  prices  moved  higher  this 
morning  on  news  that  the  unem- 
ployment rate  had  increased  to  8% 
in  October  from  7'/2%  the  month 
before." 

This  item  from  the  Dow  Jones 
news  ticker  reflects  the  ambivalent 
attitude  of  many  people  toward 
news  from  the  economy.  The  reces- 
sion is  here.  The  President  says  so 
and  so  do  his  cohorts.  Even  Henry 
Kaufman,  the  feared  but  respected 
economic  guru  of  Salomon  Broth- 
ers, concedes  that  the  business  out- 
look is  anything  but  rosy.  There 
would  seem  to  be  little  reason  for 
cheering.  Actually,  however,  a  con- 
siderable amount  of  cheering  has 
been  going  on.  Why? 

Wall  Street  has  always  had  a 
strong  inclination  to  "look  beyond 
the  valley."  In  the  past,  almost  in- 
variably, stock  prices  have  hit  bot- 
tom while  the  recession  was  in  full 
swing  and  economic  conditions 
were  still  deteriorating.  Presumably 
such  expressions  of  optimism  and 
confidence  in  the  future  are  largely 
based  on  past  experience  that  if 
things  just  get  bad  enough  the  gov- 
ernment will  step  in  and  give  it  a 
needle.  President  Eisenhower  did  it 
in  ,1957-58  and  so  did  all  other  presi- 
dents thereafter,  whenever  the  pic- 
ture started  to  look  ugly  and  pres- 
sures mounted  that  something  be 

Heinz  H.  Biel  is  a  rice  president  of  the  NYSE 
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done  to  get  us  out  of  the  slump.  Want 
to  take  a  bet  that  Mr.  Reagan  won't? 

Another  reason  for  the  strange 
phenomenon  that  turns  bad  news 
into  good  news  is  the  rapid  decline 
in  money  rates  that  normally  goes 
hand  in  hand  with  a  business  slow- 
down. I  would  like  to  stress,  howev- 
er, that  money  rates  are  not  as  close- 
ly related  to  mtermediate-to-long- 
term  interest  rates  as  people  seem  to 
believe.  The  banks'  prime  lending 
rate  has  already  dropped  from 
20'/2%  to  16'/2%  and  the  inter-bank 
lending  rate  (federal  funds)  is  falling 
just  as  fast.  Obviously,  bank  credit 
is  becoming  cheaper,  and  this 
should  reduce  the  cost  of  consumer 
financing,  including  automobiles, 
where  it  is  most  urgently  needed. 

Longer-term  interest  rates,  how- 
ever, are  giving  ground  only  grudg- 
ingly and  very  slowly.  The  decline, 
at  least  so  far,  is  only  about  1  Vi 
percentage  points.  That  is  enough 
to  give  bond  prices  a  strong  boost, 
but  it  will  have  only  a  minimal  ef- 
fect on  mortgage  rates,  for  instance. 
These  rates  are  likely  to  remain, 
relatively,  very  high,  regardless  of 
how  low  money  rates  may  drop. 
Pent-up  needs  to  fund  bank  borrow- 
ings into  longer-term  debt  are  huge, 
because  the  financial  liquidity  of 
many  corporations  has  deteriorated 
badly.  It  is  the  worst  in  years.  The 
bond  market  will  be  dominated  by 
the  demand/supply  relationship,  and 
even  a  little  nudging  by  the  Fed  will 
not  affect  it  very  much.  On  the  oth- 
er hand,  if  the  Fed  should  do  more 
than  a  "little  nudging,"  inflationary 
expectations  will  explode  once 
again.  And  you  know  what  that  will 
do  to  bond  prices! 

I  do  not  know  whether  the  stock 
market  averages  have  already  seen 
their  bear  market  lows.  It's  possible, 
but  I  doubt  it.  We  have  had  some 
good  rallies,  but  that's  what  I  be- 


\I(  )\HYcv  INVESTMENTS 

lieve  they  were — rallies  in  a  bear1 
market.  This  doesn't  make  me  pes- 
simistic about  stocks,  however. 

Investing  in  stocks  or  bonds,  reali 
estate,  gold  or  anything  else  always 
involves  a  risk.  Even  investing  in; 
short-term  Treasury  notes  is  not 
riskless,  because  of  the  constant  nib- 
ble of  inflation.  Whether  to  invest, 
and  in  what  medium  to  invest,  de- 
pends on  the  risk/reward  ratio.  If  that 
ratio  is  not  in  your  favor,  you  might  as 
well  go  to  Vegas  or  Atlantic  City. 

It  is  my  opinion  that  at  current 
prices  the  downside  risk — even  al- 
lowing for  further  weakness  in  the 
market — in  common  stocks  is 
smaller  than  the  potential  gain,  per- 
haps by  a  l-to-2  ratio.  Which  stocks 
to  pick?  The  dart-throwing  tech- 
nique, used  by  Forbes  in  past  years, 
has  had  remarkably  good  results. 
The  venerable  T.  Rowe  Price,  in  a 
recent  issue  of  Forbes  (Nov.  9),  of- 
fered his  selection  of  60  stocks  for 
the  Eighties.  It  is  a  remarkable  list 
that  is  likely  to  produce  superior 
results  over  the  years,  as  we  have 
come  to  expect  of  Mr.  Price.  The 
only  drawback  is  that  you  have  to 
have  enough  money  to  set  up  what 
really  amounts  to  a  good-size  mutu- 
al fund  portfolio. 

My  own  list?  There  are  scores  of 
companies  that  meet  the  basic  re- 
quirements which  I  think  are  essen- 
tial for  long-term,  high-quality  in- 
vestment: A  company  should  have 
an  important,  if  not  leading,  posi- 
tion in  its  field;  a  growth  rate  of  per- 
share  earnings  exceeding  the  rate  of 
inflation,  not  necessarily  every  year 
(because  of  cyclicality),  but  over  a 
period  of  years;  a  balanced  capital 
structure  and  adequate  financial  re- 
sources; and  a  high  (and  not  deterio- 
rating) rate  of  return  on  equity — 
preferably  20%  or  better.  These  ten 
stocks,  all  selling  at  fairly  reasonable 
multiples  in  the  10-to-15  range, 
qualify  in  almost  all  respects: 
Dun  is.  Bradstreet  Nucor  Corp. 

Eme.rson  Electric  PepsiCo 
Fort  Howard  Paper        Philip  Morris 
Marsh  &  McLennan  Raytheon 
Masco  Corp  Schlumberger 

None  of  these  stocks  is  a  generous 
dividend  payer,  but  if  you  need  cur- 
rent income,  don't  buy  stocks.  Even 
at  present  lower  rates,  short-term 
Treasury  and  other  bonds  yield  2  or 
3  times  more  than  can  be  had  on  the 
kinds  of  stocks  that  investors 
should  buy.  ■ 
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More  and  more  investors  are  going  to  be 
buying  bonds  and  high-yielding  utilities. 
Don't  be  the  last  on  your  block  to  do  it. 

THE  SECOND 
RECESSION 


By  Richard  B.  Hoey 


[n  the  good  old  days  we  would  have 
i  recession  every  four  or  five  years. 
But  now  we  are  in  the  second  reces- 
sion in  as  many  years.  To  under- 
stand why,  you  need  to  look  at  four 
iifferent  elements:  1)  the  political 
:ycle,  2)  the  oversteering  subcycle, 
I)  the  secular  turning  point  in  the 
Federal  Reserve's  monetary  policy 
md  4)  the  fiscal  stalemate.  Once 
/ou  do  that,  it  all  makes  sense. 

Until  Jimmy  Carter  broke  the 
:empo  of  the  political  cycle,  credit 
:runch  and  economic  decline  oc- 
:urred  in  the  middle  of  presidential 
:erms  (1966,  1970,  1974),  when  the 
jolitical  pressures  for  expansion 
were  minimal.  No  recession  oc- 
:urred  in  either  1978  or  1979,  so  in- 
lation  was  exploding  by  early  1980. 
\t  the  President's  initiative,  the  Fed 
ntroduced  credit  controls  and  trig- 
gered a  recession  in  early  1980.  But 
:he  economy  collapsed  at  such  a 
Tightening  rate  that  the  Fed  then 
iased  too  much.  The  1980  recession 
was  so  brief  that  it  did  not  fully  cor- 
"ect  the  inflationary  excesses  of  the 
preceding  expansion.  The  economy 
soared  for  three  quarters. 

Then  the  normal  postelection 
nonetary  restraint  was  implement- 
id  in  1981,  with  the  encouragement 
)f  the  new  Administration.  The  re- 
sult was  renewed  recession,  which 
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will  complete  the  cyclical  disinfla- 
tion started  in  the  1980  recession. 
Falling  capacity  utilization  and  in- 
flation will  make  room  for  a  stron- 
ger economy  in  the  last  half  of  Presi- 
dent Reagan's  term. 

This  political  cycle  was  compli- 
cated by  the  oversteering  subcycle 
in  monetary  policy.  Like  a  drunken 
sailor  driving  a  car  with  a  loose 
steering  wheel,  the  Fed  just  can't 
keep  money  growing  in  a  straight 
line.  It's  always  oversteering.  I  be- 
lieve that  the  oversteering  subcycle 
is  due  to  the  adoption  by  the  Fed  of 
reserve  targeting  in  October  1979. 
Since  then  there  have  been  three 
peaks  in  short-term  rates  (March 

1980,  December  1980,  July  1981), 
averaging  about  eight  months  apart. 
It's  too  soon  to  know  for  sure,  but  I 
suspect  that  this  is  due  to  systemat- 
ic lags  in  the  response  of  our  finan- 
cial and  economic  system  to  Fed 
policy  changes. 

In  addition,  the  Federal  Reserve  is 
attempting  a  historic  reversal  of  its 
basic  long-term  monetary  policy. 
Despite  brave  speeches,  the  Fed  for 
many  years  has  pursued  an  infla- 
tionary monetary  policy.  It  is  now 
engaged  in  a  serious  attempt  to  shift 
to  an  anti-inflationary  policy.  In  the 
past  the  Fed  always  waited  until  in- 
flation was  raging  before  it  adopted 
an  anti-inflationary  policy.  I  call 
this  the  "fire-brigade"  approach. 
But  now  the  Fed  is  trying  to  drive 
the  basic  rate  of  inflation  downward 
before  it  begins  its  cyclical  rise.  To 
do  this,  the  Fed  had  to  cut  short  the 
recovery  from  the  brief  recession  of 

1981.  The  combination  of  the  1980 
recession  and  the  1981-82  recession 
is  likely  to  be  quite  successful  in 
decelerating  inflation  and  inflation- 
ary expectations. 

Finally,  fiscal  policy  is  in  upheav- 
al. President  Reagan  is  trying  to 
slow   the   growth   of  nondefense 


spending,  increase  defense  spend- 
ing, cut  taxes  and  eliminate  the  bud- 
get deficit.  He  has  made  progress  on 
the  first  three,  but  not  on  the  federal 
budget  deficit. 

Reagan's  fiscal  program  assumed 
that  he  could  succeed  in  getting 
Congress  to  enact  further  spending 
cuts.  He  has  tried  to  use  fears  of  an 
excessive  deficit  to  force  Congress 
to  restrain  spending.  However,  his 
political  opponents  in  the  Congress 
are  trying  to  use  these  same  fears  to 
force  Reagan  to  roll  back  his  fiscal 
program  or  to  defeat  his  supporters 
in  the  next  congressional  election. 
The  result  of  this  political  power 
struggle  is  that  hopes  for  a  re- 
strained budget  have  eroded. 

Neither  side  will  concede  defeat 
in  the  political  struggle  merely  to 
reduce  the  budget  deficit.  So  we 
have  a  fiscal  stalemate.  This  fiscal 
stalemate  helped  cause  a  confidence 
crisis  in  the  bond  market,  which 
held  long-term  rates  at  lofty  levels 
for  several  months  after  the  econo- 
my and  short-term  rates  had  already 
begun  to  decline.  The  result  was  to 
intensify  the  downward  momen- 
tum in  the  economy. 

We  remain  bullish  on  the  bond 
market  and  high-yielding  utilities. 
The  yields  quoted  on  money  funds 
often  lag  behind  current  yields  be- 
cause they  own  money  market  in- 
vestments that  have  a  higher  yield 
than  can  be  obtained  in  the  market- 
place today.  The  money  fund  yields 
will  catch  up  after  a  few  weeks,  and 
as  they  do,  more  and  more  investors 
are  going  to  be  buying  bonds  and 
high-yielding  utilities.  Don't  be  the 
last  on  your  block  to  do  it. 

During  a  recession,  stable  con- 
sumer companies  often  do  well. 
That's  why  we  favor  the  food 
stocks,  such  as  Dart  &  Kraft,  Inc  (50). 
It  is  a  major  food  and  consumer 
products  company,  with  such  well- 
known  products  as  Kraft  cheeses, 
Duracell  batteries,  West  Bend  appli- 
ances and  Tupperware.  Earnings  per 
share  were  $7.03  in  1980  and  should 
be  $7.40  in  1981  and  $8.65  in  1982. 

Another  food  company  we  favor 
is  PillSbury  (38).  In  addition  to  its 
Pillsbury  food  products,  it  owns  the 
Burger  King  restaurant  chain.  The 
company  earned  $5.22  in  1980  and 
should  earn  $5.95  in  1981  and  $6.40 
in  1982.  It  is  selling  at  only  6  times 
1982  estimated  earnings;  a  solid  buy 
for  conservative  investors.  B 
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Though  tax  advisers  initially  will  be  the 
biggest  beneficiaries  of  the  new  tax  act, 
commodities  traders  will  do  well,  too. 

HOORAY! 
MAX  TAX  32% 


By  Stanley  W.  Angrist 


The  biggest  tax  cut  bill  ever  passed, 
the  Economic  Recovery  Tax  Act  of 

1981,  has  something  in  it  for  every- 
body, and  commodities  traders  have 
certainly  not  been  forgotten. 
Though  the  bill  does  take  away  one 
major  tax  loophole  from  commod- 
ities traders — the  tax  straddle — the 
other  changes  more  than  compen- 
sate for  that  loss. 

Long-term  capital  gains  for  in- 
vestments other  than  commodities 
are  reduced  by  the  act  from  28%  to 
20%,  effective  for  sales  occurring 
after  June  9,  1981.  The  holding  peri- 
od for  such  investments  remains  at 
one  year.  Therefore,  profits  on  in- 
vestments other  than  futures  con- 
tracts are  taxed  at  a  lower  rate  than 
are  futures  when  held  over  the  re- 
quired one-year  period. 

However,  under  the  new  bill  there 
now  is  no  holding  period  for  futures 
transactions.  Beginning  in  1982  all 
profits  on  futures  contracts  will  be 
treated  as  if  they  were  60%  long- 
term  and  40%  short-term.  Thus,  in 

1982,  one  can-easily  deduce  that  the 
maximum  tax  rate  will  be  effective- 
ly 32%.  Suppose  you  are  in  the 
maximum  tax  bracket  in  1982  and 
you  realize  a  $1,000  profit  on  a  com- 
modity transaction.  The  law  says 
that  60%,  or  $600,  of  that  profit 
should  be  treated  as  a  long-term 
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gain,  while  40%,  or  $400,  should  be 
treated  as  a  short-term  gain.  Thus 
your  tax  would  be: 
Long-term:  =$600x20%  =$120  tax 
Short-term:  =$400  x  50%  =$200 

Total  Tax  $320  or  32% 

The  bad  news  in  the  act  is  in  the 
area  of  tax  straddles.  The  new  law 
effectively  puts  an  end  to  the  use  of 
such  straddles,  which  heretofore 
used  regulated  futures  contracts  in 
order  to  gain  tax  advantages.  (If  you 
don't  already  know  what  tax  strad- 
dles are,  there's  no  sense  in  learning 
about  them  now.) 

Under  the  new  law  any  futures 
position  established  after  June  23, 
1981  and  still  open  at  the  end  of  the 
investor's  taxable  year  will  be 
marked  to  the  market  as  if  it  were 
offset  by  a  buy  or  sell  on  that  day. 
Based  on  this  marking,  taxes  must 
be  paid  on  any  realized  gains  and 
deductions  may  be  taken  on  any 
unrealized  losses. 

One  important  aspect  of  the  law 
that  reflects  some  new  appreciation 
from  the  Congress  of  how  markets 
work  is  that  commodities  profits  on 
short  sales  will  be  treated  exactly 
the  same  as  profits  from  long  trans- 
actions. Heretofore,  profits  on  short 
sales  were  always  taxed  as  short- 
term  capital  gains. 

The  law  becomes  a  little  more 
complicated  in  the  case  of  1981 
commodities  transactions.  Specula- 
tors do  have  some  options.  If  a  spec- 
ulator chooses  the  first  option,  he 
will  divide  his  profits  into  60% 
long-term  and  40%  short-term  on 
all  positions  entered  into  after  June 
23,  1981.  The  long-term  portion  will 
be  taxed  at  a  special  20%  maximum 
tax  rate,  while  the  short-term  por- 
tion will  be  taxed  at  a  maximum  tax 
of  70% .  Thus  the  overall  tax  rate  on 
post-June  23,  1981  positions  will  be 
40%  (20%  x  60%  +  70%  x  40%). 
Positions  entered  into  prior  to  June 


24,  1981  will  be  taxed  under  the  old 
law.  This  option  is  especially  advan- 
tageous to  speculators  who  had 
open  positions  on  June  23,  1981, 
which  will  qualify  for  long-term 
capital  gains  treatment. 

The  second  option  allows  specula- 
tors to  treat  all  gains  or  losses  from 
regulated  futures  contracts  prior  td 
June  24,  1981  under  the  old  law,  and 
treat  all  open  positions  and  all  sub- 
sequent transactions  entered  into 
after  June  23,  1981  under  the  new 
law.  This  election  favors  speculators 
who  have  realized  net  long-term 
capital  gains  closed  prior  to  June  24, 
1981  and  open  futures  positions  on 
June  23,  1981,  which  will  ultimately 
produce  net  short-term  capital 
gains.  The  capital  gains  realized  pri- 
or to  June  24,  1981  will  be  taxed  at  a 
maximum  rate  of  28%  and  the 
short-term  gains  realized  after  June 
23,  1981  will  be  taxed  at  a  maxi- 
mum rate  of  40% . 

The  third  option  allows  specula- 
tors to  apply  the  new  law  to  all  futures 
transactions  that  took  place  during 
1981.  If  this  election  is  made,  the 
speculator  may  pay,  in  up  to  five 
installments,  the  increase  in  his  tax 
liability  that  is  due  to  unrealized 
gains  in  futures  contracts  held  by  him 
on  Jan.  1,  1981.  However,  the  install- 
ments must  be  paid  with  interest. 

This  election  results  in  a  maxi- 
mum tax  rate  of  32%  on  gains  from 
positions  on  futures  transactions 
entered  into  any  time  in  1981  or 
remaining  open  on  Dec.  31,  1981. 
This  option  is  especially  useful  for 
speculators  having  unrealized  cap- 
ital gains  on  futures  transactions 
open  on  Jan.  1,  1981. 

Speculators  will  be  able  to  carry 
back  futures-transactions  losses  for 
three  years  to  offset  futures  gains. 
Of  the  amount  carried  back,  60% 
will  be  treated  as  a  long-term  capital 
loss  and  40%  will  be  treated  as 
short-term.  The  loss  is  carried  first 
to  the  earliest  of  three  prior  years 
and  no  losses  may  be  carried  back  to 
any  taxable  year  ending  on  or  before 
June  23,  1981.  Losses  that  are  not 
used  up  by  carryback  may  be  carried 
forward  indefinitely. 

The  ramifications  of  this  act  will 
have  profound  implications  for  trad- 
ers. Space  limitations  allow  me  to 
only  touch  on  the  highlights  of  this 
bill.  Speculators  should  consult  their 
tax  adviser  to  determine  the  most 
beneficial  course  to  follow.  ■ 
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E.  E  Hutton  on  how  the  new  tax  law  affects  IRA 


VII  IRA's  may  look  the  same. 
Until  you  retire. 

What  makes  an  IRA  from  E.F.  Hutton  different? 
Hutton  offers  a  wide  range  of  investment  opportunities  to  help 
your  money  work  harder.  It's  a  difference  you'll  see  when  you  retire. 

When  you  need  it  most. 


Value  at  age  65  (annual  investment  of  $2,000) 


.  $1,718,284,78 

$966,926.23 

!  ■  -•4ii..-,x.-..21 

M  $298,667. 87 

l$16 1,397. 47 

I  $83,506.56 

$39,309.17 

at  which  IRA  is  opened 


se  your  investment  grows  tax  free,  it  can  grow  rapidly.  Chart 
on  a  12%  annual  assumed  rate  of  return.  Your  results  may  be 
>r  less  depending  on  the  actual  rate. 


new  tax  law  makes  the  Individual 
rement  Account  (IRA)  available 
feryone.  Even  people  who  be- 
to  company  pension  plans. 
Thanks  to  this  legislation,  not 
is  everyone  eligible,  but  the 
;fits  have  been  increased. 
An  IRA  gives  you  the  tax  break 
need  now.  With  allowed  tax  de- 
ions  having  risen  from  $1500  to 
10.  If  husband  and  wife  both  work, 
leduction  can  total  up  to  $4000. 
Because  taxes  are  deferred, 

money  grows  faster.  And  it  can 
ide  the  added  income  you'll  need 
,  But  how  much  added  income 
2*11  be  depends  on  when  you  open 

IRA  and  the  results  of  your  in- 
dent program. 

The  IRA  that 
changes  with  the  market. 

many  IRA's,  your  investment 


choices  are  limited.  But 
with  E.  F.  Hutton  you 
have  access  to  a  vast 
array  of  investment 
opportunities.  Including 
money-market  invest- 
ments. Growth  stocks. 
Mutual  funds.  Annuities. 
Treasury  Bills.  C.D.'s, 
and  more. 

Your  E.F.  Hutton 
Account  Executive 
is  there  to  assist.  He  or  she  can 
help  you  change  your  investment 
strategy  as  the  market  changes.  So 
you  have  a  better  chance  of  getting 
the  highest  possible  return  each 
year. 

No  one  can  forecast  the  future, 
but  we  believe  the  more  investment 
opportunities  you  have  available  the 
better  chance  you  have  to  achieve 
more  than  average  performance. 

Retire  on  your  terms, 
not  just  your  company's. 

The  new  tax  law  gives  you  more 
control  over  your  retirement  than 
ever  before. 

If  you  don't  have  a  company 
pension  plan,  an  IRA  is  essential.  As 
we  all  know,  Social  Security  benefits 
just  aren't  enough  anymore. 

If  you  have  a  company  plan,  an 
IRA  could  mean  the  difference  be- 


tween simply  retiring,  and  retiring 
well.  It's  never  too  early  to  start  plan- 
ning. Just  fill  in  the  coupon  or  call 
toll-free, 

800-228-2626 

(in  Nebraska  800-642-8777) 

Talk  to  E.F  Hutton. 
Face  to  face.  

MFBS12071ZT48n 

□  Yes,  I  want  to  retire  well. 
Please  send  me  your  IRA 
booklet. 

□  Please  arrange  for  a 
face-to-face  meeting 
with  an  E.F.  Hutton 
Account  Executive. 


Name 


Address 


City 


State 


Zip 


Business  Phone 


Home  Phone 


My  E.F.  Hutton  Account  Number  is: 
□  1  do  not  have  an  F..F.  Hutton  Account. 

PHutton 

E.F.  Hutton  &  Company  Inc. 
E.F.  Hutton  Information  Center 
P.O.  Box  10318 
Des  Moines,  Iowa  50306 

LWhen  E.  F.  Hutton  talks,  people  listen. 
Member  SH'L  I 


VNICEF 
does 
BIG 
tilings 

for 

small 

children 


Something  good  is  happening  in 
the  world  today.  UNICEF,  the  United 
Nations  Children's  Fund,  is 
improving  the  lives  of  children  in 
more  than  100  developing  countries. 

And  you  can  become  a  part  of  this 
life-giving  effort  through  UNICEF's 
new  Holiday  Collection  of  greeting 
cards,  stationery,  gifts,  and  calendars. 

Over  80  designs  to  meet  every  cor- 
respondence need.  Multicultural  gifts 
that  educate  and  entertain.  Full-color 
calendars  perfect  for  home  and  office. 
Together  they  add  up  to  healthier  and 
happier  lives  for  the  world's  neediest 
children. 

This  year,  make  your  holiday 
greetings  count.  Send  the  gift  of  life 
with  UNICEF  cards  and  gifts. 


Write  for  a  free  color  brochure: 

U.S.  Committee  for  UNICEF 

331  East  38th  Street,  New  York,  NY  10016 

Or  call  toll  free  1-800-228-1666 


UNICEF 

Cards 
Stationery*  Gifts 


.  N.Y.  Times 


RISTOR  ANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd  &  3rd  Aves.) 
NYC.  753-8450-1 


Observations 


Until  our  political  policies  change  dra- 
matically, bond-market  rallies  are  likely 
to  be  violent  but  brief. 

BOND  MARKET 
FRENZY 


By  Ashby  Bladen 


During  the  two  weeks  that  spanned 
the  beginning  of  November,  long 
U.S.  government  bond  prices 
jumped  7lh%.  At  Phoenix  Mutual 
our  bond  trader  described  it  in  a 
metaphor  that  will  delight  saltwater 
fishermen:  "It  was  like  a  bluefish- 
feeding  frenzy."  Did  the  rally  mark 
the  end  of  the  30-year  bear  market 
in  bonds?  It  is  inconceivable  to  me 
that  anybody's  rational  expecta- 
tions about  the  future  average  level 
of  interest  rates  changed  that  much 
in  two  weeks.  Indeed,  it  illustrated 
once  again  the  age-old  truth  that,  at 
least  in  the  short  run,  markets  are 
made  by  greed  and  fear,  not  reason. 
The  violence  of  the  rally  resembled 
nothing  so  much  as  an  old-fash- 
ioned short  squeeze. 

I  am  not  suggesting  that  there 
was  a  conspiracy  to  squeeze  the 
shorts.  In  fact,  they  largely  squeezed 
themselves.  Since  this  is  one  of  the 
many  cases  in  which  practical  fa- 
miliarity with  the  markets  is  far 
more  valuable  than  academic  mod- 
el-building, let  me  describe  two 
ways  in  which  that  happened. 

First,  greed.  Manv  life  insurance 
companies  are  now  selling  contracts 
to  pension  funds  that  guarantee  a 
fixed  rate  of  interest  for  a  stipulated 
number  of  years,  at  the  end  of 

Ashby  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


which  the  principal  is  repaid.  Pru- 
dent companies,  including  the  one  I 
work  for,  eliminate  the  risk  of  fluc- 
tuation in  the  market  rate  of  inter- 
est by  immediately  investing  the 
principal  in  good  quality  bonds  that 
mature  as  nearly  as  possible  at  the 
same  time  that  the  contract  does. 
But  just  before  the  rally  began,  it 
was  becoming  clear  that  the  federal 
government  deficit  over  the  next 
few  years  is  likely  to  be  enormous, 
and  most  bond  market  participants 
were  extremely  pessimistic,  even 
though  short-term  rates  of  interest 
had  already  turned  down.  Therefore, 
undoubtedly  some  sellers  of  guaran- 
teed interest  contracts  did  not  fund 
them  because  they  hoped  to  nail 
down  a  wider  spread  after  bond 
prices  fell  further.  So  they  had  to 
scramble  for  bonds  when  the  mar- 
ket turned  against  them. 

Second,  fear.  The  growing  popu- 
larity of  interest  rate  futures  is  help- 
ing to  make  the  spot  market  for 
bonds  steadily  more  volatile.  Unlike 
options,  which  simply  expire  if  they 
have  become  worthless,  a  futures 
contract  has  to  be  settled  sooner  or 
later.  Since  you  can  short  govern- 
ment bonds  on  a  2%  margin,  the 
possible  loss  in  a  booming  market  is 
practically  unlimited.  The  turnover 
of  futures  is  now  considerably  larger 
than  that  in  the  cash  market,  so  the 
covering  of  short  futures  positions 
by  buying  spot  can  jet-propel  a  rally. 

Nevertheless,  I  stick  to  the  con- 
clusion I  reached  in  my  last  col- 
umn— that  if  Federal  Reserve  policy 
has  in  fact  been  relaxed  in  the  at- 
tempt to  counteract  the  developing 
recession,  then  the  prospects  for 
inflation  and  interest  rates  during 
the  next  expansion  are  ominous 
indeed.  The  bond  market  is  likely  to 
be  strong  only  as  long  as  the  eupho- 
ria about  easier  monetary  policy 
lasts,  and  until  we  start  to  think 
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UONEY&  INVESTMENTS 


nit  the  longer-run  consequences, 
.ast  time  I  mentioned  Al  Wojni- 
ver  as  one  of  the  economists  who 
fbhasize  practical  understanding 
the  financial  markets  rather  than 
:oretical  model-building.  Every- 
iy  who  is  seriously  interested  in 
:se  matters  should  take  a  look  at 
recent  talk,  "Transmuting  Prof- 
into  Interest:  Or,  How  to  Free 
lancial  Markets  and  Bankrupt 
siness."  A  paper  he  wrote  last 
ir  for  the  Brookings  Institution 
:itled  '  The  Central  Role  of  Cred- 
Crunches  in  Recent  Financial 
story"  is  a  little  heavier  going, 
t  is  even  more  enlightening, 
legular  readers  of  this  column 
ow  that  I  do  not  believe  that  the 
lationary  overexpansion  of  credit 
1  be  halted  without  a  financial  cri- 
that  causes  enough  bankruptcies 
restore  financial  prudence.  But, 
ile  a  fair  number  of  people  and 
lustnal  and  commercial  business- 
can  be  allowed  to  go  bankrupt 
thout  causing  irreparable  damage, 
■  failure  of  a  substantial  number  of 
ancial  institutions  would  precipi- 
e  ruinous  financial  chaos.  So  most 
ancial  institutions  that  are  rea- 
lably  well  managed  and  have  got- 

1  into  trouble  through  no  particu- 
fault  of  their  own  probably  have 
be   bailed   out.   Recently,  the 

eenwich  Savings  Bank  was  bailed 
t — at  an  estimated  cost  to  the  tax- 
/ers  of  SI 85  million.  That  is  just 

2  example  of  the  many  ways  in 
ich  the  financial  fallout  from  past 
staken  and  inflationary  political 
icies  have  to  be  contained  by  a 
ther  inflationary  expansion  of 
fernment  credit. 

Specifically,  regulations  and  tax 
isiderations  led  the  thrifts  both 
accept  low-cost  but  liquid  depos- 

and  to  invest  them  in  illiquid 
irtgages.  Now  they  can  neither 
n  enough  on  their  mortgages  to 
!  a  competitive  yield  on  their  de- 
jits  nor  sell  their  mortgages  for 
jugh  to  pay  off  withdrawing  de- 
btors, without  going  bankrupt. 
Jut  neither  the  politicians  nor  the 
blic  seems  ready  to  face  the  con- 
[uences  of  those  past  mistakes. 

til  the  political  climate  is 
inged  even  more  dramatically 
in  this  Administration  has  yet 
:omphshed,  bond  market  rallies 

likely  to  be  violent,  but  they  are 
o  unlikely  to  last  for  more  than  a 
I?  months  at  best.  ■ 
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The  biggest  mouth 
you  feed 
is  your  Tax  Bite. 


It's  not  fussy.  It  will  eat  anything... 
your  earnings,  savings  interest 
and  investment  income.  But  there 
is  a  way  to  curb  your  Tax  Bite's 
ravenous  appetite.  It's  called  the 
T.  Rowe  Price  Tax-Free  Income  Fund. 

•  Tax-Free— no  income  tax  for 
the  IRS*. 

•  Prompt  Redemption— by  calling 
toll  free  or  simply  writing  a  check. 

•  Low  Minimum-as  little  as  $1,000 
can  start  you  receiving  tax-free 
income. 

•  No  Load-no  sales  charge  or  re- 
demption fee. 

•  Easy  to  Purchase-send  in  the  coupon 
or  call  toll  free  1-800-638-5660. 

In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information,  including  manage- 
ment fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest  or 
send  money.  Tncome  may  be  subject  to  state  and 

local  taxes.     %  19ft  T  Rowe  Priw  /tawialrs.  Inc. 


T.  Rowe  PriceTax-Free  Income  Fund,  Inc. 


•  Price  Marketing.  Inc..  DepL  A6  . 100  E  Pratt  St,  Baltii 


Name- 


Address- 
City  


. State- 


Zip  


150th 
CONSECUTIVE 
QUARTERLY 
CASH  DIVIDEND 


The  Board  of  Directors  of 
ENSERCH  Corporation  on 
October  29,  1981,  declared 
a  regular  quarterly  dividend 
of  34  cents  per  share  of  com- 
mon stock,  payable  Decem- 
ber 7, 1 981 ,  to  shareholders 
of  record  November  20, 
1981. 


For  additional  information . 
please  write  to  Benjamin  A 
Brown.  Vice  President ,  Fi- 
nance. Dept  C.  ENSERCH 
Center.  Box  999.  Dallas. 
Texas  75221 


'etfp(T$\  !<XF&T>-  fCtwT?-:  fWftHii&ffafi;  iroWVroRR'i 

FffTV  PEARLS! 


CORPORATION 


FORBES 
CAPITALIST 

COOKIES 


■  Honorable  Chairman  Malcolm  Forbes 
has  fifty  pearls  of  wisdom  in  a  new 
limited  edition  of  his  very  digestible 
Capitalist  "sayings"  baked  into  most 
fortunate  cookies. 

■  For  only  $  1 5-a-can  of  50  cookie-clad 
sayings — the  fabulous  Cookie  Edition 
of  "The  Sayings  of  Chairman  Malcolm" 
is  yours. 

■  This  unique  edible  edition  is  sure  to 
please  the  capitalist  of  your  choice.  And 
the  delightful,  custom-designed  tin  can- 
ister makes  the  perfect  holiday  gift. 

■  Send  $  1 5  in  check  or  money  order, 
plus  $3  for  postage  and  handling,  to 
Forbes  Capitalist  Cookies,  60  Fifth 
Avenue,  New  York  NY  10011.  Please 
add  applicable  safes  tax 

*<^ffc>.f  ^*Jjp3'  i5^*?'  \st^&i 
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Financial  Strategy 


From  Europe,  from  Latin  America,  from 
the  Middle  East,  money  is  on  the  move. 
In  the  end,  it  has  only  one  place  to  go. 

SWITZERLAND, 

U.S.A. 


\  K  )N  EY  &  I N  V  ESTM  ENTS 


By  John  Train 


Twenty-five  years  ago  last  month, 
thousands  of  Hungarian  patriots 
died  in  an  heroic  but  futile  uprising 
against  Soviet  occupation  forces, 
which  remain  in  that  country  to 
this  day.  And  how  did  Western  Eu- 
rope commemorate  the  anniversa- 
ry? With  huge  crowds  demonstrat- 
ing against  American  military  pow- 
er, the  principal  force  that  saves 
them  from  facing  the  same  fate  as 
the  Hungarians. 

It  is  hard  to  take  much  comfort 
from  this  surge  of  neutralism,  but 
ironically,  it  may  bode  well  for  the 
U.S.  stock  market.  It  is  helping 
make  the  U.S.  what  Switzerland 
once  was:  the  best  haven  for  the 
world's  refugee  capital. 

Look  around.  West  Germany  is 
subject  to  heavy  carrot-and-stick 
pressure  from  Russia,  and  its  confi- 
dence is  eroding.  I  have  the  curious 
feeling  that  the  Germans  almost 
half-crave  Finlandization  after  their 
fearful  experiences  in  this  century. 
And  only  Russia  can  deliver  what 
many  Germans  want  most — to  be 
rejoined  with  their  separated  broth- 
ers on  the  other  side  of  the  Wall. 

France  may  be  solid  for  the  West 
militarily  (although  Socialist  Mit- 
terrand may  simply  be  jollying  up 
the  army  while  he  gets  the  home 


John  Irani  is  president  of  Train,  Smith,  In- 
vestment Counsel,  New  York,  and  the  author 
q/'The  Money  Masters  and  Dance  of  the 
Money  Bees. 


front  under  control),  but  it's  lost  to 
free  enterprise  for  many  years.  De 
Gaulle's  Fifth  Republic,  designed  to 
block  the  left  by  concentrating  pow- 
er in  the  executive  branch  of  the 
government,  serves  the  Socialists 
fatally  well  now  that  they  have  their 
hands  on  the  levers  of  power,  even 
though  the  Socialists  are  a  minority 
of  the  electorate.  Result:  French 
capital  flight  is  becoming  a  torrent. 

In  England  there  must  someday 
be  a  transfer  of  power,  and  the  Tony 
Benn-Michael  Foot  persuasion  will 
probably  dominate  the  Labour  Par- 
ty. Benn's  hatred  for  capital  and 
capitalists  makes  Mitterrand  look 
like  a  centrist.  Even  worse,  many 
card-carrying  Communists  have 
achieved  positions  of  leadership  in 
the  Labour  Party,  and  unilateral  dis- 
armament and  withdrawal  from 
NATO  are  on  the  program.  In  Brit- 
ain, the  Trotskyite-Marxist  infiltra- 
tion of  the  Left  to  achieve  minority 
control,  first  in  trade  unions  and 
later  in  the  Labour  Party,  has  been 
an  astonishing  piece  of  organiza- 
tion. Of  course,  the  Social  Demo- 
crats now  offer  an  alternative,  but 
presumably  Labour  will  someday 
form  a  government.  When  it  does, 
watch  out. 

The  Socialist  victory  in  Greece 
(which  it  is  still  early  to  interpret)  is 
just  another  symptom  of  the  drift. 
The  Low  Countries  show  similar 
tendencies.  Spain  could  blow  apart. 
Portugal  has  been  inoculated  by  sad 
experience  of  Far  Left  government, 
and  should  be  immune  to  reinfec- 
tion, but  alas,  Portugal  doesn't  carry 
much  weight. 

If  our  Western  European  friends 
think  they  can  hand  over  to  us  the 
risks  of  their  defense,  I  fear  they  will 
find  America  attracted  to  heavily 
armed  neutrality,  leaving  them 
open  to  Russian  blackmail,  just  as 
de  Gaulle  feared.  Financial  circles 


there  understand  that  already. 

The  Middle  East,  likewise,  is) 
frighteningly  unstable.  The  daysi 
when  an  apartment  house  in  Beirut 
looked  like  the  finest  possible  in- 
vestment to  an  oil-rich  sheikh  are 
long  gone. 

Even  our  continent  is  coming  un- 
der siege.  The  Nicaraguan  cancer 
has  infected  all  of  Central  America 
Colombia  will  probably  be  next. 

So  money  is  flooding  from  these 
areas.  Furthermore,  the  OPEC  coun 
tries  of  the  Middle  East  are  a  huge 
vacuum  cleaner  of  capital,  remorse 
lessly  sucking  hundreds  of  billions 
out  of  the  rest  of  the  world.  While 
part  of  the  take  is  ploughed  back  into 
hardware  locally,  most  of  it  has  to  be 
put  to  work  abroad  against  the  day 
when  the  oil  runs  out. 

But  where? 

The  choice  narrows.  Japan  can 
take  a  good  chunk;  Hong  Kong,  Sin- 
gapore, Taiwan,  South  Korea  and 
Australia  a  little  more. 

But  the  U.S.  is  the  only  country 
that  can  usefully  absorb  the  really 
big  sums — hundreds  of  billions.  So 
this  torrent  of  recycled  petrodollars, 
along  with  the  flight  money  from 
Europe  and  the  Middle  East,  will 
create  a  demand  for  investments  in 
this  country  for  years  to  come.  Thus, 
we  are  destined  to  become  the 
world's  great  Switzerland,  defended 
by  vast  oceans,  and  like  almost  no 
other  country,  becoming  progres 
sively  more  friendly  to  capital. 

All  this  has  clear  implications  for 
the  stock  market.  The  current  de- 
cline probably  will  not  end  in  a  panic 
like  that  of  1974,  when  the  DJI  sank 
below  600,  and  many  good  stocks 
could  not  be  sold  at  any  reasonable 
price.  Why  not?  It's  too  well  remcm 
bered,  and  all  that  oil  and  refugee 
capital  needs  a  permanent  home. 

It's  hard  to  realize,  but  a  meal  or  a 
suit  costs  about  the  same  here  in 
dollars  as  it  costs  in  London  in 
pounds,  for  example,  and  England  is 
not  the  most  expensive  country  on 
the  Continent,  nor  is  Europe  nearly 
as  expensive  as  Japan. 

A  word  of  advice  on  stock  selec 
tion.  European  buying  may  support 
our  market,  but  scarcely  in  stocks 
with  heavy  European  exposure;  so 
concentrate  on  those  whose  strength 
is  in  the  U.S.  and  the  Pacific.  Put 
stiff  discount  on  the  European  assets 
of  multinational  companies,  such  as 
Ford,  IBM,  ITT  and  Citibank.  ■ 
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HOOSE  THE  IRA  WTffl  PEAK 
MONEY  MARKET  YIELDS. 


four  Individual  Retirement  Account  is 
y  as  strong  as  the  investments  behind 
T.  Rowe  Price  offers  you  the  chance 
sarn  peak  Money  Market  yields  in  its 
'me  Reserve  Fund... plus  access  to  our 
ier  investment  opportunities, 
fou  have  the  freedom  to  transfer  your 
lividual  Retirement  Account  from  one 
Rowe  Price  no-load  fund  to  another, 
j'll  never  find  yourself  "locked  in."  And 
regularly  advise  you  of  developments 
i  opportunities  spanning  our  entire 


Family  of  Funds. 

As  for  professional  manage- 
ment, you  get  the  expertise  of 
T.  Rowe  Price  Associates,  which 
manages  more  than  $12  billion 
(over  half  in  mutual  funds)  for 
individuals,  corporations  and 
other  institutions. 

For  all  these  reasons,  a  T.  Rowe 
Price  IRA  also  makes  the  ideal 
rollover  option.  If  you're  getting  a 
lump  sum  distribution  from  your 
pension  plan,  but  you're  not  ready 
to  retire . . .  keep  those  funds  tax 
sheltered  and  working  hard  in  a 
T.  Rowe  Price  IRA. 

Get  complete  information 
on  Individual  Retirement  Ac- 
count opportunities.  Call  free 
1-800-638-5660,  or  mail  us  the 
coupon  for  a  Prime  Reserve  Fund 
Prospectus  and  information  re- 
garding our  Family  of  Funds. 
In  Maryland:  1-800-492-1976, 
In  Baltimore:  547-2308. 
You're  going  to  like  what 
you  hear. 

For  more  complete  information,  including  management 
fee  and  other  charges  and  expenses,  obtain  a  prospectus. 
Read  it  carefully  before  you  invest  or  send  money. 


T.  Rowe  Price  Marketing,  Inc. 

No -Load  Funds.  Dept.  A6.  100  East  Pratt  Street,  Baltimore.  MD  21202 


□  I  am  eligible  for  IRA  in  1981 
since  I  am  not  covered  by  a 
qualified  pension  plan. 

I  am  interested  in 
a  Rollover  IRA. 

Name  


D I  will  be  eligible  for  IRA  in 
1982  (when  the  new  Tax  Act 
opens  IRA  to  all  wage  earning 
individuals  and  their  spouses). 


Address . 
City  


_State . 


_Zip. 


Psychology  &  Investing 


To  invest  successfully  in  the  1980s,  you 
will  need  to  learn  at  least  as  much  about 
alcohol  as  every  Bowery  bum  knows. 

MAKING  MONEY 
FROM  ALCOHOL 


By  Srully  Blotnick 


There  areftfo  kinds  of  alcohol,  grain 
(ethyl  alcohol  or  ethanol)  and  wood 
(methyl  alcohol  or  methanol).  As  ev- 
ery skid-row  wino  knows,  ethyl  al- 
cohol can  make  you  blind  drunk; 
methyl  alcohol  can  make  you  blind. 
Not  knowing  the  difference  be- 
tween the  two  is  dangerous  for  in- 
vestors as  well  as  for  winos. 

Let  me  explain.  The  soaring  cost 
of  oil  made  a  search  for  alternatives 
worthwhile.  Everything  from  oil 
shale  to  solar  began  to  be  consid- 
ered, but  one  alternative  had  actual- 
ly been  in  use  for  decades:  Put  some 
alcohol  in  gasoline.  The  result:  gaso- 
hol.  To  many  investors  the  word 
seemed  to  spell  m-o-n-e-y.  They 
seized  upon  the  stocks  of  Archer- 
Damels-Midland  and  A.E.  Staley. 

Why  these  two  and  others  like 
them?  Because  ethanol,  the  oldest 
synthetic  organic  chemical  known 
to  man,  can  readily  be  made  from 
carbohydrates.  In  fact,  fermentation 
has  been  in  use  for  thousands  of 
years;  adding  some  yeast  enzymes 
to  sugar  converts  it  into  alcohol. 
Ethyl  alcohol,  that  is,  on  which 
primitive  and  modern  man  could 
get  a  little  looped.  A-D-M  and  Staley 
make  ethanol  from  corn  syrup. 

That  represented  a  radical  shift  in 
the  nature  of  public  interest  in  these 


Dr  Shilly  Blotnick  is  a  practicing  psycholo- 
gist and  author  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


stocks.  Previously  when  investors 
bought  A-D-M  and  Staley,  they  told 
me  they  were  doing  so  in  order  to 
get  in  on  the  "high-fructose  corn 
sweetener  play."  Coca-Cola  and 
other  soft-drink  manufacturers 
reacted  to  the  soaring  price  of  sugar 
by  finally  allowing  high-fructose 
sweeteners  to  be  used  instead. 

However,  enzymes  convert  corn- 
starch into  ethanol  as  well.  As  one 
investor  put  it  in  January  1980:  "I 
got  a  hell  of  a  bonus  here — an  energy 
play  on  top  of  the  sugar  thing." 

Ah,  if  only  life  were  that  simple. 

As  soon  as  a  majority  of  these 
investors  got  the  picture,  the  pic- 
ture began  to  change.  Some  large 
firms  are  still  trying  to  combine  eth- 
anol and  gasoline,  but  a  much  larger 
number  of  major  companies  have 
begun  to  push  a  different  alcohol: 
methanol,  not  ethanol. 

But  why  either?  Hasn't  the  oil 
glut  threatened  the  synfuels  pro- 
gram? No.  President  Reagan  merely 
wants  as  much  of  it  to  be  privately 
funded  as  possible,  in  order  to  avoid 
having  the  government  saddled 
with  huge  federal  subsidies.  More  to 
the  point,  when  the  Bank  of  Amer- 
ica decided  to  try  a  pilot  program  of 
running  a  fleet  of  its  own  cars  on 
alcohol-fuel  blends,  it  chose  metha- 
nol. "It's  clean-burning  and  cheap," 
said  a  BofA  official. 

For  many  investors,  all  the  chick- 
ens came  home  to  roost  in  October 
when  CBS'  60  Minutes  aired  a  seg- 
ment on  methanol  and  viewers 
heard  a  Ford  executive  openly  say 
that  the  company  would  gladly  pro- 
duce the  engine  modifications  need- 
ed to  allow  its  cars  to  run  on  metha- 
nol. The  cost  would  be  minimal. 
What  was  Ford  waiting  for  then? 
The  oil  companies.  What's  the  use 
of  selling  you  a  car  for  which  you 
can't  pull  into  the  local  filling  sta- 
tion and  find  the  appropriate  fuel? 


Investors  who  thought  they  ha 
successfully  jumped  aboard  the  gai 
ohol  bandwagon  by  buying  A-D-JV 
Staley,  CPC  and  other  corn-milhn 
companies  were  stunned.  "Why  ai 
they  talking  about  methanol?"  on 
asked,  clearly  upset.  "I  thought  era 
anol  was  a  sure  thing." 

It  can't  be.  Methanol  can  readil 
be  made  domestically  from  a  variet 
of  sources,  such  as  natural  ga 
(which  is  typically  more  than  80°' 
methane)  and,  more  importantly 
coal.  Ethanol,  by  contrast,  depend 
on  grain,  which  the  world  needs  fo 
other  purposes.  Moreover,  there  ar> 
many  large  firms  interested  in  in 
creasing  methanol  production. 

Celanese  is  the  nation's  second 
largest  producer.  In  a  few  months  i 
will  open  in  Canada  a  new  plan 
capable  of  making  nearly  a  quarte 
of  a  billion  gallons  of  methanol  pe 
year.  Among  other  interested  par 
ties  and  producers  are  Air  Products 
Alberta  Gas  Chemicals,  Arco,  Ash 
land,  Bechtel,  Borden,  BP,  Chevron 
Cities  Service,  Getty,  Grace,  Gulf 
International  Minerals,  Mobil,  PPG 
Shell,  Tenneco  and  Westcoasl 
Transmission.  Quite  a  list. 

There  is  one  company  we've  left 
for  last,  the  nation's  largest  pro-- 
ducer  of  methanol:  Du  Pont. 

The  majority  of  over  1,000  U.S. 
and  Canadian  investors  I  recently 
surveyed  rated  Du  Pont  as  "sleepy,"1 
even  after  its  well-publicized — andl 
successful — acquisition  battle  for 
Conoco.  Nevertheless,  well  before 
the  merger  took  place,  a  Du  Pont 
study  concluded  that,  at  least) 
through  the  year  1990,  gas  and  oil 
prices  would  rise  significantly  faster 
than  the  price  of  coal.  The  pressure 
thus  will  mount  to  use  coal  to  pro- 
duce gasoline.  That  spells  methanol. 

Less  than  one  investor  in  seven 
realizes  that  Conoco  isn't  only  an 
oil  company  but  also  owns  the  na- 
tion's largest  coal  company,  Con- 
solidation Coal.  Besides  selling  it  on 
long-term  contracts  to  utilities, 
what  was  Conoco  thinking  of  doing 
with  the  coal?  Among  other  key 
research-and-development  projects 
Conoco  was  working  on  at  the  time 
of  the  merger  were  these  two:  con- 
verting coal  to  methanol  and  find- 
ing ways  to  use  methanol  as  an  in- 
expensive engine  fuel. 

The  combination  of  Du  Pont  and 
Conoco  creates  awesome  possibili- 
ties. Conoco's  coal  subsidiary  pro- 
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MONEY  &  INVESTMENTS 

des  the  raw  materials,-  Du  Pont, 
ready  the  country's  largest  metha- 
)1  producer,  helps  convert  it  into 
el  blends;  finally,  it  is  sold  at  Con- 
:o  gas  stations  across  the  land, 
ote  well:  This  energy  company  of 
e  future  would  have  its  resources, 
oduction  and  distribution  system 
itirely  on  native  soil. 
Seagram,  which  now  owns  20% 

Du  Pont,  wound  up  with  a  more 
easant  outcome  than  it  bargained 
r.  Du  Pont  can  do  much  more 
ith  Conoco — for  Seagram — than 
•agram  itself  ever  could. 
Celanese  put  its  new  methanol 
ant  in  Canada  to  be  near  the  natu- 
1  gas  that  it  will  use  as  a  raw 
aterial.  Du  Pont's  own  plants  are 

Texas  for  the  same  reason.  That's 
ipropriate  for  now.  However,  ac- 
irding  to  many  experts,  coal-based 
ants  will  eventually  be  producing 
ethanol  at  a  price  20%  lower  than 
itural-gas-based  plants  can,  a  dif- 
rential  that  is  expected  to  widen 
inng  the  next  10  to  20  years. 
Du  Pont,  a  sleepy  company?  Take 
second  look. 

Look  again,  too,  at  Bank  of  Amer- 
a.  It  claims  to  be  saving  money 
id  doing  something  patriotic  with 
>  pilot  program  of  methanol- 
iwered  cars,  but  it  is  also  gaining 
i  invaluable  advantage  with  its  ex- 
rience.  Energy  lending  is  big  busi- 
es— and  for  good  reason. 
The  U.S.  Synthetic  Fuels  Corp. 
is  every  intention  of  making  the 
ns  of  billions  of  dollars  of  congres- 
Dnal  grants  go  very  far  indeed, 
ow  best  to  do  that?  Not  by  giving  it 
yay,  but  through  loan  guarantees, 
lat  is  where  the  banks  come  in: 
ieir  loans  are  the  ones  that  will  be 
laranteed,  and  on  a  massive  scale 
that.  The  bank  that  knows  most 
iout  the  technology  has  a  lead  in 
e  lending. 

Some  of  the  shale  oil  production, 
ial  gasification  and  liquefaction 
ojects,  many  of  which  will  pro- 
ice  substantial  amounts  of  metha- 
)1,  perhaps  will  fail.  But  thanks  to 
e  generous  initial  size  of  the  Syn- 
els  budget,  and  a  conservative  ap- 
oach  to  construction,  enough  con- 
lence  will  be  generated — at  the 
inks— to  inspire  cheerful  and  even 
gressive  private  lending  practices 
this  area. 

In  short,  the  next  time  someone 
ys  "alcohol"  to  you,  ask  him: 
Vhich  one?"  ■ 
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Value  Line  Pinpoints. 


STOCKS  FOR  1982 

Or  how  to  be  a  Bull  and  a  Bear  at  the  same  time 

Among  the  1700  stocks  under  intensive  year-round  review  by  Value  Line's  70 
research  specialists,  only  117  now  offer  this  combination:  (Value  Line  11/13/81) 

•  Each  of  these  stocks  is  now  accorded  a  superior  rank  (Group  1  or  2)  by  Value 
Line  for  Probable  Market  Performance  in  the  next  12  months.  This  means  we 
think  they  will  give  stronger  price  performance  than  the  average  of  all  1700 
stocks  no  matter  which  way  the  market  goes  during  the  year  ahead. 

•  Each  is  also  accorded  a  superior  rank  (Group  1  or  2)  by  Value  Line  for  Safety. 
The  Safety  rank  is  based  on  the  stock's  price  stability  and  the  company's 
financial  strength  (each  of  which  is  also  ranked  separately). 

In  the  opinion  of  Value  Line  research,  this  handful  of  stocks  offers  investors  some 
of  the  best  opportunities  to  capitalize  on  a  rising  market  in  1982  and— at  the  same 
time—  retain  superior  protection  in  the  event  of  a  general  decline. 

Updated  Every  Week 

Every  week  Value  Line's  regular  Summary  &  Index  presents  up-to-date  ratings  of 
EACH  of  1700  stocks  relative  to  all  others,  as  follows  .  .  . 

a)  Rank  for  Relative  Probable  Price  Performance  in  the  Next  12  Months— ranging 
from  1  (Highest)  down  to  5  (Lowest). 

b)  Rank  for  Investment  Safety  (from  1  down  to  5). 

c)  Estimated  yield  in  the  Next  12  Months  (100  stocks  offer  yields  of  12.1%  and 
up— Value  Line  11/13/81). 

d)  Estimated  Appreciation  Potentiality  in  the  Next  3  to  5  Years— showing  the 
future  "target"  price  range  and  the  percentage  price  change  indicated.  (100 
stocks  are  in  the  250%  to  735%  range— Value  Line  11/13/81). 

e)  Current  price  and  P/E,  plus  estimated  annual  earnings  and  dividends  in  current 
12  months.  Also  the  stock's  Beta. 

f)  Very  latest  available  quarterly  earnings  results,  and  estimated  quarterly  earn- 
ings twelve  months  in  advance,  and  dividends,  together  with  year-earlier  com- 
parisons. 

In  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehensive  new  full- 
page  Rating  &  Report  at  least  once  every  three  months— including  22  series  of  vital 
financial  and  operating  statistics  going  back  16  years  and  estimated  3  to  5  years 
into  the  future. 

Special  Bonus  Invitation 

You  can  receive  the  complete  Value  Line  Investment  Survey  (with  30-day  money- 
back  guarantee)  for  the  next  1 0  weeks  for  only  $33— about  HALF  the  regular  rate — 
if  no  one  in  your  household  has  subscribed  in  the  past  two  years.  And  you 
automatically  receive  these  two  bonuses: 

BONUS  #1— Value  Line's  2000-page  Investors  Reference 
Service,  including  our  latest  full-page  Reports  on  each  of 
1700  stocks  .  .  .  fully  Indexed  and  loose-leaf  bound  for 
easy  reference,  and  systemically  updated  by  new  full- 
page  Reports  in  the  weeks  ahead.  Filing  takes  but  a  minute 
a  week. 

BONUS  #2—  Evaluating  Common  Stocks,  by  Arnold  Bernhard,  Value  Line's 
founder  and  research  chief.  This  96-page  guidebook  reveals  methods  of  stock 
evaluation  that  took  decades  to  develop,  and  tells  exactly  how  to  use  the  immense 
wealth  of  precision-organized  data  in  The  Value  Line  Investment  Survey. 

CALL  TOLL-FREE:  If  you  have  Master  Card,  American  Express  or 
Visa,  phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 

The  Value  Line  Investment  Survey 

Arnold  Bernhard  &  Co.,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 

Department  9I6HI4 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for 
$33  to  The  Value  Line  Survey  (limited  once  to 
any  household  every  two  years)  and  send  me 
the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription 
for  $330  and  send  me  the  two  bonuses  listed 
above.  There  are  no  restrictions  with  this  an- 
nual subscription. 

SPECIAL  EXTRA  BONUS 
A    pocket-size    CREDIT  .  ^ 
CARD  LCD  CALCULATOR  llBSiSJ™  ^J' 
given  to  you  when  you  order  ,r~"    D  a  Z  ■  a  " 
The  Value  Line  Investment    """""  5S55"Si 

Survey  for  one  year.   

This  subscription  is  tax-deductible  and  non- 
assignable. (N.Y.  residents  add  sales  tax.) 


□  My  payment  is  enclosed.  □  Please 
charge  to:  □  American  Exp.  □  Master  Card 

□  Visa 

Expiration  Date  

Account  #  


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 
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REAL  ESTATE 


f    DISTINCTIVE  "\ 
PROPERTIES  . . . 

THE  ROEBLING  ESTATE  . 

Near  Princeton,  with  its  extensive 
residential  accommodations  and 
complete  equestrian  complex,  this 
magnificent  415-acre  estate  offers 
a  highly  privileged  lifestyle.  Fronted 
by  a  2V2  acre  lake,  the  gracious  18th 
Century  stone  Colonial  residence 
boasts  a  beautifully  restored  inte- 
rior. Additional  buildings  include  two 
tenant  houses  and  two  guest 
apartments. 

$1,950,000.     Brochure  #FB8-15 
EL  GANCHO  TENNIS  CLUB  .  .  . 

An  outstanding  full-service  tennis 
club  on  16V2  acres,  featuring  an 
18,000  square  foot  clubhouse  with 
indoor  pool  and  central  restaurant. 
850-seat  championship  tennis 
stadium  with  7  outdoor  courts,  10 
minutes  from  downtown  Santa  Fe, 
New  Mexico. 

$2,600,000.  Brochure  #FB 26-05 
Please  contact  us  for  brochure 
and  further  information  on  the 
most  distinctive  properties  for 
sale  throughout  the  United 
States. 

Sotheby's 

International  Realty 


980  Madison  Avenue 
New  York  10021 
Tel.  212/472-3465 


STONE  MOUNTAIN  MANOR 
HEALTH  RESORT 

103  Units,  4  dorms,  cap.  350.  Gross 
$800,000.  Price  $1,490,000.  30% 
down,  terms  negotiable. 

SANDI  HEALY 
(717)  754-3051 
Box  120,  Summit  Sta.,  PA  17979 


FREE  CATALOG 
Big  ...  Free  SPRING  1982  Catalog  de- 
scribes and  pictures  more  than  2,800 
farms,  ranches,  acreages,  recreational 
properties,  businesses,  town  and  country 
homes  in  46  states  coast  to  coast!  Please 
specify  type  and  location  preferred. 
UNITED  FARM  AGENCY 
612-Y  W.  47th  Street 
Kansas  City,  MO.  64112 


CAPITAL  TO  INVEST 


tetters  of  Credit  Promissory  Notes ' 
covering  Principal  and/or  Interest 
Cash  to  open  Escrows 
Cash  placed  in  bank  accounts 

to  increase  liquidity 
R.E.  Stand-Bys  &  Take-Outs 
Venture  Capital  &  Real  Estate 

Minimum  $150,000 
BROKERS  PROTECTED 
9?ncor  Financial  Limited 
1  San  Nicolas  Drive,  Suite  206 
Ml  tiesch.  CA  92660 
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REAL  ESTATE 


REAL  ESTATE 


COMPUTERS 


In  these  times  if  you  find 
an  OCEANFRONT  condominium 
for  only  $72,900  —  with 
90%  financing, 
you  had  better  buy  it! 

□  Oceanfront  Condominiums 
$7,300  DownpaymenL  Fully  Furnished 
[  All  accessories  and  appliances    Enclosed  Pool 
Surrounded  by  44  acres  of  heavily  wooded  forest 
IZ7  minutes  south  of  downtown  Myrtle  Beach 

Call  toll  free  1-800-845-0871 
In  S.C.  call  toll  free  1-800-922-0841 
The  Myrtle  Beach  Resort 

360  payments  of  $875.55.  APR  15.38%  (subect  to  change.) 
Offer  not  valid  in  states  where  prohibited  by  law. 


10% 


INDUSTRIES  I 

-15%  DISCOUNT 
OR  MORE 


ON  ALL  NEW 


TRS-80 


BY  RADIO  S 


Fi 


(SINES? 


'Gas! 


feVflK 

ichapi 


Brand  New  in  Cartons  Delivered. 
State  Sales  Tax  Texas  Residents  Add 
5%  Sales  Tax.  Open  Mon  Sat  9-6 
pay  freight  and  insurance.  No  extra  ch 
for  Mastercard  or  Visa.  Call  us  for  a 
erence:  Farmers  State  Bank  Brooksl 
Texas. 

Orders:  I  800 - 23 1  3680 
21969  Katy  Fwy. 
Katy  (Houston),  Texas  77450 
Questions  I  Inq  '  I -71 3  392  0747 
c  1980,  Marymac  Industries,  Inc. 
Ed  or  Joe  McManus 


MdCo 


HE2 
I 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


COMPLETE  LINE  OF 
INVESTMENT  QUALITY 
BRAZILIAN  GEMSTONES 

Direct  from  the  Mines  of 
UNITED  MINING  CORPORATION 
u.s.  office: 
235  6th  Street 
Pine  City,  Minn.  55063 
612-629-2537 
Industria  De  Joias  Padua  LTDA. 
Belo  Horizonte,  Brazil 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  213-795-5558 
SOUTHLAND  UNIVERSITY 
Dept.  21  B       69  N.  Catalina 
Pasadena,  CA  91 106 


SHARING 


IS  CARING 


HOW  TO  ADVERTISE  IN 

FORBES  CLASSIFIED 


REGULAR  CLASSIFIED  LISTINGS:  All  listings  are  ac- 
cepted at  the  discretion  of  the  Publisher.  Line  rate  is  $28.00. 
Minimum  size  ad  is  one  inch  (14  agate  lines)  costing 
$392.00.  FORBES  will  typeset  without  charge. 


DISPLAY  CLASSIFIED  ADVERTISING:  Line  rate  is 
$27.50.  Minimum  size  for  display  of  two  inches  (28  agate 
lines)  costing  $770.00.  Must  be  submitted  as  film  negative 
or  camera-ready  mechanical  to  size.  For  specific  require- 
ments send  for  order  form. 

Box  numbers  provided  on  request.  There  is  no  charge  for 
mailing  service  on  blind  ads. 


FORBES  CLASSIFIED  is  published  in  the  first  issue  of  each 
month.  Advertising  closing  date  is  one  month  preceding 
date  of  issue. 

Frequency  discounts  available.  Payment  must  accom- 
pany order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE  /  NEW  YORK,  NY  10011 
(212)  620-2440 
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FAST  FACTS 
ABOUT  FORBES 
SUBSCRIBERS: 

*  Total  paid  circula- 
tion: 700,000 


*  184,000  serve  on 
their  companies' 
board  of  directors 

*  331,000  are  in  top 
management 
positions 


*  233,000  serve  on 
boards  of  one  or 
more  companies 

*  Average  household 
income:  $93,000 


*  675,000  own 
securities.  Average 
value:  $473,000 

*  Average  net  wort 
$724,000 


md  c 


Forbes 


INESS  OPPORTUNITIES 

100-327-6970 

icts  About  U.S. 
3as  Lease  Program: 

er  $4,800,000  worth  of 
;es  awarded  to  FRC  clients 
>ast  180  days. 

jer  before  has  FRC  put 
h  a  premium  on  valuable 
eral  lease  rights 

)%  Tax  Deductible 

id  Complimentary  Brochure 


131  State  Street.  "930 
Boston,  MA  02109 


ARAB  BUSINESSMEN 
HAVE  MONEY 
TO  BUY  &  INVEST 

Top  Finders  Fees  Paid 
Finders  Inquiry  Invited 
Write  Box  A230  Forbes 

60  Fifth  Avenue 
New  York,  NY  10011 


MANUFACTURERS' 
REPRESENTATIVES 

ECOME  A  SUCCESSFUL 
MANUFACTURERS' 
REPRESENTATIVE 

:acturers'  Agents'  Newsletter 
ou  which  firms  are  looking  for 
entatives,  the  firm's  product  line 
rritories  available. 

For  information  write: 
ufacturers'  Agents'  Newsletter 
.  178A,  23573  Prospect  Avenue 
armington,  Michigan  48024 


iPS  &  MANUFACTURERS 

ands  of  Reps  read  our  Bi- 
ly  Bulletin  of  lines  offered  for 
entation  in  all  fields.  Many 
services  for  Reps  and  Manu- 
ers  including  Newsletter,  Pro- 
rvice,  Group  Discount  Programs 
Our  25th  Year)  Details:  Keith 
II,  United  Association  Mann- 
ers' Reps,  Dept.  12,  808  Broad- 
lansas  City,  MO  64105 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


In  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50; 
three  for  $21.75 

1  check  with  your  name  and 

address  to: 
ESSE  JONES  BOX  CORP. 
Dept.  FB,  P.O.  Box  5120 
Philadelphia,  PA  19141 
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BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES       BUSINESS  OPPORTUNITIES 


NOW  AVAILABLE 

AMERICA'S  TOP  BARTER  BROKERAGE  FRANCHISE 


Noted  economists  agree  that  the  emer- 
gence of  barter  is  among  the  most 
dramatic  economic  phenomena  of  the 
80's.  As  an  associate  of  the  nation's 
largest  structured  trade  organiza- 
tion, you  will  own  one  of  ihe  fastest- 
growing  service  franchises  in  the 
United  States. 

Through  our  advanced  computer  sys- 
tems your  company  will  quickly  ac- 
commodate simple  exchanges  of  goods 
and  services  among  individuals  as 
well  as  complex  arrangements  between 


small  and  large  businesses. 
Your  business  will  quickly  grow  as 
you  help  companies  move  excess  in- 
ventory, utilize  unused  production 
capability  and  speed  cash  flow  on  a 
regional,  national  and  international 
basis.  You  can  even  arrange  innova- 
tive insurance  and  real  estate  trans- 
actions. 

Plus,  you  will  receive  personal  train- 
ing and  extensive  marketing,  sales  and 
operational  support  from  the  field's 
leading  experts. 


Before  you  call,  consider  these  points: 

•  A  medium  5-figure  investment  is 
required. 

•  We  are  only  seeking  individuals  fully 
prepared  to  make  a  career  commit- 
ment. 

•  Highest  consideration  will  be  given 
to  applicants  with  extensive  sales/ 
marketing  experience  who  are  judged 
capable  of  rapid  expansion  as  barter 
becomes  increasingly  important  in 
national  and  global  economics. 


Call  800-654-3283,  ext.  3812 


Or  write:  Barter  Systems,  Inc. 

Department  AB  12 
4848  N.  MacArthur  Boulevard 
Oklahoma  City,  Oklahoma  73122 

This  offering  is  made  by  prospectus  only 


a 


Barter 

Systems, 

Inc. 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
Call  collect  to  Bill  Tyler. 

Farm  Equipment 

$99,900— $1,650,000 

Grain  Elevators 
$95,000— $1,000,000 
Hardware,  Paint  &  Lumber  Stores 
$65,000— $495,000 
General  &  Subcontractors 
$40,000— $450,000 

Print  Shops 
$75,000— $195,000 
AFFILIATED 
BUSINESS  CONSULTANTS 
Box  6358,  Co.  Spgs.,  Co.  80934 
(303)  630-8188 
No  fee  to  buyer  involved 


WIN  BIG  OIL  MONEY 


S  Tax  Benefits     The  U  S  Gov  sponsors  an  oil  & 
gas  lease  drawing  You  can  win  a  fortune  in 
oil.  A  $45  <ta*  deductible)  tiling  tee  could 
ng  you  $100,000  or  more  For  tree  inlor 
in,  call  Toll-Free  1-800-525-2541,  in 
Colorado  Call  Collect  1-447-1399 
Or  write  .  .  , 

F.  Milligan,  inc. 
1942  20th  81.,  P  O  Bok  340BS 
Boulder,  Co  80307 


YOUR  CHANCE 
TO  CLEAN  UP. 

By  becoming  a  distributor  of  Ion  Research 
Center's  superb  negative  ion  generators,  you 
can  clean  up  in  more  ways  than  one.  These 
are  the  very  same  ion  generators  featured  on 
a  major  television  network  June  9,  1981. 

You'll  be  cleaning  the  air  people  breathe. 
And  probably  clean  up  financially  in  one  of 
the  truly  outstanding  business  opportunities 
of  the  80 's. 

What  do  these  negative  ion  generators  do? 
They  flood  the  atmosphere  with 
electrically-charged  particles  called  negative 
ions,  which  are  an  essential  element  of  clean, 
healthy  air  These  negative  ions  rid  the  air  of 
pollution. 

Indoor  environments  become  polluted 
with  tobacco  smoke,  central  heating  dust,  air 
conditioning  contaminants,  animal  odors, 
bacteria,  and  pollen  which  destroy  the 
natural  supply  of  negative  ions.  The  con- 
taminated air  that  remains  leads  to  many 
health  problems  and  also  causes  that  run- 
down condition  we  all  know  as  the  "blahs". 

RIGHT  NOW  THE  DEMAND 
FOR  ION  GENERATORS  IS 
TREMENDOUS.  ASK  US  ABOUT 
OUR  DISTRIBUTORSHIP  PRO- 
GRAM. There  are  still  several  areas 
throughout  the  United  States  and  Canada 
where  distributorships  are  available.  Call  or 
write:  Ion  Research  Center,  P.O.  Box  905, 
Dept.  D/F,  Boulder  Creek,  CA  95006.  (408) 
338-6663.  Outside  California,  call  toll  free, 
(800)  538-0750, 


EXECUTIVE  GIFTS 


SEND  LIQUOR 
ANYWHERE 
BY  PHONE 

FREE  CATALOG 

800-528-6148 


NATIONWIDE 
GIFT>LIQlOR 

2201  E  Thomas  Rd  .  Phoenix,  AZ  85016 


HILARIOUS  FILM  COMEDY 
FROM  LOUISA  MORITZ 
PRODUCTIONS 

Film  co.  with  comedy  project.  Past  film 
grossed  $3  million  with  $1  million  invest- 
ment. Established  comedian  signed  for  proj- 
ect. Minimum  investment  $50,000.  For 
further  information  Call  (213)  876-3750. 
(213)  460-4056  or  (213)  851-6163  LOUISA 
MORITZ  PRODUCTIONS 


REPUBLIC  OF  IRELAND/EUROPE 

Young  Irish  executive  with  strong  sales/ 
marketing  background  is  willing  to  under- 
take new  challenging  assignments  on  a  free- 
lance or  longer  term  association  basis. 
Would  represent  U.S.  companies  in  Ireland 
or  Europe.  Confidential  projects  undertaken. 
Thorough  professional  with  extensive  con- 
tacts. Principals  only  please. 

Reply  to:  Box  No.  231 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 


America's 
LOWEST 
PRICES! 


WE  WILL  BEAT  ANY  PRICE  AT  ANY  TIME 

Apple  Computer  48K  Plus  1,099  95 

Apple  Three  1 2!K  3  295  00 1 

Hewlett  Packard  41C  199  95 

Hewlett  Packard  4 1 CV  259  95 

Hewlett  Packard  85  2  595  00 

leias  Instruments  59  179  95 

Texas  Instruments  99  4  Computer  379  95 

Atari  400-  16K  Computer  (Basic  Lang  can  opll  33995 

Mattel  Intelliraon  23995 

Mattel  Race  Horse  Anaylser  59  96 

Sony  TV  s,  Walkman  all  Son,  Products  Call  us 
Olympic  Sales  Company  •  215  So  Oitord  Ave 
Los  Angeles,  CA  90004  •  Tele,  6  7  34  11 
TOLL  FREE  18001  4210045  loutside  Cal.tl 
or  mCalil  2137391130 
Incl  BOO 252  2153  Request  in  writing  our  neit  Oct  catalog 


CONSULTING  AND 
MARKETING  SERVICES 


The  Alternative  for  buyers  and  sellers  of 

investment  cars,  airplanes,  yachts,  RV's, 
property,  gold,  art  and  much  more!  We 
market  to  the  entertainment  industry  daily, 
IBM  computer  matching  and  promoting 
product  until  it  is  sold.  No  charge  to 
buyers.  1-time  fee  to  sellers. 

The  Investment  Matchmaker,  Inc. 
8033  Sunset  Blvd.,  Suite  1700 
Los  Angeles,  CA  90046 
In  CA:(213)  654-9071 
Out  of  state.  800-421-3388 


EXECUTIVE 
FINANCIAL  SERVICE 

_ELLER°GRflm_ 

LIFE  INSURANCE  PROBLEMS? 
We  perform  underwriting  miracles 
for  rejected  or  rated  individuals. 

WARM  N  B   I  II  LK  AOL  Nl  V  INC 


1131)  Northwestern.  Suite  III 
I  armington,  Mm  480IH 
Telephone  (313)  626-8973 


EXECUTIVE  SERVICES 


NECKTIE  NARROWING 


NECKTIES  RECUT  &  RESHAPED 
to  the  new  narrower  width — 
$5.25  per  tie  4  tie  minimum 
Send  for  free  tie  mailer  or  mail 
direct.  Satisfaction  guaranteed 
ROBLIN  TIEMASTER 
190E  Glen  Cove  Avenue 
Glen  Cove,  NY  1 1542 


Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue. 


AZL  Resources   182 

Air  Products  194 

Alberta  Gas  Chemicals  (Canada|   194 

Alleghany   77 

Allegheny  Intl   22 

American  Broadcasting  Cos   133 

American  Invsco   145 

American  Sports  Advisors   150 

AT&T   185 

Amoco   10 

Archer-Daniels-Midland   194 

Arco   194 

Arizona  Bank   58 

Ashland  Oil   194 

Auric  United  10 

Automatic  Data  Processing   150 

Avalon  Hill   160 

Avco  125 

Baker  Intl   66 

Bandai  America   157 

Bankers  Trust  N  Y  40,  118 

Bank  of  America  194 

Baxter  Travenol  Labs   62 

Bayer  AG  (W  Germany]   65 

Bechtel  Group   6,  138,  194 

Matthew  Bender  &.  Co   163 

Berkshire  Hathaway  181 

Blue  Bell   80 

Borden   194 

Borg- Warner   66 

BP  (U  K  |   194 

BP  Canada   145 

CBS   -.  133 

CPC  Intl  194 

Campbell  Soup   44 

Celanese  194 

Chase  Manhattan   145 

Chemical  New  York   119 

Chevron   22,  194 

Christie's   43 

Citicorp   40,  62,  116,  192 

Cities  Service  194 

Commercial  Alliance   120 

Conoco  194 

Continental  Connector  54 

Control  Data  120 

Control  Data  Publishing   162 

Creamer   22 

Cutter  Laboratories   65 

Dart  &  Kraft   187 

Delmed   62 

Digital  Equipment   58 

Dresser  Inds   66 

Dun  &  Bradstreet   186 

Dunes  Hotels  and  Casinos,  Inc   51 

DuPont  194 

Emerson  Electric   60,  186 


Enterprise  Publishing   163 

Euramerica  Translations   108 

Exxon   10,  1 10 

Farber  &  Son  Optical   109 

First  Chicago   1 18 

Fluor   142 

Ford  Motor   192 

Fort  Howard  Paper   186 

Foster -Wheeler   142 

Friden   104 

Gamson  &  Flans  128 

GE   120 

General  Foods  181 

GM   58 

Getty  194 

GELICO   10 

W.R.  Grace  194 

Gulf  Oil   194 

Halliburton   66 

Hartfield-Zodys   22 

Home  Box  Office   98 

Hughes  Tool   66 

Husky  Oil  |Canada|   145 

Hyatt  Intl   40 

Imperial  Bancorp   128 

lnnovin  Capital  60 

IBM   58,  192 

International  Energy  Development  (Switzerland!  ...  182 

International  Minerals   194 

ITT   192 

Kuwait  Petroleum  (Kuwait)   10,  150,  182 

Laventhol  &  Horwath   73 

Cyrus  J  Lawrence   174 

Lear  Petroleum   139 

Levi  Strauss   80 

Lida  Hair  Design   109 

Loews   181 

M  &  M'Mars   103 

McHugh  and  Hoffman   136 

Frank  N.  Magid  Assocs   136 

Manufacturers  Hanover   40,  116 

Marathon  Oil   145 

Marsh  &  McLennan   186 

Masco  186 

Mattel   157 

Mercantile  Bancorp   116 

Mesa  Petroleum   139 

Metromedia   136 

Mobil    139,  145,  194 

Morgan  Stanley  39 

William  Moms  Agency   135 

Momson-Knudsen   142 

NCNB   39 

NCR   104 

NLlnds   66 

Nabisco  Brands   103 

National  Steel   92 


New  York  Times  Co 

Nucor   

Oak  Inds  

Ogilvy  <k  Mather   

PHH  Group   

PPG   


Parsons  

PepsiCo  

Phibro   

Philip  Morns  

Phoenix  Digital  Corp  

Pillsbury   181, 

Pirate  Electronics   

Pitney  Bowes   

Playboy   14, 

Postalia   

Procter  &  Gamble   

RCA   26,  120, 

Radio  Works  of  California   

Raytheon   

Resorts  International  

Rockaway   

Robert  Rouse  &  Assocs  

Royal  Dutch/Shell   

Salant   

Salomon  Bros  

Santa  Fe  Intl   10, 

Schlumberger   

Scientific-Atlanta   

Seagram  Ltd  (Canada|   

G.D.  Searle  

Sequoia  Ventures   

Shearson/American  Express   

Sheller-Globe   

Smilen  &  Safian  

Sotheby  Parke  Bemet   

Southern  Bell   

Southwest  Leasing  &.  Rental   

Squibb   

A.E.  Staley  

Standard  Oil  (Ohio|   

Stone  &  Webster   

Taft  Broadcasting   

Telecommunications   

Tenneco   

3M 
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Thunderbird  Bank   

Time  Inc   

Trident  Television  Ltd  (U.K.)    14, 

United  Foods   

U.S.  Leasing  Intl   

Volkswagen  (W.  Germany)   

Warner  Amex  Cable   

Wamer  Communications   

Wells  Fargo   40, 

Welltech   

Westcoast  Transmission   


Do  you  know  anybody 
who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 

Forbes: 
CapitalistTbol 
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Flashbacks 


Edited  By  Dero  A.  Saunders 


"The  more  things  change.  .  .  ." 
Items  from  past  issues  of  Forbes 

forty  years  ago  in  Forbes 

■om  the  issue  of  December  10,  1921) 

business  recovery  continues  lrregu- 
r  and,  on  the  whole,  slow,  but  at  least 
ie  year  is  ending  much  more  satisfac- 
rily  than  it  began.  When  we  measure 
jprovement  weekly  or  even  month- 
,  the  progress  made  appears  disap- 
)inting;  but  when  we  compare  condi- 
Dns  today  with  those  of  six  months 
;o,  we  realize  that  a  very  great  deal 
is  been  accomplished.  .  .  .  Broadly, 
>mestic  conditions  have  been  mov- 
g  in  the  right  direction;  foreign  con- 
tions,  especially  in  Germany,  have 
ieasioned  alarm;  the  international 
tivities  at  Washington  [the  naval 
sarmament  conference]  have  m- 
ired  hopefulness." 

Vhen  its  parents  disown  it  and 

omise  to  kill  it  at  the  first  opportu- 
ty,  it  is  hardly  worthwhile  for  the 
st  of  us  to  waste  much  effort  in 
mouncing  the  new  tax  bill.  It  is  a 
isshapen  monstrosity.  It  satisfies 
)body.  Over-burdened  taxpayers 
eaded  with  the  lawmakers  to  give 
em  bread;  they  have  been  handed  a 
one.  The  total  relief  granted  for  the 
esent  calendar  year  amounts  to 
75%,  whereas  prices  and  wages  and 
ofits  have  fallen,  as  we  all  know, 
ry  much  more.  Verily,  the  law-mak- 
g  mountain  has  brought  forth  only  a 
ouse." 

rhe  total  foreign-born  population  of 
e  U.S.  on  (an.  1,  1920  was 
i,920,692,  representing  an  increase 
404,806,  or  3%,  since  1910,  accord- 
g  to  the  Census  Bureau.  Of  the  total, 
493,088  were  naturalized,  1,223,490 
id  taken  out  their  first  papers, 
398,605  were  aliens,  and  805,509 
lclassified." 

How  clear  was  America's  foreign 
Iritage  only  two  generations  ago!  In 
'20  the  foreign-born — over  half  of 
em  already  naturalized  or  in  process 
becoming  so — made  up  more  than 
'%  of  the  U.S.  population.  Today,  to 
dge  from  the  latest  available  data, 
e  figure  is  about  4% . 

ifty  years  ago 

tyxmber  1,  1931) 

"Iosed  banks  should  either  be  speed- 
/  re-opened,  or  the  proceeds  from 
eir  assets  distributed  (as  realized)  to 
positors  with  all  feasible  dispatch. 


Dark  Outlook:  the  Forbes  map  of  business  conditions  in  early  December  1931 

In  that  grim  time  not  one  section  of  the  country  rated  good  or  excellent. 

Business  in  most  sections  was  described  as  "quiet" — meaning  awful. 


The  affairs  of  bankrupt  concerns  have 
been  notoriously  mishandled  in  the 
past.  Receivers  usually  have  made 
their  jobs  last  unconscionably.  ...  It 
is  essentially  important  that  victims 
of  bankrupt  banks  receive  every  possi- 
ble penny  without  a  day's  avoidable 
delay.  Several  million  families  have 
been  hurt  through  bank  closings. 
They  cannot  be  expected  to  spend 
normally  while  deprived  of  all  their 
bank  savings." 

Strange  as  it  seems  today,  bank  fail- 
ures were  a  common  occurrence  not 
only  in  the  depressed  1930s  but  even 
in  the  Roaring  Twenties,  when  in  one 
year,  1926,  some  976  banks,  or  3.4% 
of  the  nation's  total,  closed  their 
doors — one  main  reason  (the  other 
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RENTS  IN  DRASTIC  DECLLVE 

(INDEX  of  HOUSE  RENTAL  COSTS) 


DEC  JUNE  DEC  JUNE  DEC  JUNE  DEC  JUNE  DEC  JUNE  DEC  JUNE 
1923    1926       1927       1928       1929      1930  1931 

There's  no  law  that  rents  must  go  only 
up.  From  1926  to  193 1,  through  boom 
and  depression,  house  rents  fell  steadily 


was  mergers)  why  the  number  of  U.S. 
banks  declined  from  30,812  in  1921  to 
25,330  in  1929.  Most  bank  closings  of 
the  1920s  were  of  small  southern  and 
midwestern  country  banks  hit  by  fall- 
ing crop  and  land  prices.  But  with  the 
onset  of  depression  in  1930  the  cities 
began  to  suffer — as  in  the  failure  ot 
New  York's  Bank  of  United  States  in 
December,  1930.  Bank  failures  peaked 
in  1931  at  nearly  2,300  institutions 
with  $1.7  billion  in  deposits;  but  the 
day  of  the  bank  holidays — official  gov- 
ernment closings — was  still  to  come. 

"Drought  conditions  have  developed 
once  more  in  Montana,  North  Dakota 
and  other  districts  in  the  Winter 
wheat  area.  For  some  of  these  sec- 
tions, this  makes  the  third  year  of 
drought;  and  beside  the  effect  upon 
crop  statistics,  the  plight  of  the  farm- 
ers themselves  has  been  growing 
steadily  more  serious,  with  many  now 
receiving  help  from  the  Red  Cross  and 
other  charitable  organizations." 

Ttoenty-five  years  ago 

(December  1,  1956) 

"Canadian  investment  boom  is  push- 
ing the  value  of  the  Canadian  dollar  to 
$1.04  in  U.S.  currency,  its  highest 
price  in  four  years.  The  reason:  with 
the  Mideast  in  turmoil,  British  and 
European  investors  have  been  selling 
their  holdings  at  home,  pouring  the 
cash  into  Canada.' 
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Enthusiasm  is  self-generated 
pressure  in  the  tank.  Little 
is  accomplished  without  it. 
Arnold  Glasow 


I  et  no  feeling  of 
discouragement  prey  upon 
you,  and  in  the  end  you 
are  sure  to  succeed. 
Abraham  Lincoln 


No  one  is  really  beaten 
until  he  is  discouraged. 
|ohn  Lubbock 


When  a  man's  job  gradually 
makes  his  face  shine  and 
grow  handsome,  be  sure- 
it  is  a  worthy  one. 
William  James 


Don't  be  afraid  to  give 
your  best  to  what  seemingly 
are  small  jobs.  Every  time 
you  conquer  one  it  makes  you 
that  much  stronger.  If  you 
do  the  little  jobs  well,  the 
big  ones  will  tend  to  take 
care  of  themselves. 
Hale  Carnegie 


1  don't  like  a  man  to  be 
too  efficient.  He's  likely 
to  be  not  human  enough. 
Felix  Frankfurter 


A  man  without  mirth  is 
like  a  wagon  without  springs: 
He  is  jolted  disagreeably 
by  every  pebble  in  the  road. 
Henry  Ward  Beecher 


Only  those  who  have  the 
patience  to  do  simple 
things  perfectly  will 
acquire  the  skill  to  do 
difficult  things  easily. 
Friedrich  von  Schiller 


It's  not  that  I  have  more 
patience  than  anyone  else. 
It's  just  that  I  use  mine. 
Ignace  Paderewski 


Thoughts 

on  the  Business  of  Life 


To  be  done  well,  a  task  must 
he  done  with  a  will,  with 
relish,  with  enthusiasm  Those 
who  are  wisely  ambitious  seldom 
grumble.  A  motto  that  bangs 
on  many  walls  reads:  "All 
things  come  to  those  who 
hustle  while  they  wait. "  The 
harder  a  man's  toil,  the 
greater  his  need  for  bringing 
cheerfulness  to  it  Be  patient, 
be  cheerful  You  will  get 
further  and  the  way  will  be 
all  the  smoother  for  yourself 
and  for  others,  too. 
B.C.  Forbes 


Success  teaches  me  the 
necessity  of  patience. 
Sri  Chinmoy 


Good  humor  is  a  tonic  for 
mind  and  body.  It  is  the 
best  antidote  for  anxiety 
and  depression.  It  is  a 
business  asset. 
Grenville  Kleiser 


Hustle  is  not  work 
but  the  enemy  of  work. 
Arnold  Bennett 


Enthusiasts  are  fighters. 
They  have  fortitude.  They 
have  staying  qualities. 
Enthusiasm  is  at  the  bottom 
of  all  progress!  With  it  there 
is  accomplishment.  Without 
it  there  are  only  alibis. 
Henry  Ford 


More  than  3.000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  SI  1.95.  Send  check  and 
order  to:  Forbes  Inc..  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


A  sunny  disposition  is  the 
very  soul  of  success,  enabling 
a  man  to  do  double  the  labor 
he  could  without  it,  and  to 
do  it  with  half  the  physical 
and  mental  exhaustion. 
William  Mathews 


Get  happiness  out  of  your 
work  or  you  may  never  know 
what  happiness  is. 
Elbert  Hubbard 


The  truly  ambitious  are 
always  as  busy  on  the 
landings  as  they  are 
breathless  on  the  stairs. 
Louis  Kronenbercer 


The  more  I  want  to  get 
something  done,  the  less 
I  call  it  work. 
Richard  Bach 


A  Text . . . 

For  what  glory  is  it,  if, 
when  ye  be  buffeted  for 
your  faults,  ye  shall  take 
it  patiently?  But  if,  when 
ye  do  well,  and  suffer  for 
it,  ye  take  it  patiently, 
this  is  acceptable  with  God. 
I  Peter  2:20 


Sent  in  by  Lynn  Daily,  Albuquerque,  N.M. 
What's  your  favorite  text?  The  Forbes 
Strapbook  ot  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  ot  texts  used. 


Lite  is  hardly  respectable 
if  it  has  no  generous  task, 
no  duties  or  affections 
that  constitute  a  necessity 
of  existence.  Every  man's  task 
is  his  life  preserver. 
Ralph  Waldo  Emerson 


All  things  come  to  him 
who  waits — provided  he 
knows  what  he  is  waiting  for. 
Woodrow  Wilson 
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Why  give  a  collectors  item  that  is  occasionally  right, 
when  you  can  give  one  that's  always  right. 


Tanqueray  Gin.  A  singular  experience. 


How  Executives 
Handle  Career  Problems 

Just  what  do  executives  do  when  they  are  frustrated, 
blocked,  about  to  be  merged  out  or  moved  aside? 

Some  executives  just  sit  tight.  However,  they  often 
have  to  settle  for  less  out  of  life  from  that  time  forward. 

Others  try  to  take  charge  of  their  own  destiny  by 
working  out  their  own  job  search  solutions. 

Unfortunately,  when  it  comes  to  the  management  of  a 
job  search  .  .  .  very  few  executives  are  any  good  at  it. 

And  there  is  little  wonder  why.  Today's  executive  job 
market  is  like  a  highly  complex  maze,  .  .  .  one  in  which 
tens  of  thousands  compete  for  unmarked  opportunities. 
And,  the  right  position  can  be  very  hard  to  uncover. 

What's  more,  yesterday's  job  search  techniques  take  a 
long  time  to  apply,  and  they  don't  work  so  well  any  more.  In 
fact,  many  executives  who  seek  new  jobs  end  up  looking 
for  6  months,  9  months  and  even  12  months  and  longer.  ^ 

But  there  is  a  better  option.  lJE C  \  Q  1Qo« 

In  the  last  few  years  executives  have  been  turning  to 
Robert  Jameson  Associates  for  professional  solutions  to  KtiHUftfc 
their  career  and  job  search  problems. 

In  fact,  this  is  why  in  just  five  short  years  we  have 
grown  to  a  national  organization  with  hundreds  of  extremely 
talented  professionals.  We  are  now  the  largest  and  finest 
outplacement  organization  in  the  world.  In  our  business  we 
are  "the  state  of  the  art." 

We  work  with  our  clients  on  a  very  private  basis.  We 
carefully  assess  their  career,  industry  and  entrepreneurial 
options.  Then  we  prepare  customized  marketing  plans 
with  our  best  recommendations  on  how  they  can  achieve 
their  objectives. 

In  some  cases  our  clients  have  us  market  them  from 
start  to  finish.  And  when  we  do,  it  means  helping  them 
throughout  on  a  very  personalized  basis.  We  put  our  full 
creative,  research,  EDP  and  administrative  capability 
behind  them.  This  is  how  we  make  sure  they  achieve  the 
very  maximum  their  talents  allow. 

If  you're  an  executive  who  is  facing  a  major  career 
decision,  then  maybe  we  should  get  together  for  a  con- 
fidential exploratory  discussion.  To  review  your  personal 
situation  or  to  find  out  if  we  can  help,  we  invite  you  to  call 
Mr.  Henry  Lesher  of  our  Senior  Executive  Division  at  (800) 
631-8152. 

Robert  Jameson  Associates 

America's  Leaders  in  Private  and  Corporate  Outplacement 

767  Third  Avenue 

New  York,  New  York  10017 

Telephone  toll  free  (800)  631-8152  (or  201-887-8800) 

Other  offices  in:  Albuquerque,  Atlanta,  Baltimore,  Birmingham,  Boston, 
Buffalo,  Charlotte,  Chicago,  Cincinnati,  Cleveland,  Columbus,  Dallas, 
Detroit,  Ft.  Lauderdale,  Hartford,  Houston,  Kansas  City,  Long  Island,  Los 
Angeles,  Louisville,  Memphis,  Milwaukee,  Minneapolis,  New  Orleans, 
New  Jersey,  Newport  Beach,  Philadelphia,  Phoenix,  Pittsburgh,  St.  Louis, 
San  Antonio,  San  Diego,  Syracuse,  Tampa  and  Washington,  D.C. 
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103  Cover  Story:  With  an 
assist  from  inflation,  the 
nearly  $500  billion  private 
pension  system  is  in  sur- 
prisingly good  health. 


33  LLC  Corp :  Let's  make  a 
deal 


LJ 


51  Phelps  Dodge.-  A  ten- 
year  lead  time  shouldn't 
bother  c.  true  long-term  in- 
vestor But  are  there  any  of 
those  left? 


31  Wall  Street: 
NASDAQ  Trades  Up 

"What  am  I  going  to  do?"  moans  one  hot- 
issue  press  agent.  "Half  my  companies  aren't 
in  the  paper  anymore."  Poor  fellow.  He's  a 
victim  of  creeping  respectability  in  the  o-t-c 
markets. 

32  New  Issues: 
Fonar  Corp. 

A  little  see-through  investing. 

33  Companies: 
LLC  Corp. 

Two  shrewd  minds  with  but  a  single  thought. 

34  Government: 

A  Friend  In  Court 

Getting  6,000  activist  lawyers  off  the  govern- 
ment payroll  and  the  public's  back  has  turned 
out  to  be  a  little  more  difficult  than  it  looked. 

35  Libya: 

You  Can  Take  Your  Oil . .  . 

Do  we  finally  have  a  policy? 

36  Yugoslavia: 

What  Stalin  Failed  To  Do  . . . 

The  world  economic  crisis  may  accomplish — 
humbling  Yugoslavia. 

43  Companies: 

Associated  Communications  Corp. 

Britain's  Lord  of  Elstree  was  once  Lew 
Grade — immigrant's  son,  vaudeville  dancer, 
impresario,  entertainment  magnate  and 
more.  These  days,  his  onetime  idolators  are 
asking  whether  the  old  lion  has  lost  his  touch. 

46  The  Numbers  Game: 
How  To  Fool  The  Auditors 

Want  a  good  laugh?  Take  a  lock  at  National 
Kinney's  annual  report.  It's  a  killer. 

49  The  Streetwalker: 
The  Fletcher  Prospect 

Potential:  Enormous.  Problems?  Likewise. 

51  Companies: 
Phelps  Dodge 

Why  is  the  U.S.'  second-largest  copper  pro- 
ducer also  just  about  the  last  major  indepen- 
dent mining  company  left?  Whatever  it  is, 
says  Chairman  George  Munroe,  "We're  not 
complaining." 


56  Profiles: 

Roger  Corman 

Who's  the  youngest  director  ever  honored 
with  a  film  retrospective  at  Paris'  Cinema- 
theque Francais?  It  is,  of  course,  the  auteur 
of  Monster  From  the  Ocean  Floor  and  Tlie  Un- 
dead.  Does  Roger  Corman  really  make  art? 
Clearly,  he  makes  money. 

60  The  Money  Men: 
Rex  Sinquefield 

The  high  priest  of  the  index  fund  is  back  with 
another  ingenious  idea. 

63  The  Money  Men: 

Bill  Wood  And  John  Sosnowy 

A  case  study  in  shrewd  financial  promotion. 

66  As  I  See  It: 
Julian  L.  Simon 

And  now  for  the  good  news,  from  the  author 
of  The  Ultimate  Resource — the  nemesis  of 
doomsayers  everywhere. 

85  Nuclear  Energy: 
The  Fabulous  Invalid 

There  are  plenty  of  obstacles  still  down  the 
road,  but  if  the  Nuclear  Regulatory  Commis- 
sion stands  up  to  its  responsibilities,  29  new 
nuclear  plants  may  come  on  stream  over  the 
next  two  years,  whether  Ralph  Nader  likes  it 
or  not. 

88  Companies: 
Zayre  Corp. 

A  few  years  ago,  it  seemed  a  good  bet  to  wind 
up  sharing  the  fate  of  its  fellow  discounters 
W.T.  Grant  and  Korvettes.  Now  it's  thriving. 

90  Companies: 

Alabama-Tennessee  Natural  Gas 

The  capitalists  of  Muscle  Shoals,  Ala.  lead  a 
seemingly  charmed  life. 

92  Taxing  Matters: 

Tax  Accounting  As  An  Art  Form 

How  New  York's  Museum  of  Modem  Art 
stands  to  draw  off  millions  from  its  Manhat- 
tan real  estate. 

95  The  Up-And-Comers: 
A  Small-Business  Sampler 

In  the  first  of  a  continuing  feature,  Forbes 
visits  moviemaker  Andrew  Bonime;  and 
looks  into  small  business  developments  at  the 
IRS  and  the  SEC. 
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SO  The  Money  Men:  Rex 
sinquefield's  latest  idea — 
he  index  fund  of  index 
"unds 


i8  Zayre  Corp.:  "We're 
tot  a  perfect  10,  but  we're 
it  least  a  respectable  8. " 


Alabama-Tennessee 
Natural  Gas:  Ever  heard  of 
~>3% equity,  38% return  on 
equity  in  the  utility  busi- 
ness? You  have  now. 


?2  Taxing  Matters.  "There 
s  only  so  much  money  you 
.an  ask  a  person  to  give. " 


96  The  Up-And-Comers: 

Do  You  Sincerely  Want  Independence? 

If  so,  there  are  17,000  brokers  out  there  just 
dying  to  peddle  you  one  of  the  3.5  million  or 
so  businesses  that  change  hands  in  the  U.S. 
every  year. 


103  Cover  Story: 

A  Lot  Healthier  Than  You  Think 

Inflation's  two-edged  sword  has  dramatically 
slashed  real  pension  obligations  for  many 
U.S.  companies,  and  left  private  pension 
plans  in  surprisingly  good  shape. 
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hometown. 
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Report  from  GTE. 


Some  of  the  things  we're  doin 


We've  cut  our  energy  bill  by  over 
$100,000,000  since  1973. 

We  must  be  doing  something  right. 

Becoming  energy-conscious. 

We've  rewarded  employees  for  saving 
energy  at  home.  { If  they  are  energy- 
conscious  there,  they'll  think  the  same  way 
on  the  job. ) 

We  have  rewarded  drivers  who  get  good 
uel  mileage. 
We  hold  seminars  so  we  can  all  get  to 
•stand  this  energy  problem  a  little  better 


onnecticut  06904. 


A  lot  of  little  things. 

Many  ideas  require  little  or  no  investme 
Such  as  replacing  light  bulbs  with  Sylvani 
energy-efficient  types.  And  reducing  heath 
air  conditioning  levels  slightly.  And  weath 
stripping  doors  and  windows. 

We  help  cut  truck  fuel  usage  by  frequen 
inspections.  And  by  buying  smaller  trucks 
Even  by  filling  fuel  tanks  only  halfway,  so 
we  don't  have  to  use  fuel  to  haul  that  extra 
fuel  around. 

Some  big  things,  too. 

We  use  an  infrared  device  that  pin 
heat  losses  in  buildings,  power  panel 
furnaces,  roofs. 


IT 


iiight  help  you  save  energy,  to 


■ 


Ve  use  computerized  energy-management 
I  ipment. 

I  Ve've  built  an  entire  laboratory  building 
H  t  will  use  32  %  less  energy  than  any 
I  lding  of  its  type  before. 
Nq  are  cooperating  with  the  Department 
,  Energy  in  the  use  of  various  types  of 
f  :tric  vehicles. 

I  ho  cares? 

\  Ne  all  have  to  care.  At  GTE,  we've 
proved  our  overall  energy  efficiency  by 
r/0 .  But  there's  a  long  way  to  go. 

really  effective  energy  conservation 
gram  can  get  pretty  complicated.  We 


think  we've  come  up  with  a  lot  of  good  ways 
to  do  it  right. 

We'd  be  glad  to  share  these  ideas  with  you. 
Write  Office  of  Energy  Conservation,  GTE, 
Stamford,  Connecticut  06904. 

GTE  is  telecommunications.  And  a  great 
deal  more. 
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•  Pollution  in  the  U.S.  has  been 
decreasing,. 


»  Population  growth  has 


■inr 

ULTimcrre 
me/ounce 


BY  JULIAN  L.SIMON 


A  reply  to  Ma/thus 
183  years  later 


Smart  choice 

It  was  one  of  the  nicest  compliments  ever  paid  us  and  spoke  volumes 
about  the  quality  of  our  circulation.  An  outstanding  Wall  Street 
dealmaker  was  lunching  with  a  Forbes  reporter  recently  and  told  this 
story:  "When  I  was  in  law  school  I  had  the  opportunity  one  summer  to 
work  as  an  intern  either  at  Forbes  or  at  your  rival  Business  Week,  t 
thought  it  would  be  good  experience  and,  for  reasons  I  can't  remem 
ber,  I  picked  Forbes.  That  choice  changed  my  life.  You  people  make 
business  so  interesting,  so  alive.  I  had  a  ball.  That  fall  I  switched  to 
business  school,  got  my  M.B.A.  and  came  down  to  The  Street." 
Where,  we  might  add,  he  has  made  quite  a  mark. 

The  horse-manure  syndrome 

In  the  Victorian  age, 
predecessors  of  today's 
hyper-environmental- 
ists and  zero  popula- 
tion growth-ers  are 
supposed  to  have  made 
a  prediction:  If  London 
went  on  growing  at  its 
mid- 19th-century  rate, 
the  demand  for  trans- 
portation would  put  so 
many  horses  on  the 
streets  that  the  pave- 
ments would  be  8 
inches  deep  in  manure 

and  the  city  slithering  to  a  standstill.  This  kind  of  idiocy  always 
results  when  you  make  straight-line  projections  of  short-range  data, 
failing  to  allow  for  new  inventions  like  the  automobile,  the  airplane  or 
the  transistor.  Recognizing  this,  Julian  Simon,  a  brilliant  economist 
and  independent  thinker,  has  just  written  an  important  book  debunk- 
ing the  predictions  of  human  doom  exemplified  by  the  Club  of  Rome 
school.  In  a  searching  interview  with  Forbes  Executive  Editor  James 
Cook,  Julian  Simon  explains  why  London  wasn't  buried  in  horse 
manure  and  why  the  world  won't  run  out  of  food  or  energy  (see p. 66). 

Unconscious  Marxists? 

A  good  many  American  investors  seem  unconsciously  to  have  adopt- 
ed the  Marxist  notion  that  ailing  capitalist  societies  turn  to  military 
adventure  to  revive  dwindling  profits.  So  says  columnist  Srully  Blot- 
nick,  who  reports  that  investors  are  exceptionally  worried  about  the 
Soviet-U.S.  confrontation.  If  Blotnick  is  correct,  genuine  progress 
toward  Soviet-U.S.  arms  talks  may  do  more  for  stocks  than  anything 
on  the  economic  front  (see  p.  148). 

The  takeover  barons  (continued) 

One  of  our  writers  seems  to  have  an  underground  success  on  his 
hands.  In  this  space,  on  Oct.  26,  I  mentioned  Contributing  Editor 
Richard  Phalon's  lively  new  book  entitled  The  Takeover  Barons  of  Wall 
Street  (Putnam,  $13.95).  What  with  Mobil-Marathon-U.S.  Steel,  take- 
overs are  Topic  A  in  business  circles,  but  we're  told  that  people  are 
having  trouble  finding  Phalon's  volume  in  bookstores.  (Seems  the 
publisher  was  asleep,  failed  to  realize  it  had  a  hot  property  on  its  hands 
and  didn't  print  or  distribute  enough  copies.)  It's  worth  the  trouble  of 
finding  a  copy;  the  book  cuts  through  all  the  self-serving  rhetoric  and 
tells  what  the  takeover  game  is  really  like. 


Editor 
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j  As  Mark  grows,  so  do  we, 


with  leadership  brands. 


In  packaged  foods,  casual  footwear, 
children's  apparel,  cosmetics,  fragrances, 
health  and  beauty  products, 
Chesebrough-Pond's  brands  are  the 
names  Americans  trust  and  turn  to— day 
in,  day  out.  This  has  helped  us  increase 
our  sales  and  earnings  for  25  years 
straight— and  pay  dividends  without 
interruption  since  1883. 

For  an  independent  investment  analysis,  call 
your  stockbroker. 


ChesebroughPonds  Inc. 


Vaseline 

intensive 

Cm 

OsA  AC  prince 

l\CIVv3  MATCHABELLI 

1  PONDS  Vaseline 

|  Health-tex  AZiZAjjldJlU 

Cutex 

THESE  BRAND  NAMES  ARE  REGISTERED  TRADEMARKS  OE  CHESEBROUGH  PONDS.  INC  AND  ITS  DIVISIONS 

Consistent  profitable  growth... 
through  leadership  brands. 


Trends 


Edited  By  John  A.Conway 


Save  big— or  don't 

The  proverbial  penny  saved  doesn't 
seem  to  be  as  welcome  any  more. 
New  Jersey's  largest  savings  bank  has 
announced  a  new  rule  for  small  savers. 
Beginning  in  January,  Howard  Sav- 
ings, with  $2.7  billion  in  deposits,  will 
stop  paying  interest  on  any  account 
less  than  $100  and  will  begin  charging 
50  cents  a  month  for  any  passbook 
showing  less  than  $25. 

States'  bites 

State  governments  might  fare  better  if 
they  cut  taxes,  according  to  a  new 
report  by  the  Joint  Economic  Com- 
mittee of  Congress.  The  findings,  says 
Representative  Clarence  Brown,  an 
Ohio  Republican,  are  that  tax  and 
spending  policies  are  "far  more  im- 
portant" than  climate  and  other  con- 
siderations in  creating  economic 
growth.  The  committee's  report  advo- 
cates cutting  high  income  taxes  and 
limiting  welfare  payments  to  "truly 
needy  individuals."  And  the  states' 
bite  has  indeed  been  getting  deeper, 
says  the  Tax  Foundation,  reaching 
$607  per  capita  in  fiscal  1980,  com- 
pared with  $237  ten  years  ago.  Head- 
ing the  list  for  tax  collections  was 
Alaska,  which  took  in  $3,594  for  each 
resident.  Hawaii  was  second  with 
$1,035  per  capita,  followed  by  Dela- 
ware ($867),  Wyoming  ($824),  Califor- 
nia ($818),  Minnesota  ($786),  New 
York  ($724)  and  Wisconsin  ($715). 
The  gentlest  tax  collectors  were  in 
New  Hampshire,  which  ranked  50th 
with  $290  per  resident.  In  ascending 
order  from  there  were  South  Dakota 
($392),  Tennessee  ($411),  Missouri 
($426)  and  Ohio  ($441). 

Ready,  aim,  take  over 

Do  corporations  really  know  how  to 
pick  takeover  targets?  Verne  H.  Atrill, 
a  Canadian  economist,  doesn't  think 
so  and,  after  looking  at  seven  years' 
worth  of  balance  sheets  of  300  Toronto 
stock  exchange  companies,  has 
worked  out  a  method  that  he  says 
could  take  the  guesswork  out  of  the 
game.  His  formula  involves  a  "debt 
structure  ratio"  (what  a  company  is 
owed,  divided  by  its  debts)  and  an 
"ownership  structure  ratio"  (net 
worth  and  generated  savings  divided 
by  stockholder  equity).  The  first  calcu- 
lation gives  him  a  measure  of  solven- 
cy, the  second  tells  him  how  the  mar- 
ket values  a  firm.  High  debt  structure 
combined  with  a  low  ownership  ratio 


marks  a  company  primed  to  hunt  for 
takeovers  because  "it  can  hold  its  head 
high  at  the  bank,  and  its  market  value 
is  high  compared  to  what  its  balance 
sheet  shows."  As  for  the  quarry,  Atrill 
rates  a  company  with  high  debt  and 
high  ownership  structures  a  tough  one 
to  tackle;  a  low  debt,  high  ownership 
combination  marks  one  less  able  to 
defend  itself.  He  says  the  target  selec- 
tion method  he  uses  gives  the  balance 
sheet  the  role  it  deserves.  The  newest 
breed  of  economist,  he  says,  is  largely 
ignorant  of  accounting,  but  "it's  really 
the  accountants  who  are  threatened." 
They  pay  too  much  attention  to  the 
income  statement,  Atrill  thinks,  and 
so  give  undue  weight  to  what  he  calls 
the  "wormy  concepts"  of  cash  flow 
and  profit. 

The  convertible  lives 


High  jinks  in  The  Last  Convertible 
Comeback  for  topless  driving. 

The  rag-top  convertible,  that  symbol 
of  the  free  spirit  and  the  open  road,  is 
making  a  comeback  after  being  con- 
signed to  oblivion  by  Detroit. 
Chrysler  has  a  $13,900  model  sched- 
uled for  early  next  year,  a  two-seater 
LeBaron,  and  says  customer  interest 
is  "phenomenal,"  even  though  it  is 
asking  a  $1,000  deposit.  General  Mo- 
tors is  experimenting  with  a  convert- 
ible Cavalier  and  Ford  expects  to  roll 
out  new  Capri  and  Mustang  top-down 
models  next  summer.  Chrysler  will 
assemble  its  convertible  at  a  plant  in 
St.  Louis  and  ship  it  to  a  Michigan 
specialty  firm  for  the  top  and  other 
finishing  touches. 

Song  of  the  RIFs 

Despite  all  the  rhetoric,  the  actual 
number  of  federal  workers  that  were 
let  go  in  fiscal  1981  added  up  to  2,840 


out  of  a  total  payroll  of  2.9  million. 
(That  does  not  include  those  who  re- 
tired, resigned  or  transferred  to  stay 
out  of  the  "RIF"  or  "Reduction  in 
Force"  category.)  The  pace  has  picked 
up  a  little  since  the  new  year  began  on 
Oct.  1.  By  mid-November  almost 
2,000  were  dropped,  according  to  the 
Office  of  Personnel  Management,  and 
a  few  thousand  more  are  expected  to 
be  out  before  the  year  ends — shocking 
perhaps  in  bureaucratic  eyes  but  mi 
nuscule  by,  say,  Detroit's  depressed 
standards. 


Thieves'  market 

Car  thieves  think  big.  The  smaller  the 
car,  the  lower  on  their  list,  says  the 
Highway  Loss  Data  Institute  of  Wash- 
ington, D.C.;  and  those  stolen  least  are 
the  Dodge  Colt,  Dodge  Omni,  Chevro- 
let Chevette,  Buick  Skylark  and  Plym- 
outh Horizon.  Tops  on  the  hit  parade 
are  those  with  the  bigger  sticker 
prices — Corvettes,  Continentals,  Cad- 
illac Eldorados  and  Sevilles,  Buick  Riv 
ieras,  Porsche  924s,  Pontiac  Bonne 
villes  and  Oldsmobile  Toronados. 


Is  Santa  really  coming? 

Downbeat  retail  sales  have  sparked 
jitters  about  a  Christmas  without  tin- 
sel for  1981.  The  anxiety  is  under- 
standable— retailers  count  on  Yuletide 
for  20%  to  30%  of  their  annual  take- 
but  the  early  fall  figures  could  be  mis 
leading.  The  last-minute  rush  that 
saved  the  day  in  recent  years  could  be 
just  as  strong  this  time.  "We  don't 
expect  a  phenomenal  holiday  season," 
a  J.C.  Penney  spokesman  says,  "but 
we  expect  it  to  be  good."  Marvin  Mar- 
gulies,  who  tracks  retail  trends  for  the 
U.S.  Commerce  Department,  notes 
one  good  omen:  "Interest  rates  are 
dropping.  This  is  bullish."  Installment 
debt  has  slowed,  according  to  the  Fed- 
eral Reserve  Board,  helped  in  part  by 
slow  auto  buying,  and  that  could 
mean  more  credit  shopping  for 
Christmas.  Also,  the  holiday  falls  on  a 
Friday  this  year,  meaning  a  whole 
week  for  the  late-late  crush.  Stores  are 
making  allout  selling  pushes  and  loos- 
ing an  avalanche  of  catalogs,  aimed  at 
least  in  part  at  working  women  with 
less  time  to  shop.  Jacques  Kahn,  ex- 
ecutive director  of  Pittsburgh's  Gold- 
en Triangle  Association,  is  "reason- 
ably optimistic,"  noting  that  stores 
there  are  cutting  prices  "like  mad"  to 
make  up  for  a  recent  4%  sales  drop. 
Slow  car  and  home  sales  could  leave 
more  money  for  Christmas,  adds  Wil- 
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liam  Arnold,  chief  executive  of  Asso- 
ciated Dry  Goods,  who  thinks  the 
-   slow  October  could  be  blamed  on  the 
n    rush  to  the  tax-free  All  Savers  certifi- 
te-   cates  banks  put  on  sale  that  month. 

mm  m  hmuiuhnhh 

Who's  afraid  of  the  SATs? 

The  once-dreaded  Scholastic  Aptitude 
Tests,  long  the  go-no-go  signal  for  col- 
k  j  lege  admissions,  have  lost  their  poten- 
aj   cy.    "Youngsters   no   longer  worry 
to   about  the  SATs,"  says  Gregory  Anrig, 
the  new  50-year-old  president  of  Edu- 
cational Testing  Service,  administra- 
tor of  the  exams.  By  1990,  he  thinks, 
most  colleges  and  universities  will 
1 1  feature  open  admissions,  accepting 
anyone  who  shows  up,  and  even  now, 
he  says,  90%  of  the  teenagers  who 
apply  get  into  the  college  of  their 
if    choice.  The  only  exceptions  by  1990, 
he  expects,  will  be  "60  to  90  very 
;  selective  schools,  a  Harvard  or  a  Stan- 
ford, out  of  nearly  3,000  colleges  in 
I  the  country."  The  main  reason  for  the 
changes,  he  grants,  is  that  high-school 
graduates  are  declining  in  number  and 
,  will  drop  25%  during  the  1980s.  But 
despite  all  this,  Anrig  is  unworried 
about  the  business  his  $115  million-a- 
year  nonprofit  organization  handles 
The  reason  he  is  unruffled  is  that, 
although  fewer  teenagers  are  taking 
the  tests,  more  adults  are.  College  en- 
i  rollments  are  still  at  close  to  record 
levels  because  of  the  flood  of  part-time 
i  older  students,  especially  women  re- 
turning to  the  campus  after  their  chil- 
i  dren  are  grown.  Anrig's  ETS  is  also 
giving  more  and  more  special  job  and 
professional  tests  for  everything  from 
obstetrics  to  real  estate. 

IIHIIII  IIB   ■■■Mill  I  HKMMMHHMK 

The  well-padded  pad 

What  major  city  treats  best  its  cops, 
!  firemen  and  other  employees?  New 
j  York,  the  newly  polished  Big  Apple? 

Booming  Houston?  Guess  again.  It's 
i  Detroit,  despite  the  automobile  de- 
pression that  has  put  all  of  Michigan 
I  in  low-low  gear.  According  to  a  new 
Urban  Institute  study  of  police,  fire- 
men, typists,  stenographers,  garbage 
i.  collectors,  janitors  and  park  workers, 
i  Detroit's  annual  total  compensation, 
I  including  pensions  and  fringes,  stood 
well  above  average  for  all  seven  cate- 
gories among  the  dozen  cities  sur- 
veyed. The  Motor  City's  paychecks 
were  tops  for  policemen  and  firemen 
($26,296     a     year),  stenographers 
($14,236)  and  typists  ($14,045).  Pitts- 
burgh ranked  first  for  refuse  collectors 
($19,319);   San  Francisco  took  the 
palms  for  janitors  ($15,007)  and  park 
workers  ($19,627). 


FORBES,  DECEMBER  21,  1981 


Jack  Daniel  Distillery,  Lem  Motlow,  Prop  ,  Inc., 
Route  1,  Lynchburg  (Pop.  361),  Tennessee  37352 
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Season's 
Greetings 

from 
America's 
newest  name 
in  banking. 

CENTERRE 
BANK 

MidAmerica's 
Bankers. 

Formerly  First  National  Bank 
in  St.  Louis. 

MernberFDIC 


Follow-Through 


CHANGE  OF  ADDRESS 

If  you  are  moving,  let  us  know  six  weeks 
before  so  we  can  keep  Forbes  coming. 
Enter  your  new  address  on  this  form  and 
return  it  with  a  recent  mailing  label  from 
the  magazine. 

NEW  SUBSCRIPTION 

To  order  Forbes,  enter  your  address  on 
this  form  and  check  the  subscription 
you  prefer.  □  1  year  $30  □  3  years  $60 
(the  equivalent  of  one  year  free).  Canadi- 
an orders,  add  $5  a  year.  Orders  for  other 
countries  add  $18  a  year. 

Subscription  Serv  ice  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  N.Y.  10011 


ATTACH  MAGAZINE  MAILING  LABEL 
OR  WRITE  SUBSCRIBER  NUMBER  HERE 
(see  above  name  on  label) 


Name  ( please  print  I 


New  Address: 


City 


State 


Zip 


Date  of  Address  Change 


F3820 


Place  your  bets 

When  Forbes'  Streetwalker  visited 
the  casinos  last  year  (Nor.  10,  1980), 
uncertainty  reigned  from  the  Strip  in 
Las  Vegas  to  the  boardwalk  in  Atlan- 
tic City  and  the  glitter  of  gambling 
stocks  had  dimmed.  Analysts,  howev- 
er, were  looking  at  their  low  prices 
and  some  were  enthusiastic. 

Today  the  enthusiasm  gauge  is  back 
to  the  interest  level  and  selective  in- 
terest at  that.  Steven  Eisenberg  of 
Bear,  Stearns,  a  cheerleader  in  1980, 
defends  that  ebullience,  pointing  out 
that  a  number  of  the  casino  stocks  did 
well  for  at  least  part  of  1981.  He  notes 
too  that  the  premises  behind  his  bull- 
ishness have  been  validated — the  reg- 
ulatory climate  in  New  Jersey  did  im- 
prove, the  market  has  kept  growing 
there  (the  1980  "win"  was  $624  mil- 
lion, the  1981  total  should  be  about 
$1.1  billion)  and  operating  margins 
have  been  better.  Right  now,  though, 
Eisenberg  favors  only  two  stocks: 
Golden  Nugget,  which  he  sees  as  a 
"25%  grower,"  and  Holiday  Inns 
(which  has  the  Harrah  casinos),  a 
"15%  to  16%  grower." 

Harold  Vogel  of  Merrill  Lynch  says 
he  was  no  bull  a  year  ago,  just  "more 
positive,"  and  he  still  has  reservations 
about  Atlantic  City.  Even  with  nine 
casinos,  he  thinks  first-class  hotel 
rooms  are  still  insufficient  to  attract 
the  big-bonanza  conventions.  The  At- 
lantic City  operators  still  have  to  sort 
out  their  market  niches,  he  says,  "and 
you  can't  find  your  niche  until  all  the 
major  players  are  there."  Two  of  the 
major  high  rollers,  MGM  Grand  and 
Hilton,  are  still  staying  out. 

Vogel  likes  some  chips  nonetheless, 


and  he  does  think  that  next  year  the 
Jersey  casinos  should  demonstrate 
"maturation."  For  now,  he  likes  Bally 
(noting  that  this  is  not  a  pure  gam- 
bling stock)  and  Resorts  International, 
though  he  points  out  that  because  of 
its  heavy  move  into  Treasury  bond 
futures,  this  is  not  all  gambling  either.  I 
For  straight  casino  investing,  he 
would  take  Golden  Nugget.  Ladies 
and  gentlemen,  place  your  bets. 

The  paper  chase 

Early  this  year  the  American  Bankers 
Association  launched  a  nationwide 
test  of  "check  truncation,"  the  term 
for  short-stopping  and  storing  cus- 
tomers' checks  instead  of  returning 
them  (Forbes,  Trends,  May  11).  It 
marked  an  about-face  by  banks, 
which  at  the  turn  of  the  century  began 
touting  customers  on  the  joys  of  hav- 
ing the  living  record  of  their  spending. 
The  banks  were  worried  then  about 
the  cost  of  keeping  mountains  of  pa- 
per in  their  own  warehouses;  now 
they  are  alarmed  about  the  cost  of 
returning  checks.  Postage  alone  runs 
to  more  than  $200  million  a  year. 

The  ABA  test  involves  eight  big 
banks  handling  corporate  dividend 
checks.  When  a  dividend  check 
reaches  any  one  of  these  banks,  it 
stops.  During  the  first  six  months, 
according  to  Jerry  Milano  of  the  ABA, 
354,000  items  were  handled  this  way. 
Joseph  P.  Coriaci,  senior  vice  presi- 
dent of  Chicago's  Continental  Illinois 
and  chairman  of  the  ABA's  truncation 
task  force,  thinks  the  plan  is  working 
"quite  well." 

But  bankers  are  still  jittery  about 
disturbing  the  canceled-check  system 


On  the  boardwalk  in  Atlantic  City 
Vow  the  enthusiasm  is  selective. 


10 


FORBES,  DECEMBER  21,  1981 


Executive  Protection  Begins  at  Home, 
with  a  Honeywell  Security  System. 


>end  for  FREE  Information  today.  Learn 
low  you  can  enjoy  peace  of  mind  in  knowing 
hat  your  home. .  .your  family. .  .your  posses  - 
I  ions  are  protected  against  burglary  and  fire. 

Across  America,  key  executives  and  their 
iamilies  enjoy  the  peace  of  mind  that  comes 
irom  knowing  their  Honeywell  home  security 
;  ystem  protects  them  against  burglary.  Against 
ire.  Against  acts  of  violence. 

ioneywell  should  be  protecting  you  and  the 
>ther  executives  in  your  company,  too! 

We  offer  you  a  proven  protection  system. 
)ur  security  consultants  work  with  you  to 
lesign  and  install  a  system  that  meets  your 
j  pecific  needs.  Your  system  is  then  linked  directly  to  the  Honey 
v>ell  Station  near  your  home.  There,  our  security  experts 
lonitor  your  system  day  and  night.  So  your  home  is  pro 
;cted  24  hours  a  day.  week  in  and  week  out. 


Whether  it's  a  program  for  Executive  Home 
Protection  or  individual  home  protection  — 
when  security's  the  question . . .  Honeywell 
is  the  answer. 

More  and  more  companies  like  yours  are 
turning  to  home  protection  for  their  key 
people.  They  recognize  that  home  protection 
is  an  executive  necessity. 

And  the  home  protection  they  turn  to  is 
Honeywell— America's  home  protection 
specialist. 

You  can,  too!  Call  or  mail  for  free  details! 

Learn  about  the  high  standards  of  Honey- 
well protection . . .  how  we  custom  design  your 
protection— whether  it's  your  individual  home  or  an  entire 
corporate  home  program. 

To  find  out  more,  clip  the  coupon  below  and  mail  today. 
For  faster  answers,  just  dial  toll-free  800/328-5111.  The  infor- 
mation is  free  and  there's  no  obligation,  of  course. 


For  Free  Information 
call  today  toll-free 

300-328-5111,  Ext.  47. 

In  Minnesota  call 
612/870-2142,  Extension  47. 


Honeywell 


Mail  to:  Honeywell  Protection  Services 
Honeywell  Plaza.  MN  27-4231 
Minneapolis.  MN  55408 
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□  YES!  I  want  free,  no  obligation  information.  Send  free  details. 

□  Have  a  Security  Consultant  call  me  at  □  Home_ 
CH  ( >ffice   Best  time  to  call. 


telephone  numbe 


telephone  number 


Name- 
Title- 


Company- 
Add  ress_ 
City  


-State. 


-Zip. 


HOW  TO  INCREASE 
YOUR  APPRECIATION 
OF  BORDEAUX  WINE. 


Because  there's  more  to 
Bordeaux  than  fine  red  wine, 
there's  more  to  Baron  Philippe 
de  Rothschild's  Mouton- Cadet" 
than  fine  red  wine. 

There's  Mouton- Cadet 
White.  Delicate  and  dry.  Cadet- 
Rose."  Crisp  and  fruity.  And 
both  are  as  elegant  in  character 
as  his  celebrated  full-bodied 
Mouton- Cadet  Red. 

So  whatever  the  occasion, 
select  a  Mouton- Cadet  or 
Cadet- Rose.  And  experience 
the  pleasures  of  Bordeaux. 

MoUToN  GDeT 

IMPORTED  BY  THE  BUCKINGHAM  WINE  CORPORATION 
SOLE  US  AGENTS,  NEW  YORK,  N  Y 


We  expect  the  best 
from  our  people. 
We  get  it. 


We  get  it  because  they  are  the  best  In  the  last  five  years.  Amarex  realized 
a  334%  increase  in  gas  and  oil  sales  Income  from  operations  increased 
389%     challenges  successfully  met  by  Amarex  people  Tomorrow's 
challenge  is  clear  But  then,  our  people  are  accustomed  to  meeting 
challenges    -  John  W  Mason,  President  and  CEO 


AMAREX 


PO  Box  1678  •  Oklahoma  City,  Oklahoma  73101 


Follow-Through 

they  have  fostered  for  generations. 
Arizona's  Valley  National,  with  $4.9 
billion  in  deposits,  has  conquered  its 
qualms.  Besides  sharing  in  the  ABA 
corporate  test,  in  May  it  began  offer- 
ing no-return  to  all  its  customers, 
after  testing  it  for  two  years.  It  also 
had  to  educate  its  own  staff  on  trunca- 
tion. (The  customers  were  canvassed 
by  book-club-style  letters,  where  no 
answer  means  you  accept  the  offer.) 
Mont  Cunningham,  manager  of  the 
program,  did  that  by  paying  personnel 
$1  for  every  new  customer  they 
signed  on.  By  the  end  of  last  summer 
close  to  50%  of  new  customers  were 
accepting  truncation,  and  by  mid- 
1982  the  bank  hopes  to  have  40%  of 
its  demand  accounts  using  the  plan. 

Cunningham  cautions,  however, 
that  there  is  "not  a  lot  of  precedent" 
for  such  optimism,  but  it  is  still  worth 
the  effort.  Robert  Sabeck,  an  execu- 
tive vice  president,  estimates  savings 
at  $10  per  account,  adding,  "obvious- 
ly, even  a  25%  or  30%  penetration  of 
520,000  accounts  would  add  up  to  a 
very  impressive  cost  saving." 

Valley  National's  prototype  in- 
volves microfilming  checks  and  giv- 
ing the  customer  a  more  detailed 
statement.  The  bank  also  supplies 
photocopies  without  charge.  The  rea- 
son for  the  bank's  generosity  and  high 
hopes  is  that  for  every  10,000  checks 
it  filmed,  it  got  only  6  to  9  requests  for 
copies,  Cunningham  says. 

A  few  giants  are  tiptoeing  down  the 
path  Valley  National  has  blazed.  New 
York's  Citibank  is  touting  a  storage 
service  for  customers  with  "ready 
credit"  accounts,  which  offer  an  auto- 
matic borrowing  line.  Citibank  pro- 
vides five  free  copies,  charges  $1  for 
extras.  But  it  doesn't  expect  much 
demand.  Its  Brooklyn-Staten  Island 
region,  where  the  plan  has  been  oper- 
ating for  a  year,  hasn't  had  a  single 
request  for  more  than  five  copies. 

Bank  of  America,  biggest  of  all,  has 
a  pilot  going  with  individual  custom- 
ers in  an  area  north  of  San  Francisco 
and  another  test  under  way  with  two 
corporate  customers.  Vice  President 
Phil  Sieferman  thinks  it  is  too  early  to 
tell  how  far  his  bank  will  go  with 
truncation.  "After  all,"  he  says,  "we 
spent  50  years  telling  people  the  value 
of  keeping  canceled  checks."  Early 
next  year,  however,  the  bank's  board 
will  take  another  look  and,  barring  an 
unforeseen  turn,  Sieferman  expects 
the  directors  will  be  asked  to  expand 
the  plan.  Truncation  may  not  be  here 
but  it  is  certainly  on  the  way. 
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Announcing 
Standard  &  Poor's  *27*50  Bonus 

to  Investors! 


Till:  1982  S&P<*5©©W STOCK  MARKET  ENCYCLOPEDIA 

The  Results  of  Standard  &  Poor's  Multi-Million  Dollar  Research  Over  The  Years  Into  The  Investment 
Merits  of  The  Widely  Traded  Common  Stocks  Included  in  The  Famous  S&P  Index.  Published  in 
ONE  comprehensive,  easy-to-use  500-page  volume  that  includes  latest  available  Annual  Reports 
information.  This  one-volume  investor  guide  to  stocks  and  possible  stock  market  profits  represents 
an  extraordinary  publishing  achievement.  Comprehensive  reports  on  500  of  the  most  widely  traded 
stocks... tens  of  thousands  of  important  investment  facts  that  answer  practically  any  question 
regarding  a  stock . . .  500  individual  stock  charts . . .  only  available  directly  from  Standard  &  Poor's.  You 
can  now  own  this  remarkable  $27.50  ENCYCLOPEDIA  and  profit  from  its  use  without  paying  a  single 
penny  for  it,  when  you  accept  a  6- week  $15  trial  to  Standard  &  Poor's  famous  weekly  Investment 
Service,  The  OUTLOOK!  What's  more,  if  at  any  time  you  feel  you  are  not  getting  many  times  your 
money's  worth  from  the  weekly  OUTLOOK,  cancel  it,  receive  a  prompt  refund  on  the  unused  portion 
of  your  trial,  and  keep  the  ENCYCLOPEDIA  regardless. 


Investors  Have  Paid  $27.50 
For  This  ENCYCLOPEDIA 


PARTIAL  CHECKLIST  OF  VALUABLE  CONTENTS 


Company's  fundamental  How  much  profit  per  dollar 

position  of  sale 

Products  and  services  supplied  Current  assets  and  current 

Profit  picture  over  the  years  liabilities 

Profit  potentials  for  the  future  What  is  capitalization 

Stock's  market  performance  Recent  developments 

over  the  years  affecting  company 


Trading  volume  of  stock 
Comprehensive  dividend  data 
Current  outlook  and  prospects 

for  leading  stocks 
.  and 

Much.  MUCH  MORE1 


There  is  only  one  thoughtful  choice. 
There  is  only  ONE  Standard  &  Poor's. 

mm  MAIL  COUPON  TODAY  iiBHwnHnMHBi 

CY1-4FON52  - 

For  Fastest  Service.  Orders  only: 

MWmm  CREDIT  CARD  HOLDERS 
SmMm    CALL  TOLL  FREE  1-800-257-7850  •  Ext  627 

24  HOURS,  7  DAYS-A-WEEK 

New  Jersey  Residents  call  1-800-322-8650  »Ext.  627 

Mail  to  Standard  &  Poor  s  Corp  ,  25  Broadway,  New  York,  N  Y  10004 

Please  enter  my  tax  deductible  6  week  Trial  Subscription  to  the  weekly 
OUTLOOK  at  only  $15  Include  the  $27.50  BONUS  STOCK  MARKET 
ENCYCLOPEDIA  OF  THE  S&P  "500"  at  no  extra  cost 1  If  at  any  time  I 
wish  to  cancel  my  subscription,  I  will  receive  a  pro  rata  refund  on  the 
unused  portion  The  ENCYCLOPEDIA  is  mine  to  keep  in  any  event. 

name  please  pnnl  clearly 

address 

city  stale  zip 


□  payment  enclosed 

□  bill  me 

□  I  prefer  to  charge  to: 


Expires 


SHIPMENT  OF  ENCYCLOPEDIA  BEGINS  FEB.  1,  1982. 


Nu  assignment  ui  i  his  dgreenwni  wiihoul  subs*  nbei 


Readers  Say 


Detroit's  cost  mess 

Sir:  As  a  dealer  of  both  American-  and 
Japanese-made  cars,  it  was  a  pleasure 
to  read  your  "A  million  jobs  to  go" 
(Nov.  23).  What  Roger  Smith  did  not 
say  is  that  GM  settled  without  a 
strike  in  1979.  Now  they  and  the 
workers  are  paying  dearly.  Detroit  can 
put  out  products  equal  to  anyone,  but 
with  the  cost  mess  they  have  created, 
they  cannot  be  competitive. 
— Roy  A  Smith 
Omaha,  Nehr. 

Sir:  It  is  abundantly  clear  the  import 
restrictions  proposed  earlier  this  year 
are  not  a  viable  solution  for  this  indus- 
try, and  certainly  not  for  the  Ameri- 
can consumer.  Labor  featherbedding 
and  management's  "concede  and 
pass-through"  bargaining  strategy  are 
problems  that  Americans  have  cre- 
ated. The  time  of  judgment  is  at  hand. 
— Bill  Gaarder 
Findlay,  Ohio 


Instead  of  a  rebate  . . . 

Sir:  A  suggestion  to  Chrysler  Corp.: 
Offer  to  exchange  cars  for  [your] 
bonds.  For  example,  20  bonds  at  8% 
having  a  face  value  of  $20,000  and  a 
market  value  of  about  $8,000,  for  a 
Chrysler  automobile  with  a  price  of 
about  $10,000. 

Chrysler  could  write  off  $20,000  of 
debt,  and  [get  a  big]  credit  for  income; 
the  buyer  would  make  a  profit  of 
$2,000  by  virtue  of  the  discount. 
— Barnwell  R.  King 
Flushing,  NY. 


Bah!  Humbug! 

Sir:  Your  treatment  of  Kondratieff 's 
wave  theory  ("Echoes  from  a  Siberian 
prison  camp,"  Nov.  9)  is  a  beautiful 
example  of  profoundly  muddled 
thinking.  Kondratieff  did  nothing 
more  than  overlay  the  U.S.  wholesale 
price  index  with  a  strange-looking 
trend  line.  The  article's  deck — "Are 
governments  'mismanaging'  their 
economies?" — is  true  in  the  U.S.,  but 
this  begs  the  question.  Government 
should  not  be  in  the  business  of  man- 
aging economies. 
— Kenyon  J.  Hull 
Houston,  Tex. 

Sir:  When  you  consult  the  most  emi- 
nent conventional  economists  on  pre- 
dictive methodology,  you  are  merely 


consulting  the  most  well-known  fail- 
ures. If  G.H.  Darwin  was  correct  in 
stating  that  prediction  is  the  ultimate 
test  of  science,  then  it  is  certainly 
Kondratieff  who  is  the  scientist  and 
Samuelson  who  is  the  "mystic"  bab- 
bling "nonsense." 

Conventional  economists  like  Sam- 
uelson et  al  provide  a  very  valuable 
and  necessary  service  in  their  data 
collecting,  but  their  ridiculous  at- 
tempts at  prediction  expose  the  utter 
bankruptcy  of  their  concepts. 
— Paul  Macrae  Montgomery 
Newport  News,  Va. 


Professors  at  fault,  too 

Sir:  In  rereading  Professor  Neusner's 
comments  at  Brown  University's 
commencement  ("Good  Riddance  To 
You,"  Fact  and  Comment,  Oct.  26),  it 
seems  that  he  is  most  likely  directing 
his  comments  to  his  own  peers.  If  the 
teaching  staff  would  be  less  accepting 
of  poor  effort,  more  demanding  of  stu- 
dents and  more  honest  in  grading, 
they  would  find  the  graduates  to  be 
better  people  and  prepared  for  the  re- 
alities of  the  world  they  face. 
— Ronald  A.  Johnson 
Denver,  N.C. 


Favorable  trend 

Sir:  The  table  in  "What  does  1982 
look  like?"  (Nov.  23)  listed  Continen- 
tal Group  as  a  "Falling  Star."  It  seems 
that  1981  estimates  were  based  in  part 
on  earnings  including  the  positive  ef- 
fect of  FASB  8  (in  the  area  of  $1  per 
share)  while  1982  estimates  includes 
earnings  impact  for  this  factor.  The 
comparison  is  therefore  unclear. 

In  addition,  as  we  are  indicating  our 
intention    to   restate   recent  years' 
earnings  to  comply  with  the  proposed 
new  FASB  standard,  the  results  would 
clearly  show,  based  on  your  numbers, 
a  favorable  earnings  trend  from  1981 
to  1982. 
— P.M.  Levine 
Vice  President, 
Continental  Group 
Stamford,  Conn 


Bring  back  conscription? 

Sir:  I  strongly  agree  with  you  on  the 
need  to  reinstitute  the  military  draft. 
(Fact  and  Comment,  Oct.  12).  Bringing 
back  the  draft  would  be  the  most 
effective    single    action    we  could 


take  to  upgrade  our  defense  capability. 

— Lloyd  Bentsen  (FJ-Tex.) 
U.S.  Senate 
Washington,  D  C. 

Sir:  Is  the  government  capable  of 
reinstating  the  draft?  So  many  ig- 
nored the  Carter  registration  that  the 
government  is  not  even  going  to  try 
and  prosecute  those  who  did  not  reg- 
ister. There  will  be  even  a  greater  re- 
bellion against  a  real  draft,  and  the 
government  will  not  get  enough  pub- 
lic support.  Formerly  peer  pressure 
had  been  on  the  government's  side  in 
the  matter  of  the  draft. 

This  is  no  longer  the  case. 
— R.E.  Carlson 
Grafton,  N.  Dak. 

Sir:  Reader  Revis  repeats  the  thread- 
bare cliche's  (Readers  Say,  Nov.  23)  of  a 
draft  being  contrary  to  our  founding 
ideals  and  "individual  freedoms 
should  not  be  compromised — except 
in  times  of  national  emergency  (such 
as  war)." 

It's  like  saying  that  we  shouldn't 
recruit  and  organize  a  fire  department 
until  our  house  is  actually  on  fire. 

—Ml.  Ulrich 
Portola  Valley,  Calif. 


Draft  wrong  Rx  for  drugs 

Sir:  You  use  the  present  military  drug 
problem  as  a  reason  for  returning  to 
the  draft  (Fact  and  Comment,  Nov.  23). 
The  draft  was  in  full  force  all  during 
the  Vietnam  years.  The  drug  problem 
was  out  of  control  all  during  that  time. 
— M.  Luis 

Colorado  Springs,  Colo. 


A  raspberry  for  tomatoes 

Sir:  Re  the  problem  of  store-bought 
tomatoes  (Other  Comments,  Oct.  26, 
Readers  Say,  Nov.  23).  Very  few  fruits 
are  more  fragile  and  perishable  than 
raspberries,  yet  raspberry  growers  suc- 
ceed in  getting  their  crop  to  the  store 
quite  successfully.  Tomato  growers 
should,  therefore,  start  talking  to  rasp- 
berry growers. 

It  seems  to  me  that  there's  a  signifi- 
cant market  for  year-round  tomatoes 
that  taste  like  the  fruit  they  really  are, 
yet  nobody  has  stepped  in  to  fill  the 
obvious  need.  What  happened  to  pri- 
vate enterprise  in  this  arena? 
— Stanley  Froud 
New  York,  NY. 
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Wete  famous. 

You  just  don't  know  our  name. 


Ricoh.  Maybe  you've  never  heard  the  name.  But  in  many  parts 
of  the  world,  that's  unheard  of. 

In  Japan,  Ricoh  was  the  first  copier  manufacturer  to  be 
honored  with  the  Deming  Prize,  the  country's  highest  award 
for  quality  control. 

Achievements  like  this  have  earned  Ricoh  a  reputation  for 
quality  and  reliability  while  making  it  the  leading  producer  of 
copiers  in  the  world. 

Based  on  such  standards  for  achievement  and 
success,  Ricoh  has  made  a  long  term  commitment  to 
the  U.S.,  striving  to  be  responsive  to  your  changing 
needs. 

Today  Ricoh's  prize-winning  quality  assurance 
programs  have  resulted  in  the  incomparable  FT  plain 
paper  copier  series,  facsimile  equipment  and  cameras. 

Ricoh.  Maybe  you've  never  heard  the  name. 
But  you  will,  you 


Rapicom  6300 
high-speed,  digital  facsimile 


l  1 

For  more  information. send  this  coupon  or  call  201-575-9550, 
ext  308.  You'll  receive  the  free  28-page  booklet. 
The  Deming  Prize— "The  Quest  For  Higher  Quality" 

and  informative  product  brochures. 

FB-12 


Company 


Tirle 


Address 


Cry 


Srore 


Zip 


Tel. 


FT4700  and  FT6200  plain  paper  copiers 


XR-S  solar  35mm  camera 


RICOH 


We  respond. 

RICOH  OF  AMERICA,  INC. 20  Gloria  Lone,  Fairfield,  NJ  07006  (201)  575-9550 


JOY®de  JEAN  PATOU 
THE  COSTLIEST  PERFUME  IN  THE  WORLD 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


OUIJA  BOARDS  ARE  AS  ACCURATE  IN  FORECASTING  THE  ECONOMY 


as  any  and  all  those  computer-stuffed  econometric  models. 

How  you  feel  when  you  get  to  your  desk  is  not  statisti- 
cally projectionable.  Yet  it  is  your  mood  of  the  morning — 
which  often  stems  from  what  you  ate  or  drank,  or  if  your 
spouse  was  a  doll  or  a  dolt  at  breakfast;  or  your  offspring  a 
joy  or  a  pain  the  night  before — that  has  more  impact  than 
all  the  more  obvious  economic  indexes. 


Only  when  everyone's  moods  and  impulses  are  wired 
into  an  unlikely  giant  computer  for  instant-consensus 
readout  can  one  forecast  with  a  reasonable  chance  of 
accuracy — say  50%? — what  the  economy's  temperature 
will  be  at  day's  end. 

The  stock  market  reflects  that  consensus,  and  it's  as 
forecastable  as  our  tomorrow's  feelings. 


MONEY'S  BACK  IN  FASHION 


It  wasn't  that  long  ago  when  people  and  companies  with 
any  cash  to  spare  were  frantically  busy  turning  the  stuff  into 
things — from  art,  diamonds,  gold  and  antiques  to  bricks  and 
mortar,  research  and  development,  acquisitions.  Anything 
but  cash  with  its  shrinking  purchasing  power. 

Now  look.  Both  individuals  and  companies  that  have 
some  cash  are  in  the  catbird  seat.  They  are  not  on  the  15% 
short-term  borrowing  treadmill  financing  inventories  or 
ongoing  expenses.  People  and  companies  with  cash  flow  or 


in  a  cash  position  can  buy  stock  in  other  companies  or 
whole  companies  lock,  stock  and  barrel  at  one-third  off 
common  stock  prices — prices  that  have  seldom  reflected 
real  value,  even  when  the  Dow  Jones  was  over  1000. 

And  just  holding  on  to  cash  can  earn  up  to  12%  tax-free, 
or  16%  otherwise. 

The  one  certainty  in  fashion  is  change. 

Cash  is  now  back  in.  And,  with  recession  burgeoning,  it 
won't  be  out  for  some  time. 


EVERY  DAY  WE'RE  GIVING  QADDAFI  $16  MILLION 


And  with  it  he's  arranging  the  assassination,  overthrow 
or  direct  attacks  against  every  government  leader — includ- 
ing our  own — and  every  government  supportive  of  our 
country.  He's  as  prime  a  reason  as  any  for  our  military 
spending's  having  to  climb  by  Smultibillions. 

As  for  those  ex-Green  Bereters  training  Libyan  terror- 
ists, and  the  other  Americans  who  keep  Qaddafi's  air  force 
and  military  equipment  going,  the  State  Department 
should  take  action  against  Americans  who  bear  arms  for  a 
hostile  power.  These  mercenaries  should  be  called  home 
instantly  or  have  their  citizenship  revoked. 


There  should  be,  pronto,  an  executive  order  prohibiting 
the  import  of  Libyan  oil,  regardless  of  the  fact  that  others 
will  likely  take  up  where  we  cut  off. 

With  oil  more  plentiful,  with  price-induced  conserva- 
tion reducing  demand  throughout  the  West  and  with 
such  alternative  sources  of  fuel  as  coal  and  atomic  ener- 
gy growing,  we  can  be  reasonably  firm  in  encouraging 
our  allies  and  those  looking  to  us  for  their  security  to 
do  likewise. 

Paying  this  madman  to  slit  our  throat  and  the  throats  of 
our  friends  is  either  the  height  or  the  nadir  of  something. 
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NEW  YORK'S  BEST  RESTAUR  ANTS- 1981 


Uncovering-discovering  the  Best  and  Specials  from  among  New  York's  20,000  places  to  eat  is 
labor,  albeit  a  labor  of  love  (mostly)  and  these  Forbes  starred  are  the  final,  mostly  unani- 
mous choices  of  the  four  restauranting  Forbeses:  sons  Robert,  Christopher,  Timothy — and  me. 


★     *     ★  ★ 

Forbes  Magazine's 
Restaurant  Guide 


Chanterelle 
Claude's 

The  Four  Seasons 


La  Caravelle 
La  Cote  Basque 
La  Grenouille 


Le  Cygne 
Lutece 
Parioli  Romanissimo 


The  Quilted  Giraffe 

"21" 


Having  an  additional  three  make  Four  Stars  in  1981  is  as 
unique  as  it  is  joyous  for  those  who  care — and  can  afford — 
the  best.  Given  the  fact  that  Manhattan  is  the  world's 
major  money  capital  and  that  it  is  a  mecca  for  the  world's 
monied,  it  really  shouldn't  be  surprising  that  we  have  a  few 
more  absolutely  superior  restaurants  than  Michelin  can 
find  in  Paris.  In  France,  of  course,  next  best  are  innumer- 
able, while  here,  Three  Stars  are  almost  as  few  as  Fours. 
Our  restaurant  middle  ground  is  a  vast  (usually  frozen) 
Waistland.  Last  year's  eight  Four  Stars  have  maintained 
their  unequalled  excellence.  This  year's  happiest  event  is 
Jean  Rachou's  restoration  of  La  Cote  Basque  to  a  standard 
worthy  of  its  founder,  restaurant  immortal  Henri  Soule. 


Claude's,  in  menu  as  well  as  decor,  is  a  sparkling  gem. 
Goose  liver,  spread  between  flaky  pastry  layers;  escargots 
in  a  cheese  sauce — voila,  it  works!  The  most  extraordinary 
spinach-stuffed,  cheese-coated  veal  chop  with  a  sauce  that 
only  a  former  Lutece  saucier  could  create.  The  duck  and  its 
accoutrements  are  on  a  par  with  Le  Cygne's.  Chocolate 
mousse  encaked  in  pastry  crumbs  topped  with  the  thin- 
nest bittersweet  chocolate  .  .  .  it's  just  hard  to  know 
where  to  stop.  Don't.  Just  go.  The  Quilted  Giraffe's  chef- 
owner  Barry  Wine  saw  the  light,  left  the  practice  of  law 
and  climbed  to  the  peak  of  the  New  York  restaurant  scene 
by  way  of  the  best  of  still-flourishing  nouvelle.  Absolutely 
up  to  its  prices. 


*      ★  ★ 


Box  Tree 

Cafe  Argenteuil 

Christ  Cella 


Dodin-Bouffant 

II  Nido 

Le  Chantilly 


Le  Cirque 
Le  Lavandou 
Maurice 


Mr.  Chow 
Nippon 

Shun  Lee  Palace 


Three  Stars  remain  the  most  mobile  of  the  restaurant  lot. 
Last  year  we  wrote:  "A  couple  of  these  elite  were  near  to 
being  Four  Stars."  This  year,  three  are  (see  above).  Three  no 
longer  are  Three  Star,  and  Le  Plaisir's  chef  headed  West  so 
stickler  Spector  closed  it  up.  Le  Chantilly  is  back  and  Cafe 
Argenteuil,  long  a  favorite  of  a  coterie  of  cognoscenti,  is  a 
delightful  addition.  It  took  the  French  to  bring  a  Three  Star 
to  the  hotel  dining  scene  with  Maurice  at  the  Parker 
Meridien.  Among  steakhouses  it's  still  Christ  Cella  by  a 


wide  margin.  Le  Cirque  continues  top  chic  in  clientele, 
service  and  the  food.  Since  Mrs.  Fayet's  day  at  Lafayette 
there  had  been  nobody  to  match  her  ofttimes  extraordinary 
hauteur  with  customers — until  the  advent  of  Dodin-Bouf- 
fant's  Karen  Pritsker.  This  shrine  to  the  near-uncooked 
known  as  nouvelle  continues  to  be  in  warranted  high 
demand.  Mr.  Chow?  The  most  debatable  of  our  Threes.  The 
food  is  a  sophisticated  blend  best  termed  Chinese  Conti- 
nental, but  it's  served  with  unbelievable  ineptness. 


Baumer  &  Crooks  Joanna 

Special         Benihana  Luchow's 

Delices  La  Cote  Basque  Le  Steak 

Hoexter's  Market  Mortimer's 


Odeon 

The  Oyster  Bar 
The  River  Cafe 
Serendipity  3 


Soho  Charcuterie 
Tavern  on  the  Green 
Windows  on  the  World 
Zapata's 


Fridays  my  wife  loved  to  see  me  arrive  because  I  carried 
the  best  chicken  pot  pies  known,  made  by  Joe  Baumer  who 
for  years  had  a  wonderful  take-outery  on  Third  Avenue. 
Now  he  and  colleagues  have  opened  a  stunning  restaurant, 
Baumer  &  Crooks,  with  one  of  the  town's  handsomer 
bars,  way  up  on  Third  Avenue.  It  specializes  in  versions  of 
the  chicken  and  other  super  pot  pies  at  eminently  reason- 
able prices.  Delices  La  Cote  Basque — A  most  spectacular 
light-lunch  oasis  right  in  the  Big  Apple's  Smart  heart.  The 
dishes  on  the  limited  menu  are  as  mouth-watering  as  the 
dramatic  two-story  waterfall  that  backdrops  this  tree-lined 
treat.  Prices  though  are  up  with  the  sky-high  ceiling  of 
pic  Towers'  spacey  indoor  plaza.  Mortimer's  is 


Where  It's  At  for  those  who  really  are.  Both  food  and 
patrons  have  less  flash  and  much  more  substance  (social 
and  actual)  than  others  high  up  on  the  Seen  scene.  Joan- 
na— The  Haseltines  turned  an  18th  Street  warehouse  into 
one  of  the  city's  biggest,  liveliest  eateries.  Downtown 
trendies  swarm  in  for  generous  portions  of  imaginative 
dishes.  Hoexter's  Market — Uptown  trendies  so  crowd  the 
bar  looking  at  each  other  that  getting  to  the  tables  to  enjoy 
some  surprisingly  good  food  is  a  taxing  task.  Odeon — 
Trendies  willing  to  trek  sometimes  end  up  at  this  Tribeca 
beacon  where  artists  and  the  would-bes  of  every  art  form 
gather,  eat,  stare,  glare.  A  hubbub  of  creative  makers  and 
glittery  on-the-makers. 
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COKE  HAS  A  SMILE  AND  IS  FEELING  GOOD 


as  well  it  should  concerning  the  sure  new  hand 
at  its  helm.  Both  venerable  (92)  Coca-Cola  build- 
er Bob  Woodruff  and  his  successor,  Paul  Austin, 
who  so  successfully  vastly  expanded  this  great 
American  symbol,  must  be  most  happy  with  the 
refreshing  new  directions  and  renewed  momen- 
tum that  their  chosen  successor,  Roberto  Goi- 
zueta,  is  providing.  In  the  course  of  a  recent 
conversation,  this  lucid  young  (49)  dynamo,  observed,  "I  am 
one  of  those  who  believe  that  simple  words  properly  spoken 
are  more  powerful  than  figures."  Some  of  his  words: 

To  Coke  colleagues,  from  his  statement  of  strategy  for  the 
1 980s — "When  we  arrive  at  the  1 990s,  my  vision  is  to  be  able 
to  say  with  confidence  that  all  of  us  in  our  own  way  displayed 
the  capacity  to  control  what  is  controllable  and  the  wisdom 
not  to  bother  what  is  not." 


From  a  recent  speech — "When  you  are  associ- 
ated with  Coca-Cola,  sometimes  people  act  as  if 
you  were  the  curator  of  some  kind  of  pop-art 
museum.  They  have  all  these  wonderful  images 
of  Coca-Cola — Tiffany  lampshades,  and  chubby 
Coca-Cola-swigging  Santa  Clauses,  and  World 
War  II  Marines  landing  on  Iwo  Jima  with  rifles 
in  one  hand  and  bottles  of  Coke  in  the  other. 
"Not  too  long  ago,  someone  asked  me,  'How  does  it  feel 
to  be  entrusted  with  a  business  legend?'  Well,  I  am  all  in 
favor  of  legends  and  in  particular  of  the  so-called  Coca- 
Cola  legend.  However,  what  I  am  equally  in  favor  of  is  the 
Coca-Cola  ledger,  which  shows  growing  profits  and  an 
above-average  return  to  our  shareholders. 

"We  will  not  be  caught  up  in  the  current  merger  mania. 
We  will  certainly  not  diversify  just  to  spread  risks. 


IF  YOU  WANT  TO  BE  REALLY  CONFUSED 

try  finding  out  why  Christmas  (marking  Christ's  birthday)  is  always  Dec.  25,  while  Easter 
(marking  the  resurrection  of  Christ)  changes  every  year.  I  did — and  am  more  confused  than  ever. 


UNNECESSARY  PEOPLE 

are  necessary  so  that  the  necessary 
people  can  know  they  are. 


TOO  MANY  PEOPLE 

overvalue  what  they're  not 
and  undervalue  what  they  are. 


DEFUSING  THE  DEBT  BOMB 


By  M.S.  Forbes  Jr. 


The  focus  on  government  budget 
deficits  obscures  a  larger,  more 
frightening  by-product  of  infla- 
tion— the  expansion  of  debt  at  all 
levels  in  our  economy. 

Total  debt  in  the  U.S.  last  year 
came  to  about  $4.7  trillion,  of  which 
only  about  one-quarter — $1.3  tril- 
lion— was  owed  by  federal,  state  and 
local  governments.  The  rest  be- 
longed to  individuals,  businesses 
and  other  institutions. 

In  the  past  decade  the  national 
debt,  which  involves  Washington's 
spending,  has  gone  from  under  $500 
billion  to  $1  trillion.  Private  debt, 
though,  has  ballooned  from  $1.1  tril- 
lion to  more  than  $3.3  trillion  dur- 
ing the  same  period. 

Interest  paid  on  all  this  borrow- 
ing came  to  about  10%  of  the  gross 
national  product  in  1970.  Today  it 
is  more  than  20%  and  growing  rap- 
idly. Extrapolate  current  trends, 
and  interest  payments  will  exceed 
GNP  by  the  year  2000.  That,  obvi- 
ously, couldn't  happen.  But  it  does 
point  out  a  very  important  reason 
that  our  financial  markets  are  be- 


coming more  volatile,  chaotic. 

What  has  happened  to  the  level  of 
indebtedness  provides  a  potent  ar- 
gument for  a  return  to  a  gold  stan- 
dard. Between  1950  and  1968,  total 
debt  in  this  country — government 
and  private — increased  at  twice  the 
rate  of  real  economic  growth.  These 
borrowings  were  largely  used  for 
productive  purposes.  Inflation  was 
minimal. 

Between  1968  and  1971,  as  the 
U.S.  undermined  the  so-called  gold 
exchange  standard,  debt  grew  at  4 
times  the  rate  of  real  growth  and 
inflation  became  endemic.  Since  we 
formally  went  off  gold  in  1971,  the 
ratio  has  moved  to  almost  6-to-l. 

In  recent  years,  it  has  taken  $13 
of  debt  to  finance  one  dollar's  worth 
of  real  economic  expansion;  before 
we  went  off  gold  it  was  $2. 

One  way  to  halt  this  burgeoning 
growth  of  debt  and  the  interest  on  it 
would  be  a  bone-crunching  reces- 
sion. The  alternative  is  to  make  it 
possible  for  the  economy  to  grow 
again  without  a  resurgence  of  infla- 
tion so  that  the  burden  of  debt  ser- 
vice would  ease. 

Can  that  be  done  without  a  return 


to  gold?  The  record  since  1968  sug- 
gests not. 

The  Federal  Reserve,  the  ultimate 
provider  of  credit  and  money,  has 
not  been  deliberately  feckless.  The 
problem  is  that  our  central  bankers 
have  no  reliable  guide  as  to  whether 
they're  pouring  too  much,  too  little 
or  just  the  correct  amount  of  credit 
into  the  economy. 

Contrary  to  conventional  wis- 
dom, the  gold  standard  would  not 
put  the  economy  in  a  straitjacket. 
Rather,  it  would  operate  like  a 
speedometer  with  a  buzzer  that 
goes  off  if  the  driver  is  going  too  fast 
or  too  slow. 

If  the  Fed  were  pouring  out  too 
much  money,  people  would  turn  in 
cash  for  gold  and  the  authorities 
would  know  to  tighten  up.  Con- 
versely, if  the  central  bank  were  be- 
ing too  tight,  gold  would  be  turned 
in  for  cash  and  the  Fed  would  ease. 

In  effect,  gold  enables  the  market 
itself  to  determine  the  proper  level 
of  credit. 

The  trend  is  ominously  clear. 
Without  a  return  to  gold,  the  econo- 
my is  headed  for  increasingly  diffi- 
cult times. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editor  's  mind.  -MSF 


Groveling  to  Qaddafi 

I  find  it  incomprehensible  that  we, 
the  U.S.,  should  grovel  before  [Libyan 
Dictator  Muammar  Qaddafi]  and  pay 
him  billions  of  dollars  per  year,  which 
he  then  converts  into  military  hard- 
ware— bought  from  the  Soviet  Union 
with  money  obtained  from  us — and 
threatens  our  allies  with  it.  It  is  time 
we  put  a  stop  to  this  shameful  prac- 
tice. I  am  drawing  up  legislation 
which  will  bar  the  import  of  Libyan 
oil.  Let  us  tell  Qaddafi  to  take  his  oil 
and  drink  it. 

— Representative  Thomas  J.  Downey 

(D-N.Y.) 


Coke  Sparkles 

When  Roberto  Goizueta,  the  49- 
year-old  Havana-born  chairman  and 
chief  executive  of  Coca-Cola  Co.,  re- 
cently addressed  a  group  of  financial 
analysts  in  Los  Angeles,  his  speech 
was  rich  with  the  understated  confi- 
dence and  metaphorical  flourish  of 
the  Latin  patrician.  "You  can  have  a 
very  large  tree  with  no  flowers,"  he 
said  in  clipped  English,  his  way  of 
explaining  that  while  Coke  had  hired 
an  acquisition  consultant,  it  wouldn't 
go  on  an  acquisition  binge  for  the  sake 
of  growth  alone. 

He  yielded  the  rostrum  to  Sam 
Ayoub,  Coke's  Egyptian-born  chief  fi- 
nancial officer  who  described  Coke's 
problems      with  foreign-exchange 


losses  this-  year.  "In  a  country  with 
inflation  like  Argentina's,"  Mr.  Ayoub 
said,  "you  can  lose  money  if  you  have  a 
flat  tire  on  the  way  to  the  bank." 

— John  Huey, 
Wall  Street  Journal 

Impoverished  Safety  Net 

The  safety  net  is  hardly  in  danger 
when  an  average  of  $15,000  a  year  is 
going  to  elderly  couples,  when  102 
million  free  meals  a  day  are  being 
served,  when  21  million  people  are 
still  eligible  for  food  stamps  compared 
with  22  million  before  Reagan's  pro- 
posed reforms. 

— New  York  Post  editorial 

Great  Andy  Rooneyisms 

Rooney  complained  one  Christmas 
about  how  screwy  we  Americans  are 
about  designating  the  size  of  things — 
particularly  our  clothes.  "Why  do  I 
wear  a  size  7Vi  hat  but  a  size  16 Vi 
shirt  collar?"  he  asked.  "Doesn't  that 
sound  as  though  I  could  put  my  shirt 
on  over  my  hat  with  my  collar  but- 
toned?" And  this  is  how  he  conclud- 
ed: "Merry  Christmas,"  he  smiled. 
"You  can  always  take  it  back." 

Like  some  of  us,  Rooney  has  high 
hopes.  Like  most  of  our  high  hopes, 
his  are  inevitably  confounded.  "We 
need  a  telephone  that  lets  you  know 
who's  calling  before  you  answer  it," 


"Merry  Christmas,  folks.  And  I  want  to  say  I  couldn't  be  presi- 
dent of  this  great  company  without  the  support  of  each  and  every 
one  of  you,  or  people  very  much  like  you. " 


he  said  in  The  Most  Needed  Things  in 
America.  "I  always  think  it's  going  to 
be  someone  wonderful  and  it  almost 
never  is." 

— Roger  Piantadosi  reviewing 
A  Few  Minutes  with  Andy  Rooney, 
Washington  Journalism  Review 

A  Hand  Out 

If  we  do  not  call  every  man  our 
brother,  you  can  be  sure  that  someone 
is  going  to  call  him  "comrade." 

— Norman  Heller,  President 
PepsiCo  Wines  &  Spirits  Intl. 


So  much  pleasure  comes 
from  giving  that  it's  almost 
stealing. 

—Rod  McKuen,  Book  of  Days 
and  a  Month  of  Sundays 


Universal  Center 

The  "middle"  in  America  is  the 
center — possibly  of  the  universe.  It  is 
the  consensus,-  it  is  the  silent  major- 
ity; it  is  the  mainstream.  All  else  is 
ephemeral,  if  not  un-American.  The 
middle  dominates,  and  ought  to 
dominate.  Those  in  it  are  the  inheri- 
tors of  American  tradition,  American 
belief,  and  American  progress. 
— American  Myth,  American  Reality, 
James  Oliver  Robertson 

Gloves  on  Honeymoon? 

Wine  should  be  treated  like  a  new 
bride — it  shouldn't  be  shaken  up  too 
much  and  you  should  always  handle  it 
with  kid  gloves. 

— Dior's  wine  connoisseur, 
Jacques  Rouet 

Fruitcake 

Maybe  there  was  once  a  point  in 
making  fruitcakes,  but  I  doubt  it.  It 
all  started  as  a  kind  of  handmade 
gift  of  love  that  could  be  transported 
over  long  distances  without  spoiling. 
But  you  can  say  the  same  thing 
about  a  wool  muffler,  and  it  tastes  a 
lot  better. 

Have  you  ever  known  anyone  who 
bought  a  fruitcake  for  himself?  Of 
course  not.  They  are  purchased  as 
Christmas  gifts,  mostly  for  people  you 
don't  particularly  like. 

Fruitcake  doesn't  spoil  easily.  (How 
can  something  spoil  when  it  is  already 
rotten?) 

—Phyllis  Diller, 
California 
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"Gulf's  oil  well  in  the  mud  will  put 
erica's  energy  on  firmer  ground." 


"We  can't  pass 
up  any  oil  in 
the  U.S.,  no 
matter  how 
hard  it  is  to 
get,"  says  Tom 
Burke,  Chief 
Construction  Engineer, 
j  "Gulf  Oil  Corporation  has 
put  up  a  very  special  new 
drilling  platform  in  the 
Gulf  of  Mexico. 

"It  has  been  especially 
designed  to  stand  in  deep, 
unstable  mud,  and  to 
peach  two  miles  horizon-  j 
tally  for  the  oil,  so  as  to 
stay  out  of  the  way  of  ship 
traffic. 

It's  a  big,  challenging  j 
project,  but  it  will  supply  a 
lot  of  oil  that  we  won't 
have  to  buy  from  overseas." 


T 


A  CAR  FOR  THE  LEFT  SID 
OF  YOUR  BRAIN. 


The  left  side  of  your 
brain,  recent  investigations 
tell  us,  is  the  logical  side. 

It  figures  out  that 
1  +  1  =  2.  And,  in  a  few  cases, 
that  E  =  mc2. 

On  a  more  mundane  level, 
it  chooses  the  socks  you 
wear,  the  cereal  you  eat,  and 
the  car  you  drive.  All  by  means 
of  rigorous  Aristotelian  logic. 

However,  and  a  big 
however  it  is,  for  real  satis- 
faction, you  must  achieve 
harmony  with  the  other  side 
of  your  brain. 

The  right  side,  the  poetic 
side,  that  says,  "Yeah,  Car  X 
has  a  reputation  for  lasting  a 
long  time  but  it's  so  dull, 
who'd  want  to  drive  it  that 
long  anyway?" 

The  Saab  Turbo  looked  at 
from  all  sides. 

To  the  left  side  of  your 
brain,  Saab  turbocharging  is 
a  technological  feat  that 
retains  good  gas  mileage 
while  also  increasing 
performance. 

To  the  right  side  of  your 
brain,  Saab  turbocharging  is 
what  makes  a  Saab  go  like  a 
bat  out  of  hell. 

The  left  side  sees  the 
safety  in  high  performance. 
(Passing  on  a  two-lane  high- 
way. Entering  a  freeway  in 
the  midst  of  high-speed 
traffic. ) 

The  right  side  lives  only 
for  the  thrills. 


The  left  side  considers 
that  Road  &  Track  magazine 
just  named  Saab  "The  Sports 
Sedan  for  the  Eighties."  By 
unanimous  choice  of  its 
editors. 

The  right  side  eschews 
informed  endorsements  by 
editors  who  have  spent  a  life- 
time comparing  cars.  The 
right  side  doesn't  know  much 
about  cars,  but  knows  what  it 
likes. 

The  left  side  scans  this 
chart. 


Wheelbase  

99. 1  inches 

Length  

187.6  inches 

Width  

...  66.5  inches 

Height  

. ..  55.9  inches 

Fuel-tank  capacity  .  . 

.  .  .  16.6  gallons 

EPA  City  

.19  mpg* 
...  31   mpg  * 

EPA  Highway  

The  right  side  looks  at 
the  picture  on  the  opposite 
page. 

The  left  side  compares  a 
Saab's  comfort  with  that  of  a 
Mercedes.  Its  performance 
with  that  of  a  BMW.  Its  brak- 
ing with  that  of  an  Audi. 

The  right  side  looks  at 
the  picture. 

The  left  side  looks  ahead 
to  the  winter  when  a  Saab's 
front-wheel  drive  will  keep  a 
Saab  in  front  of  traffic. 

The  right  side  looks  at 
the  picture. 

The  left  side  also  consid- 
ers the  other  seasons  of  the 
year  when  a  Saab's  front- 
wheel  drive  gives  it  the  cor- 
nering ability  of  a  sports  car. 

The  right  side  looks  again 
at  the  picture. 


Getting  what  you  need  >\ 
getting  what  you  warm 

Needs  are  boring;  desi| 
are  what  make  life  worth 
living. 

The  left  side  of  your  b| 
is  your  mother  telling  you 
that  a  Saab  is  good  for  youl 
"Eat  your  vegetables."  (In| 
today's  world,  you  need  a 
engineered  like  a  Saab.)  "1 
on  your  raincoat."  (The  Sail 
is  economical.  Look  at  thel 
price-value  relationship. ) 
"Do  your  homework."  (Th| 
passive  safety  of  the  con- 
struction. The  active  safel 
of  the  handling. ) 


1982 SAAB  PRICE**  LIST 


9003-Door 

5 -Speed 
Automatic 

$10,4 

io,i 

900  4 -Door 

5-Speed 
Automatic 

$io  A 

11. (A 

900S3-Door 

5 -Speed 
Automatic 

$12, 1\ 
12,4\ 

900S4-Door 

5-Speed 
Automatic 

$12,7\ 
13  A 

900  Turbo  3 -Door 

5-Speed 
Automatic 

$15,6\ 
15,9\ 

900  Turbo  4-Door 

5-Speed 
Automatic 

$16,2\ 
16,6\ 

All  turbo  models  include  a  Sony  XR  70, 
4 -Speaker  Stereo  Sound  System  as  standard 
equipment.  The  stereo  can  be,  of  course, 
perfectly  balanced:  left  and  right. 


The  right  side  of  your 
brain  guides  your  foot  to  tH 
clutch,  your  hand  to  the 
gears,  and  listens  for  the 
"zzzooommm." 

Together,  they  see  the 
1982  Saab  Turbo  as  the 
responsible  car  the  times 
demand  you  get.  And  the 
performance  car  you've  al-i 
ways,  deep  down,  wanted 
with  half  your  mind. 


*Suab900  Turbo.  Remember,  use  estimated  mpg  for  comparison  only.  Mileage  varies  with  speed,  trip  length,  and  weather.  Actual  highway  mileage  will 
probably  be  less.  *  *  Manufacturer's  suggested  retail  price.  Not  including  taxes,  license,  freight,  dealer  charges  or  options  desired  by  either  side  of  your  braim 


A  CAR  FOR  THE  RIGHT  SIDE 
OF  YOUR  BRAIN. 


What's  Ahead  tor  Business 


The  economists  are 
changing  faster 
than  the  weather 


Why  the  recession 
will  be  shallow  and 
short  but  jolting 


Who's  lowering 
interest  rates? 
Adam  Smith, 
not  Paul  Volcker 


A  LITTLE  FEAR  IS  A  HEALTHY  THING 

This  is  one  of  those  perplexing  times  when  all  the  scenarios  seem 
equally  possible.  Inflation  has  been  decisively  slowed;  no,  it's  only  a 
temporary  dip.  The  recession  is  going  to  be  terrible;  no,  just  a  mild 
hiccup.  Corporate  profits  are  going  to  be  higher  next  year  than  this;  no, 
they  are  going  to  hell  in  a  handbasket. 

The  economists  are  as  confused  as  the  public.  In  October  they 
were  relatively  optimistic;  in  November,  heavily  pessimistic.  They 
make  sweeping  generalizations  about  every  fit  and  start  in  the  econo- 
my. As  retail  sales  pick  up  Christmas  speed,  they  will  once  more  turn 
optimistic.  But  when  year-end  unemployment  figures  approach  the 
9%  mark,  they  will  almost  certainly  turn  glum  again. 

Is  all  this  bad-  No,  it  is  good.  Remember  1974?  The  money  crunch  and 
deep  recession  that  followed  so  put  the  fear  of  bankruptcy  into  people 
that  the  economy  was  able  to  enjoy  years  of  healthy  growth  with 
relatively  little  inflation.  The  chances  are  excellent  for  a  repeat.  Fellow 
we  know  responded  to  the  drop  in  interest  rates  in  a  significant  way: 
He  shifted  most  of  his  money  from  an  ordinary  money  market  fund  to 
one  that  invests  only  in  federal  securities.  Said  he:  "Right  now  I'll  take 
safety  over  yield."  Year  ago  the  same  fellow  was  looking  for  hot  stocks. 
Like  the  economy,  he's  cooled  down  a  lot. 

We'd  like  to  crow  how  right  we  were  about  interest  rates  coming 
down  further  and  faster  than  the  pundits  predicted.  Honesty  insists, 
however,  that  we  also  admit  we  erred  previously  in  underestimating 
how  high  they  would  go  and  how  long  they  would  stay  there.  With  this 
confession  of  a  split-image  crystal  ball,  we  take  a  fresh  peek.  Here's 
what  we  see:  a  recession  shallower  and  shorter  than  is  forecast  by  most 
economists. 

Why  shallower  and  shorter?  Because  there  is  tremendous  pent-up 
demand,  especially  in  housing  and  autos,  that  will  be  actuated  as 
interest  rates  fall.  Our  prediction  is  that  the  banks'  prime  rate  will  hit 
8%  to  10%  by  mid-1982  and  long-term  Treasury  bonds  will  yield  10% 
to  11%.  And  as  the  various  tax  incentives  for  investment  begin  to  take 
hold,  capital  spending  will  gradually  pick  up.  Meanwhile,  the  liquida- 
tion of  surplus  inventories  has  nearly  run  its  course. 

As  corporations  refresh  themselves  at  the  bond  market,  they  need 
less  help  from  the  banks:  That's  why  you  see  the  prime  rate  dropping 
so  fast.  Not  Paul  Volcker  but  Adam  Smith  is  responsible  for  lower  rates. 
Demand  falls;  price  falls  with  it. 

So,  we  happen  to  think  that  the  gloom  and  worry  about  recession  is 
terribly  overdone.  Paradoxically,  the  gloom  is  healthy.  Fear  of  bank- 
ruptcy is  a  powerful  anti-inflation  weapon.  As  long  as  the  public 
doesn't  become  euphoric — unlikely  now — we're  optimistic  about  the 
inflation  rate.  It  is  now  at  8.5%.  We  can  see  it  down  to  7%  to  8%  by 
mid- 1982  and  6%  by  year-end.  It  was  scary  but  the  high  interest  rates 
of  1981  did  the  job  they  were  supposed  to. 
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The  Forbes  Index 
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Off  again.  The  preliminary  figure 
for  the  latest  Forbes  Index  indicates 
a  1.9%  drop  from  the  previous 
month.  The  main  drag:  unemploy- 
ment claims,  up  another  8.0%.  Yet 
there  is  ground  for  just  a  bit  of  opti- 
mism. Personal  income  advanced 
0.4%  and  new  housing  starts  are  up 
1.9%  from  their  dismal  mark  in  the 
preceding  month.  On  the  inflation 
front  the  consumer  price  index 
crept  ahead  only  0.2%. 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 

composed  of  eight  equally  weighted  elements: 

Total  industrial  production 

New  claims  for  unemployment  compensation 

The  cost  of  services  relative  to  all  consumer  prices 

The  level  of  new  orders  for  durable  goods  compared  with 

manufacturers'  inventories 

Total  retail  sales 

New  housing  starts 

Personal  income 

The  change  in  the  amount  of  consumer  installment  debt 
outstanding 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  is  presented  at  right. 


The  Forbes  Index  Components 


Industrial  production  index  (1967=100) 
seasonally  adjusted  (Federal  Reserve] 


Retail  stole  sales  (Sbiliionsl 

seasonally  adjusted  (Dept.  of  Commerce! 
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Unemployment  claims  (thousands! 
seasonally  adjusted  (Dept.  of  Labor! 


New  housing  starts  (thousands! 

privately  owned,  unadjusted  (Dept.  of  Commerce) 
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1,440 


Total  index 
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Consumer  price  indexes  (1967=100) 
all  urban  consumers,  unadjusted  (Dept.  of  Labor) 


1,360 


1,280 


I    I  I 
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Personal  income  (Sbilhonsl  wage  and  salary  dis- 
bursements, seasonally  adjusted  |Dept.  of  Commerce) 
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Manufacturers  new  orders  and  inventories 

(Sbillions)  seasonally  adjusted  (Dept.  of  Commerce! 


Consumer  installment  credit  (Sbillions) 
total,  seasonally  adiusted  (Federal  Reserv  e! 
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Meeting  the  challenge 
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Set&  electricity  today. 


We're  American  Electric  Power. 
Were  also  Appalachian  Power, 
Columbus  and  Southern  Ohio  Electric, 
Indiana  &  Michigan  Electric, 
Kentucky  Power,  Kingsport  Power, 
Michigan  Power,  Ohio  Power, 
and  Wheeling  Electric. 


American  Electric  Power 


louche  Ross  adds  Apples* 

Even  if  your  company  has  a  Brainiac  660 
humming  away  in  the  basement,  you  could  probably 
manage  better  with  a  little  Apple  on  your  desk. 

Which  is  what  the  CEO  of  one  of  the  world  s 
largest  accounting  firms  figured  when  he  ordered  Apple 
Personal  Computers  for  the  senior  partners  in  most  of 
the  company's  80  US.  offices. 

And  Russell  E.  Palmer  does  not  act  on  whim. 

With  characteristic  thoroughness,  louche  Ross 
established  a  computer  task  force. 


ft 

m 


Hiey  determined  that  Apples  provided  best  what  they 
leeded  most— computer  power 
n  the  hands  of  the  individual 
executive.  So  they  bought  one, 
rhen  65  more  Then  40  more 
)n  top  of  that. 

In  Minneapolis,  they're 
loing  sophisticated  financial 
banning,  with  projections 
ID-years  into  the  future. 

In  Kansas  City  they're  modeling  strategies  to 
mprove  their  clients'  profitability 

In  Omaha,  they're  exploring  all  the  implications 
>f  the  new  tax  law 

I        And  in  New  York,  they've  armed  13  members  of 
heir  Executive  Committee  with  Apples  to  make  better 
lecisions  faster 

[        Even  though  Apples  will  never  replace  Tbuche 
toss'  own  mainframe  computers,  they  have  cut  down 
in  expensive  timesharing  in  several  offices. 
I        Whatever  business  you're  in,  adding  Apples  can 
multiply  productivity  There's  more  software  available 
or  Apple  than  for  any  other  personal  computer  you 
an  buy  And  more  full  service  dealers  nationwide. 
Visit  one.  For  a  full  accounting. 

Tie  personal  computer  I  iiqppkz 


the  authorized  dealer  nearest  you,  call  (800)  538-9696.  In  California,  call  (800)  662-9238.  Or  write:  Apple  Computer  Inc.,  10260  Bandley  Dr.,  Cupertino,  CA  95014 


Forbes 


The  folks  who  compile  the  over-the-counter 
listings  have  kicked  out  the  penny  stocks  to 
make  way  for  the  Berkshire  Hathaways. 

NASDAQ  goes 
upscale 


By  Allan  Sloan 
with  Aaron  Bernstein 

T|  he  scene  is  an  expensive 
French  restaurant  in  New  York 
City.  A  financial  public  relations 
man  who  makes  his  living  pushing 
hot  new  issues  is  crying  into  his  Cha- 
blis.  "What  am  I  going  to  do?"  he 
moans.  "Half  my  companies  aren't  in 

I  the  paper  anymore." 

Poor  fellow.  He's  a  victim  of  the  over- 
!  the-counter  market's  interest  in  be- 
coming more  respectable.  A  change  by 
the  National  Association  of  Securities 
'  Dealers  last  month  effectively  knocked 
ij  over-the-counter  penny  stocks  out  of 

II  most  daily  newspapers,  and  substitut- 
ed larger  and  more  respectable  compa- 

I  nies  that  trade  considerably  fewer 
:  shares.  Good-bye,  Bio-Gas  of  Colorado. 
I  Hello,  Berkshire  Hathaway. 

The  NASD  Automated  Quotations 
I  system — NASDAQ,  for  short — is  try- 
.  ing  to  upgrade  its  image.  It  has  gath- 
!  ered  most  of  its  respectable  compa- 
!  nies  in  the  main  national  list,  and 
relegated  the  others  to  the  slums  of 
the  supplemental  listing:  the  under- 
t  the-counter  market,  as  it  were. 

"It's  a  pretty  swanky  list,"  boasts 
NASD  President  Gordon  Macklin. 
"You  have  Berkshire  Hathaway,  500 
\  or  600  New  York  Stock  Exchange- 
I  eligible  companies  and  hundreds  of 
;  banks"  (see  table,  p.  130). 

You  also  have  an  end  to  the  old  o-t-c 
market  in  which  any  company,  no 
matter    how    insignificant,    had  a 


chance  at  generating  a  national  fol- 
lowing by  making  the  ten-most-ac- 
tive list  in  the  Wall  Street  Journal.  A 
50-cent  stock  trading  400,000  shares 
could  make  the  most-active  with 
transactions  totaling  just  $200,000. 
The  same  amount  of  money  would 
move  only  about  8,000  shares  of  a 
highly  respectable  NASDAQ  listing 
like  Pittsburgh  National  Corp.  High 
volume  attracted  plungers  from  across 
the  country  to  cheap,  heavily  promot- 
ed stocks.  Meanwhile  Berkshire 
Hathaway,  a  very  substantial  com- 
pany that  sells  for  $575  a  share  or  so, 
couldn't  even  make  the  main  national 
list  because  few  of  its  shares  trade. 

Under  the  old  rules,  share  volume 
was  the  key.  A  startup  penny  stock 
company  could  meet  the  NASDAQ 


I think  this  is  a  real  break- 
through," says  NASD  President 
Gordon  Macklin.  Rather  than 
counting  share  volume,  the  way 
the  New  York  and  American  stock 
exchanges  do,  the  NASD  Automat- 
ed Quotations  system  will  provide 
the  ten  largest  stocks  in  dollar  vol- 
ume. Among  other  things,  the 
change  knocks  penny  stocks  off 
the  most-active  list.  But  newspa- 
pers don't  like  the  change.  Many  of 
those  surveyed  by  Forbes  said  they 


criteria,  which  were  basically  that 
there  be  public  shareholders  and  that 
the  company's  check  for  NASDAQ 
fees  not  bounce.  About  3,600  compa- 
nies made  NASDAQ.  It  took  the  top 
1,500  in  share  volume,  and  these 
made  its  high-visibility  national  list. 

Now,  to  make  the  national  list,  a 
company  must  meet  financial  crite- 
ria— market  value,  net  worth,  number 
of  years  in  business,  profitability — 
that  effectively  bar  penny  stocks.  The 
new  criteria  for  the  national  list  are 
almost  the  same  as  American  Stock 
Exchange  listing  requirements.  This 
means  the  list  is  the  top  1,800  or  so 
NASDAQ  companies  in  financial  sta- 
tus; volume  doesn't  count. 

A  startup  company  can  make  it  to  the 
national  list  after  a  few  years,  but  start- 
up penny  stock  can  no  longer  make  its 
first  public  share  offering  Monday  and 
be  on  the  national  list  Wednesday. 

Macklin,  who  makes  frequent 
speeches  decrying  the  fact  that  the 
o-t-c  market  don't  get  no  respect, 
claims  the  changes  were  made  to  de- 
crease the  volatility  of  the  NASDAQ 
national  list.  Stocks  were  coming  and 
going  from  it  as  speculative  interest 
waxed  and  waned.  "We  could  tell  we 
were  causing  too  much  investor  con- 
fusion [by  changing  the  list  every  six 
months],"  he  says.  "When  companies 
went  off  the  list,  their  investors  would 
think  something  was  wrong." 

Macklin  is  being  disingenuous. 
NASDAQ  competes  with  the  New 
York  and  American  Stock  exchanges 
for  company  listings  and  newspaper 
space.  The  NYSE  and  Amex,  with 


prefer  the  share  volume  list  to  the 
dollar  volume.  The  Associated 
Press,  which  has  its  own  comput- 
ers, plans  to  continue  offering  ten- 
most-active  volume  numbers  de- 
spite the  NASDAQ  change,  sched- 
uled for  early  December.  But  sig- 
nificance isn't  everything.  The 
stock  market,  after  all,  is  a  major 
national  pastime,  and  smart  news- 
paper proprietors  always  remem- 
ber that  they  have  to  entertain  as 
well  as  inform. 


Not  so  much  fun 
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stagnant — or  declining — numbers  of 
listed  companies,  try  to  lure  Mack- 
lin's  stars.  By  offering  a  higher  class — 
but  less  interesting — national  list, 
Macklin  can  keep  his  companies  hap- 
py, and  argue  that  NASDAQ  is  at  least 
as  worthy  of  space  as  the  Amex. 

The  NASDAQ  small  companies  are 
unhappy,  but  where  can  they  go? 

"Many  old-line  companies  were  un- 
happy because  some  of  them  had  been 


By  Laura  Saunde 

F|  onar  Corp.  is  ont 
file,  over-the-counte 
will  be  affected  by  t] 
effort  to  polish  its  image, 
pany's  $5  price  doubled  -s 
weeks  of  its  October  offei 
has  been  a  regular  on  the 
most  active  list;  recently 
it  traded  as  high  as  $14.  At 
that  price  the  Long  Island- 
based  company,  which 
has  never  earned  a  penny, 
had  a  market  value  of 
nearly  $200  million — al- 
most as  much  as  venture 
capital  stars  like  Genen- 
tech  and  Cetus. 

Fonar,  of  course,  is  in 
the  chips.  Only  10%  of  its 
shares  were  sold  to  the 
public,  but  they  brought  a  1 
ed  $7  million  at  a  time  v\ 
totaled  $1.5  million.  Whe 
tors  will  do  as  well  is  anotl 
Fonar  makes  nuclear  maj 
nance  scanners,  machines 
in  time  revolutionize  dise, 
sis.  NMR  technology  uses 
gather  the  body's  chemica 
like  the  radiation  used  in 
CAT  scanners,  the  proces 
be  harmless.  "It's  noninvae 
used  repeatedly  and  may  g 


shoved  on  to  the  [supplemental  list, 
carried  by  few  papers],"  one  NASD 
board  member  says.  "They  were 
threatening  to  move  elsewhere..  It  [the 
change]  was  an  effort  to  keep  the  old 
companies  and  to  push  off  the  Denver 
companies,  the  small  ones." 

"The  big  boys  who  control  the  in- 
dustry got  their  way,"  grouses  J.  Dan- 
iel Bell,  whose  much-investigated 
company  is  a  big  player  in  the  Denver 


market.  "The  [NASDJ  guys  in  Wash- 
ington are  just  promoting  themselves 
up  the  corporate  ladder." 

Once  upon  a  time,  when  the  Broad- 
way theater  district  got  too  expen- 
sive, New  York  City  producers  started 
off-Broadway.  Now  that's  so  expen- 
sive that  there's  an  off-off-Broadway. 
Gordon  Macklin  may  have  set 
NASDAQ  up  for  the  same  thing.  Un- 
der-the-counter, anyone?  ■ 


plans  to  place  9  machines  in  1982; 
Picker  says  it  will  place  12.  Fonar, 
meanwhile,  has  firm  orders  for  only  2 
units,  both  outside  the  U.S. 

The  technology?  "Dr.  Damadian 
was  a  pioneer  in  the  field.  He  has 
chosen  to  work  alone  with  a  small 
company,  and  has  made  some  signifi- 
cant progress.  But  there  are  several 
machines  that  have  surpassed  his," 
says  the  head  of  nuclear  medicine  at  a 
major  university.  Dr.  Ronald  Ross  of 
Cleveland,  whose  clinic  owns  the 
only  Fonar  scanner  in  the  U.S.,  is  pre- 
dictably cautious:  "We  are  interested 
in  the  preliminary  results,  but  we 
need  more  clinical  trials." 


Fonar  is  a  brand-new  o-t-c  company.  Its 
product  could  be  hotter  than  X  rays  or 
cool  off  a  lot  of  shareholders. 
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not  obtainable  otherwise,"  says  David 
Hoult,  a  visiting  scientist  at  the  Na- 
tional Institutes  of  Health. 

Fonar,  however,  is  not  alone  in  the 
field — not  that  you  would  know  it 
from  talking  to  its  founder,  Dr.  Ray- 
mond Damadian,  or  to  salesmen  at 
OTC  Net,  its  Denver-based  under- 
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Centl  Louisiana  Elec    281,200 

MCI  Communications    263,700 

American  Microsystems    217,800 

U  S  Minerals  Exploration    213,400 
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Tandon  Corp    152,300 
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writer.  Damadian  airily  dismisses  his 
rivals  as  light  years  behind  and  pro- 
fesses not  to  know  when,  "if  ever," 
they  can  deliver  a  product.  Fine — but 
the  competition  includes  Technicare, 
a  unit  of  Johnson  &  Johnson,  and 
Picker,  a  unit  of  Britain's  GEC,  plus 
giants  like  Siemens  and  Philips. 

Technicare,  for  example,  has  spent 
$5  million  to  $6  million  over  the  last 
two  years  on  NMR.  Picker  has  placed 
two  machines  in  major  teaching  hos- 
pitals. Technicare  recently  announced 


Damadian  is  undaunted.  He  is 
convinced  that  his  wits  will  see 
Fonar  through.  He  also  holds  the 
first  patent  in  the  field,  and  vows  to 
protect  it.  But  Ken  Abramowitz,  a 
hospital  analyst  with  Sanford  C. 
Bernstein,  notes,  "Patents  on  de- 
vices don't  usually  mean  that  much. 
If  a  patent  is  really  revolutionary, 
and  the  market  is  huge,  the  big  guys 
will  infringe  it.  If  it's  modestly  im- 
portant, the  technology  usually 
evolves  so  rapidly  that  it's 
bypassed."  At  any  rate, 
Damadian  has  only  li- 
censed the  patent  to 
Fonar,  and  should  it  go 
bankrupt  or  should  he  lose 
control  of  the  company, 
the  rights  remain  his. 

Even  if  Fonar 's  product 
catches  on,  however, 
skeptics  recall  the  riches- 
to-rags  tale  of  London- 
based  EMI.  Its  medical  di- 
vision, once  the  premier 
maker  of  CAT  scanners,  got  caught  by 
a  slowdown  in  market  growth.  GE, 
meanwhile,  was  waiting  in  the  wings 
with  a  better  product.  EMI's  sales 
soared  to  $100  million  annually  in  less 
than  five  years,  but  its  downfall  came 
just  as  quickly. 

For  Fonar,  of  course,  the  future  may 
be  far  less  volatile.  Evidently  there  are 
enough  true  believers  to  support  its 
rich  market  value  right  now,  but 
there's  no  guarantee  the  company  will 
ever  make  money.  ■ 
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Why  fight  to  take  over  low-profile,  money- 
losing  companies?  Ask  Harold  Simmons 
and  Maurice  Halperin.  In  a  St.  Louis  hotel 
room,  they  were  both  winners. 


"We  have  to  stop 
meeting  this  way" 


By  Pamela  Sherrid 


Keystone  Consolidated  In- 
dustries and  LLC  Corp.  have 
differing  but  all-too-common 
problems.  LLC  is  a  St.  Louis  personal- 
loan  company  devastated  by  high  in- 
terest rates.  Keystone  is  a  Peoria  steel- 
maker saddled  with  aging  plants  and 
an  expensive  work  force. 

But  a  business  doesn't  have  to  have 
oodles  of  oil  to  look  attractive  to 
somebody.  It  just  takes  a  different 
way  of  thinking.  Consider  the  curious 
takeover  action  involving  LLC  and 


Keystone  late  last  month.  Two  Street- 
savvy  investors,  Maurice  Halperin 
and  Harold  Simmons,  ran  head-on 
into  each  other  in  a  tussle  for  compa- 
nies that  nobody  else  wants. 

Halperin  learned  his  way  around  a 
balance  sheet  when  he  ran  three  ap- 
parel subsidiaries  for  Meshulam  Rik- 
lis'  Rapid-American  Corp.  He  left 
those  posts  shortly  after  Rapid- 
American  went  private  earlier  this 
year  and  now  is  a  private  investor 
hving  in  Florida.  You  might  remem- 
ber Simmons  as  the  lean  Texan  who 
scared  Pacific  Southwest  Airlines  into 


trading  him  four  airplanes  in  return 
for  a  block  of  its  stock.  He  won  his 
reputation  in  the  Sixties  by  buying 
and  liquidating  insurance  companies 
and  has  since  built  a  private  empire, 
Contran  Corp.,  with  assets  he  esti- 
mates at  $300  million. 

According  to  Simmons,  he  and  Hal- 
perin met  for  the  first  time  at  a  Holi- 
day Inn  in  St.  Louis  on  Nov.  16.  The 
immediate  reason  for  their  get-to- 
gether was  the  annual  meeting  of 
LLC,  scheduled  for  the  next  morning. 
Simmons  had  been  trying  to  get  con- 
trol of  the  company  since  September 
when  he  launched  a  $3.25  tender  of- 
fer. The  reception  at  that  price  was 
chilly,  so  Simmons  is  following  up 
with  a  proxy  fight. 

The  previous  Friday,  however,  Hal- 
perin and  his  family  surfaced  as  the 
holders  of  10%  of  LLC's  common 
shares.  Halperin,  by  coincidence,  also 
owned  23%  of  Keystone,  a  stock  that 
Simmons  had  been  gradually  accumu- 
lating for  several  months.  To  add  to 
the  tangle,  days  earlier  Simmons  had 
substantially  increased  his  holdings 
in  Keystone,  requiring  a  filing  with 
the  SEC.  The  bottom  line:  Each 
would-be  asset-stripper  was  disclos- 
ing a  major  investment  in  the  other 
man's  company. 

Simmons  says  he  offered  first  to 
buy  out  Halperin's  stake  in  LLC.  Hal- 
perin agreed — if  Simmons  would  sell 
him  his  stock  in  Keystone.  "But  Hal- 


Harold  Simmons  at  the  Dallas  headquarters  of  Contran  Corp.,  his  personal  holding  company 
"I  just  buy  where  I  see  value." 
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perin  wanted  my  Keystone  stock  for 
$18,"  says  Simmons.  "I  told  him  it 
was  worth  more."  Eventually,  Sim- 
mons wound  up  buying  Halperin's 
Keystone  shares  at  25,  a  30%  premi- 
um over  the  market  price.  He  also 
bought  Halperin  out  of  LLC  at  4,  this 
time  at  a  premium  of  28%.  Halperin 
walked  out  of  the  room  with  a  profit 
of  about  $4  million. 

Simmons,  meanwhile,  with  a  40% 
stake  in  LLC  and  about  the  same  size 
share  of  Keystone,  now  has  a  good 
chance  to  control  both  companies  for 
a  total  investment  of  only  $22.5  mil- 
lion. Why  go  to  all  the  trouble?  Key- 
stone, which  makes  wire  and  rods, 
has  lost  $6  million  in  the  last  two 


years,  and  it  doesn't  even  have  an 
operating  tax-loss  carryforward.  But 
Simmons  won't  be  worried  even  if  he 
can't  realize  anything  like  the  com- 
pany's $57  book  value.  "It's  a  positive 
that  the  assets  have  a  high  tax  basis," 
he  says.  "If  any  writeoffs  are  neces- 
sary, they  do  have  the  cushion  of  a 
substantial  tax  loss." 

The  situation  at  LLC,  where  the 
proxy  fight  is  still  under  way,  is  more 
confusing.  Simmons  first  invested  in 
the  moneylosing  company  about  two 
years  ago,  attracted  by  the  leverage 
and  prospects  for  diversification. 
Over  the  last  year,  however,  he  grew 
increasingly  unhappy  with  Stephen 
Friedrich,  a  former  ITT  executive  who 


became  chairman  at  LLC  in  1975. 
Friedrich,  meanwhile,  is  worried  that 
Simmons  will  get  too  good  a  deal. 
After  a  1978  court  decision,  he  says 
Simmons  had  to  increase  his  offer  to 
the  minority  holders  of  Valhi,  Inc. 

There's  one  final  twist,  however, 
that  makes  it  hard  to  understand  why 
Friedrich  would  bother  to  fight  any 
takeover  move  at  all.  His  contract 
automatically  gives  him  a  lump-sum 
payment  of  $2.6  million — 7%  of  his 
company's  net  worth — if  there  is  any 
change  of  control  at  LLC,  regardless 
of  who  takes  over. 

It's  like  we  said.  The  really  clever 
folks  see  great  opportunities  in  com- 
panies that  are  losing  money.  ■ 


Even  Ronald  Reagan  can't  get  Legal  Ser- 
vices' 6,000  lawyers  off  the  publics  back. 


Friends  in  court 


By  Jerry  Flint 


Governor  Dick  Thornburgh 
of  Pennsylvania  was  irked  last 
month.  The  prison  break  at 
Graterford  had  failed  and  the  hostages 
were  freed,  but  maybe  it  shouldn't 
have  happened.  The  ringleader  was  a 
three-time  convicted  killer.  "He  mur- 
dered a  police  officer  and,  while  in 
prison,  murdered  a  warden  and  a  dep- 
uty warden.  Nevertheless,  Communi- 
ty Legal  Services  of  Philadelphia  in- 
sisted upon  pushing  for  a  court  order 
in  1975  requiring  that  this  convict  be 
returned  to  the  general  prison  popula- 
tion at  Graterford,"  the  governor 
complained.  "Never  again  should  gov- 
ernment permit  'cause'  groups,  or 
even  the  courts,  to  place  the  purported 
rights  of  vicious  criminals  above  the 
safety  of  law  enforcement  and  correc- 
tion officers  without  the  strongest 
possible  opposition." 

About  the  same  time,  a  federal 
iudge  stomped  on  Texas  Rural  Legal 
Aid  for  pushing  someone  to  apply  for 
a  job  with  Celanese  to  set  up  a  job 


discrimination  case.  That's  abuse  of 
legal  process,  the  judge  said,  throwing 
the  case  out  and  telling  Legal  Services 
to  pay  $20,000  to  cover  attorney  fees. 

Those  are  some  of  the  latest  tidbits 
in  the  history  of  Legal  Services,  whose 
agents  from  time  to  time  have  tried  to 
win  disability  payments  for  homosex- 
uality, turn  a  major  chunk  of  the  East 
Coast  back  to  the  Indians,  keep  racial 
quotas  in  colleges,  force  the  hiring  of 
heroin  addicts,  get  welfare  benefits  for 
illegal  aliens,  block  literacy  tests  as  a 
prerequisite  for  high  school  gradu- 
ation, spread  Medicaid  to  orthodon- 
tics, block  the  development  of  agricul- 
tural machinery  at  a  public  university 
and  get  a  state  to  pay  for  a  welfare 
recipient's  sex-change  operation. 

Who  pays  for  all  this  undemocratic 
tampering  with  American  society? 
You  do,  the  taxpayer. 

With  a  record  like  that,  you  might 
think  the  Congress — or  at  least  the 
conservative  Senate — would  work  to 
kill  the  Legal  Services  Corp.  It  was  a 
thorn  to  Reagan  when  he  was  gover- 
nor of  California  and  as  President  he 


has  moved  to  terminate  the  agency. 

But  Congress  refused  to  follow  the 
President's  lead  on  that  one,  agreeing 
only  to  cut  Legal  Services'  budget 
25%,  to  $241  million.  Now  the  Presi- 
dent is  naming  a  conservative  board 
of  directors,  which  may  crimp  the 
agency's  style.  But  it  won't  change  its 
substance,  says  number  one  critic 
Howard  Phillips,  national  director  of 
the  conservative  caucus. 

The  agency  lives  because  it  has  sup- 
port on  more  than  one  level.  While 
some  in  a  Congress  filled  with  law- 
yers consider  Legal  Services  a  "safety 
net"  for  first-year  law  school  gradu- 
ates, other  congressmen  consider  that 
"justice  for  the  poor"  and  the  Legal 
Services  Corp.  are  synonymous. 

The  LSC  goes  beyond  the  old  and 
honored  concept  of  providing  legal  aid 
to  the  indigent  in  criminal  cases.  The 
idea  grew  up  during  Lyndon  Johnson's 
war  on  poverty  to  let  government  pay 
for  suits  against  landlords,  employers 
or  spouses.  As  things  worked  out, 
many  actions  are  against  other  gov- 
ernment agencies,  federal,  state  or  lo- 
cal, for  money  denied  or  withdrawn. 

Congress  blocked  any  attempt  to 
curb  Legal  Services  during  the  Nixon 
years  by  creating  the  LSC  as  a  semi- 
autonomous  agency  in  1974.  The  bud- 
get grew  from  $71.5  million  in  1975  to 
$321  million  in  fiscal  1981,  and  that 
went  to  pay  for  17,000  employees, 
including  6,200  full-time  lawyers 
around  the  country.  There  is  a  Wash- 
ington headquarters,  but  most  of  the 
money  is  passed  to  some  300  autono- 
mous operations  involved  in  anything 
from  individual  problems — evictions 
and  the  like — to  "impact"  or  "test"  or 
"public  interest"  cases  aimed  at 
changing  the  law  or  society. 

The  program  is  enthusiastically 
supported  by  bar  associations.  What 
would  you  expect?  Legal  Services  puts 
6,000  lawyers  on  the  federal  payrolls 
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at  salaries  of  $17,000  to  $23,000.  It's  a 
training  program  for  law  school  grads 
before  they  move  to  private  practice; 
44%  of  the  staff  attorneys  have  a 
year's  experience  or  less.  There's  a 
suspicion  that  the  Legal  Service  lifts 
the  burden  of  "pro  bono"  or  free  work 
that  lawyers  in  private  practice  like  to 
say  they  do  for  the  poor. 

Even  some  businessmen  seem  sym- 
pathetic. The  Legal  Services  list  of 
supporters  includes  Robert  Anderson 
of  Atlantic  Richfield,  Roy  Anderson 
of  Lockheed,  Armand  Hammer  of  Oc- 
cidental Petroleum  and  Felix  Rohatyn 
of  Lazard  Freres,  among  others. 

The  programs  long  ago  expanded 
out  of  city  ghettos  into  every  county 
in  the  nation,  making  it  more  appeal- 
ing in  Congress.  Says  Michael  Ham- 
mond, a  congressional  staffer  and  con- 
servative enemy  of  Legal  Services, 
"It's  handy.  Some  woman  calls  up  [a 
congressman]  saying,  'My  refrigerator 
is  on  the  blink.'  There's  the  letter  on 
your  desk  saying,  'We  at  Legal  Ser- 
vices will  be  glad  to  handle  your  con- 
stituents' complaints.'  " 

Dan  Bradley,  president  of  LSC, 
springs  to  the  organization's  defense. 
"This  is  not  a  liberal  program,  a  conser- 
vative program,  a  Democratic  or  Re- 
publican program.  It's  people  who  be- 
lieve in  equal  justice  under  law,"  pro- 
claims Bradley,  sounding  as  if  he  were 
making  a  speech.  "We  had  61  votes  in 
the  Senate,"  he  boasts,  "and  we  would 
have  had  78  if  everyone  had  shown  up. " 
The  odd  cases  he  dismisses  as  just  a 
handful  in  the  millions  of  cases  in 
which  justice  is  brought  to  the  poor. 

But  that  explanation  won't  always 
wash.  Take  the  Celanese  case  in  Tex- 
as. David  Hall,  director  of  Texas  Rural 
Legal  Aid,  argues  that  Celanese  and 
its  maintenance  contractor  lay  off 
Mexican-Americans  "to  hire  Anglo 
college  kids  related  to  some  of  these 
[Celanese]  people."  But  the  suit  isn't 
just  about  maintenance  work.  "We're 
trying  to  open  up  jobs  to  people." 

That  plant  is  near  Corpus  Christi, 
where  the  population  is  heavily  Mexi- 
can-American. Does  Celanese  fire 
Mexican- Americans  to  favor  "Anglo" 
college  kids,  as  Texas  Rural  Legal  Aid 
claims?  Hall,  who  vows  that  Legal  Aid 
will  appeal  the  case  for  the  next  five 
years,  seems  to  be  accusing  Celanese 
not  only  of  discrimination  but  of  rank 
stupidity. 

What  does  the  corporation  have  to 
say  for  itself?  Alas,  the  large  $4  billion 
(sales)  Celanese  mutters  a  timid  "no 
comment" — excusing  itself  on  the  ad- 
vice of  its  lawyers.  With  forthright, 
courageous  opponents  like  that,  Legal 
Services  Corp.  is  likely  to  live  a  long 
time  at  everybody's  expense.  ■ 


The  U.S.  government  has  stopped  turning 
the  other  cheek  to  Qaddafi.  Do  we  finally 
have  a  policy  for  dealing  with  this  bloody 
international  menace? 

You  can  take 
your  oil . . . 


By  James  Cook 


EVER  SINCE  MUAMMAR  QADDAFI 
took  over  Libya  in  a  bloodless 
coup  back  in  1969,  he  has  tried 
to  mix  the  unmixable  pieties  of  Islam- 
ic fundamentalism  with  radical  politi- 
cal and  economic  innovation.  Essen- 
tially a  tribal  chieftain,  he  sees  him- 
self as  a  world  figure — the  natural 
leader  of  the  Pan  Islamic  and  Pan  Arab 
movements,  and  the  Arab  world's 
only  true  revolutionary. 

Oil  and  geography  have  given  Libya 
an  importance  all  out  of  proportion  to 
its  modest  2.5  million  population.  It 
stands  athwart  the  central  Mediterra- 
nean, with  a  potential  for  choking  off 
naval  traffic  between  Gibraltar  and 
Suez  and  threatening  the  entire  south- 
ern tier  of  NATO.  At  Potsdam  in  1945 
Stalin  demanded  the  region  as  repara- 
tions for  the  damage  Italian  divisions 
did  in  Russia  during  the  war.  And 
though  he  never  got  it,  his  heirs  suc- 
ceeded in  using  Qaddafi  to  cause  trou- 
ble throughout  the  Free  World. 

Libyan  money  has  gone  to  support 
IRA  terrorists  in  Ireland,  virtual  civil 
war  in  Turkey,  internal  unrest  in 
Egypt.  Qaddafi  has  subsidized  Malta's 
Dom  Mintoff  and  so  cost  NATO  a  key 
naval  base  in  the  Mediterranean.  He 
has  plotted  to  assassinate  U.S.  ambas- 
sadors in  several  countries.  Most  re- 
cently, he  has  attempted  to  establish 
Libyan  domination  of  neighboring 
Chad  and,  of  course,  Qaddafi  has  fa- 
natically opposed  U.S.  attempts  to 
make  peace  between  Israel  and  the 
Arab  countries. 

Who  finances  all  this?  In  large  part, 
American  motorists  do.  Libya  is  one 
of  the  world's  top  ten  producers  of  oil, 
producing  1.8  million  barrels  a  day 
last  year  and  generating  over  $20  bil- 
lion in  revenues.  Ironically,  the  U.S.  is 
the  prime  support  of  the  Libyan  oil 


Libya-watcher  Henry  Schuler 

"We  can  choose  our  time  and  win." 

industry — both  as  producer  and  as 
consumer.  Last  year  U.S.  oil  compa- 
nies accounted  for  over  60%  of  Lib- 
ya's production  through  minority 
ownership  in  Libyan  subsidiaries,  and 
U.S.  consumers  took  40%  of  Libya's 
output.  Says  Libyan  expert  G.  Henry 
M.  Schuler,  "Qaddafi  can  take  posi- 
tions all  around  the  world  that  are 
harmful  to  the  U.S.  because  he  has 
these  funds  we  provide  him  with." 

All  this  may  be  changing.  Probably 
nobody  outside  the  government  has 
had  a  greater  influence  in  reshaping 
the  U.S.'  evolving  policy  toward  Libya 
than  Schuler,  a  onetime  foreign  ser- 
vice officer,  oil  executive  and  energy 
consultant  who  now  heads  an  energy 
consulting  group  within  the  account- 
ing firm  of  Deloitte  Haskins  &  Sells. 
Schuler  was  working  in  Libya  for 
W.R.  Grace  when  Qaddafi  came  to 
power,  and  he  has  been  writing,  talk- 
ing and  lobbying  ever  since  to  get 
people  to  pay  attention  to  the  Libyan 
problem.  He  seems  finally  to  be  mak- 
ing some  headway.  State  Department 
officials  concede  many  of  the  ideas  in 
a  paper  Schuler  is  publishing  in  the 
Johns  Hopkins  SAIS  Review  are  getting 
serious  consideration. 
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Schuler  is  appalled  at  the  loose  talk 
of  trying  to  overthrow  Qaddafi 
through  some  covert  action  or 
through  backing  an  invasion  by 
Egypt — if  nothing  else,  he  says,  there 
are  too  many  Americans  in  Libya.  He 
is  doubtful  about  the  largely  ineffec- 
tive arms  embargo  the  U.S.  has  in 
force  at  the  moment,  but  he  also 
thinks  that  it's  time  to  abandon  the 
decade-long  policy  of  trying  to  come 
to  an  accommodation  with  Qaddafi. 

If  not  force,  what?  A  U.S.  boycott  of 
Libyan  oil,  Schuler  says,  would  be  an 
obvious  response  to  Libyan  aggres- 
sion in  the  Mediterranean.  He  is  not 
sure  a  boycott  would  work.  It  would 
require  the  cooperation  of  most  oil 
consuming  countries  and,  Schuler  ar- 
gues, would  probably  be  viewed  by  the 
world  as  an  act  of  economic  aggres- 
sion— even  by  Saudi  Arabia,  which 
broke  off  relations  with  Libya  14 
months  ago.  Such  a  move  might  also 
touch  off  an  Iranian-style  hostage  cri- 
sis involving  the  2,000-odd  Ameri- 
cans still  in  the  country. 

So,  why  do  it?  "We  should  choose 
our  time,"  Schuler  responds.  "Qaddafi 
chooses  his  time,  and  always  has.  We 
can,  too,  and  win."  Schuler  thinks  it 
may  be  possible  to  provoke  Qaddafi  to 
embargo  U.S.  exports — to  cut  off  his 
nose,  as  the  Arab  proverb  has  it,  so 
that  his  blood  may  fall  on  his  enemy. 
The  State  Department,  alarmed  by 
the  hostage  threat,  warned  U.S.  com- 
panies to  withdraw  their  personnel 
from  Libya  last  summer  and  has  done 
so  repeatedly  ever  since,  but  the  com- 
panies have  not  withdrawn.  Schuler 
thinks  the  State  Department  should 
force  the  companies  to  get  their  per- 
sonnel out.  "Getting  the  people  out," 
Schuler  says,  "has  to  be  the  first  step 
toward  any  sensible  policy." 

Last  month  Exxon  led  the  way — 
preparing  to  call  home  its  375  employ- 
ees and  dependents  in  Libya  and  in 
effect  walk  away  from  its  Libyan  in- 
vestment. So  far  the  other  U.S.  Lib- 
yan producers — Occidental,  Mobil, 
Conoco-Marathon- Amerada  Hess  and 
W.R.  Grace — have  shown  little  incli- 
nation to  follow.  With  their  Libyan 
investments  largely  depreciated  by 
now,  most  continue  to  make  good 
money,  when  times  are  good. 

Schuler 's  strategy  calls  for  pulling 
out  the  potential  hostages,  then  irri- 
tating Qaddafi  into  a  rash  act.  He  ex- 
pects Qaddafi  will  seize  the  compa- 
nies' assets  and  then  probably  embar- 
go shipments  of  oil  to  the  U.S.  "The 
results  will  be  on  Qaddafi's  head,  not 
ours."  Qaddafi  has  never  been  more 
vulnerable.  The  world  is  awash  in  oil. 
If  Qaddafi  should  decide  to  boycott 
the  U.S.,  there's  plenty  of  excess  ca- 


pacity in  Nigeria,  a  friendly  and  finan- 
cially strapped  country,  which  pro- 
duces a  comparable  crude  at  50  cents 
to  $1.50  a  barrel  less. 

With  production  already  off  from  1.7 
million  barrels  a  day  a  year  ago  to 
under  700,000  currently,  Libya's  oil 
revenues  are  running  under  half  of 
1980's  $20-odd  billion.  The  Chad  ad- 

Libyan  strongman  Qaddafi 
Islamic  pieties,  radical  politics. 


venture  cost  well  over  $2  billion.  So, 
unless  Qaddafi  is  prepared  to  live  off 
his  monetary  reserves,  the  cash  flow 
squeeze  should  be  immediate. 

Schuler  does  not  suggest  that  such 
measures  are  intended  to  topple  Qad- 
dafi but  to  demonstrate  U.S.  determi- 
nation to  put  policy  above  profits. 


Doesn't  an  embargo  risk  our  throwing 
the  Libyans  into  the  arms  of  the  Rus- 
sians? Schuler  argues  they're  already 
there:  3,000  to  4,000  Soviet  military 
advisers  roam  the  country.  The  arse- 
nals are  bulging  with  $15  billion  in 
Russian  arms,  paid  for  with  U.S.  oil 
dollars.  Qaddafi  has  lengthened  the 
airstrip  at  Kufra  to  three  miles  so  it 
can  handle  the  Backfire,  the  Russians' 
first-line  attack  bomber.  He  has  in- 
stalled a  dozen  SSI 2  Scaleboard  mis- 
siles capable  of  reaching  into  the 
southern  tier  of  NATO. 

State  department  officers  concede 
that  Schuler 's  views  have  been  given  a 
more  than  respectful  hearing  in  the 
department's  highest  planning  coun- 
cils. If  the  Administration  is  not  pre- 
pared to  pick  up  the  Libyan  ball  and 
run  with  it,  the  Democrats  very  likely 
will.  Senators  Hart  and  Kennedy  have 
repeatedly  called  for  an  oil  embargo, 
and  even  brought  the  Senate  last  Oc- 
tober to  within  four  votes  of  approv- 
ing one.  As  a  political  issue,  Libya  has 
considerable  popular  appeal.  That  was 
clear  when  almost  universal  domestic 
applause  greeted  the  U.S.  Navy's 
downing  of  those  two  Libyan  SU-22s 
in  August.  While  few  nations  would 
have  the  decency  to  openly  support 
anti-Qaddafi  moves,  most  would  be 
pleased  to  see  Qaddafi  made  to  pay  for 
his  manifold  crimes.  ■ 


Will  world  economic  crisis  do  what  Stalin's 
tanks  couldn't— humble  Yugoslavia? 

An  opportunity 
for  Soviet 
imperialism 


By  Lawrence  Minard 


Yugoslavia's  independence,  so  dar- 
ingly wrested  from  Stalin's  clutches 
by  the  late  Josip  Broz  Tito,  may  be 
foundering.  It  won't  be  Soviet  tanks 
threatening  Yugoslavia  but  the  world 
economic  crisis  compounded  by  do- 
mestic mismanagement. 

Yugoslavia's  vital  statistics  are  de- 
pressingly  familiar.   Inflation:  over 


40%.  Unemployment:  over  12%,  offi- 
cially, and  rising.  Hard  currency  export 
earnings:  stagnant.  Hard  currency 
debt  and  debt  service:  crippling.  After 
decades  of  impressive  growth,  average 
real  wages  dropped  10%  last  year,  an- 
other 10%  this  year.  "Many  people," 
warned  League  of  Communists  of  Yu- 
goslavia's outgoing  president,  Lazar 
Mojsov,  in  a  recent  speech,  "have  not 
realized  the  depth  of  the  abyss  we  are 
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heading  for  if  we  continue  with  irre- 
sponsible attitudes.  ..."  Strong 
words.  But  justified. 

Since  1948,  when  Tito  broke  with 
Stalin,  Yugoslavia  has  been  a  constant 
irritant  and  source  of  embarrassment 
to  the  Kremlin.  This  has  been  good 
news  for  the  West.  Nonaligned  Yugo- 
slavia is  nestled  into  the  Warsaw 
Pact's  southern  underbelly  and  sepa- 
rates the  Pact  from  Greece  to  the 
south  and  the  Adriatic  and  Italy  to  the 
west.  As  a  top  Western  military  offi- 
cer in  Belgrade  says  of  Yugoslavia's 
strategic  importance: 

"We'd  hate  like  hell  to  see  any  new 
countries  join  the  [Warsaw]  Pact." 

A  loss  of  economic  independence 
has  already  set  in.  In  1970  Commu- 
nist customers  accounted  for  only 
30%  of  Yugoslavia's  merchandise  ex- 
ports. By  last  year  the  figure  had 
climbed  to  46% .  Russia  now  provides 
about  40%  of  Yugoslavia's  16-million- 
ton-a-year  oil  consumption  and  could 
reduce  the  economy  to  chaos  with  a 
twist  of  the  valve. 

When  Marshall  Tito  was  at  the 
height  of  his  powers  Yugoslavia  was  a 
Communist  state,  but  one  whose 
leadership  kept  a  distance  from  Mos- 
cow and  decentralized,  to  a  consider- 
able degree,  its  economy  and  political 
base.  The  22  million  Yugoslav  people 
have  a  degree  of  personal  freedom  that 
remains  the  envy  of  their  Warsaw 
Pact  neighbors.  Yugoslavs  are  free  to 
hold  passports,  leave  and  enter  the 
country,  hold  unrestricted  foreign  cur- 
rency accounts. 

At  the  end  of  World  War  n,  Yugosla- 
via was  a  backward  Balkan  outpost, 
an  uneasy  agglomeration  of  precapi- 
talistic  territories — part  Roman 
Catholic,  part  Orthodox,  part  Mus- 
lim— stitched  together  with  pieces  of 
the  Hapsburg  and  Ottoman  empires. 

The  regional  jealousies  and  religious 
diversity  remain.  But  the  economy 
has  made  impressive  strides.  Less 
than  a  third  of  the  work  force  now 
works  the  land,  vs.  over  80%  in  1946. 
As  the  peasants  have  poured  off  the 
land,  the  cities  have  swelled  to  the 
bursting  point  and  inflation  has  raged 
at  about  double  the  Western  European 
rate.  But,  even  so,  the  economy  has 
grown  at  real  annual  rates  of  6%  and 
7%  over  the  last  30  years. 

As  the  world  industrial  boom  has 
slowed,  bringing  troubles  to  rich  lands 
and  poor,  weaknesses  that  had  been 
papered  over  began  to  show  up  every- 
where. For  Yugoslavia,  precariously 
balanced  between  East  and  West,  the 
dangers  are  particularly  real. 

Item.  From  1965  to  1979,  according 
to  a  telling  OECD  report,  Yugoslavia 
invested  an  extraordinarily  high  28% 


of  its  GDP  to  grow  at  6%.  Highly 
disciplined  South  Korea  invested  at  a 
23%  rate,  but  grew  at  over  10%. 

Item:  From  1965  to  1973,  when  the 
world  economy  was  still  growing  and 
exporting  was  relatively  easy,  Yugo- 
slavia's merchandise  exports  grew  at 
over  7%  a  year  in  volume  terms.  But 
from  1973  to  1979  the  growth  rate 


the  blame,  too.  They  should  have 
pulled  the  plug  long  ago.  Instead,  they 
kept  throwing  money  at  the  country's 
deficits,  hiding  the  economy's  cracks 
beneath  a  mountain  of  debt.  In  1972 
Yugoslavia's  foreign  debt  was  a  man- 
ageable $4  billion.  Today  it  is  an  ab- 
surd $20  billion.  That  works  out  to 
nearly  $1,000  per  Yugoslav,  more  debt 


Street  scene  in  Belgrade 

In  the  end,  two  choices — neither  of  them  pleasant. 


dropped  to  less  than  1.5%  as  the  econ- 
omy became  less  competitive  and  Yu- 
goslavs consumed  more  and  more  of 
domestic  output. 

Item:  Although  merchandise  exports 
to  the  West  have  slowed,  imports 
from  the  West  have  surged:  up  300% 
since  1970  (to  $8  billion  last  year),  vs.  a 
250%  increase  (to  $3.4  billion)  for  ex- 
ports. At  the  same  time,  Yugoslavia's 
substantial  "invisible"  export  earn- 
ings from  tourism  ($1.7  billion  last 
year)  and  expatriate  Yugoslav  work- 
ers' remittances  ($4.1  billion)  have 
leveled  off. 

Is  OPEC  to  blame?  Partly.  Yugosla- 
via consumes  about  16  million  tons  of 
oil  annually  and  produces  only  about  4 
million  tons.  It  imports  some  6  mil- 
lion tons  from  Russia,  which  in  the- 
ory charges  Yugoslavia  the  world 
price  but  accepts  payment  in  Yugo- 
slav capital  goods  and  consumer  goods 
in  brisk  demand  in  the  East  but  diffi- 
cult to  sell  in  the  West.  Commercial- 
ly, this  means  Yugoslavia  is  ripping 
off  the  Russians.  Politically,  it  means 
Yugoslavia  must  never  offend  Mos- 
cow. "Look  at  our  U.N.  voting  pat- 
tern," advises  a  Belgrade  journalist. 
"You'll  see  we  always  vote  with  Rus- 
sia on  the  important  issues." 

Western  bankers  deserve  a  share  of 


per  capita  than  Poland,  Brazil  or  Tur- 
key. The  cost  of  servicing  that  debt 
will  rise  to  $4  billion  this  year,  $4.5 
billion  next  year  and  to  around  $5 
billion  by  1984  or  1985.  Compare 
those  figures  to  Yugoslavia's  total  ex- 
port earnings  last  year:  $18  billion. 

Frets  Velizar  Zecevic,  domestic  eco- 
nomic editor  of  Politika,  Belgrade's 
most  influential  daily:  "Our  debt  ser- 
vice ratio  [service  costs  to  export 
earnings]  has  reached  the  point  be- 
yond which  we  cannot  go." 

It  now  appears  the  bankers  are  wor- 
ried. Last  year  10  big  Western  banks 
led  a  46-bank,  $400  million  loan  to 
Yugoslavia.  But  in  October,  when  Na- 
tional Bank  of  Yugoslavia  President 
Dr.  Ksente  Bogoev  approached  the 
banks  for  another  $400  million,  the 
bankers  cold-shouldered  him.  "Dis- 
cussions have  gone  on  for  two 
months,"  a  banker  close  to  the  pro- 
posed loan  recently  advised  us,  "so 
obviously  it  has  become  much  more 
difficult  for  Yugoslavia  to  borrow." 

Unable  to  borrow  as  easily  as  be- 
fore, and  facing  rising  interest  costs, 
Yugoslavia  has  been  forced  to  cut 
back  imports  drastically.  The  govern- 
ment promises  to  cut  the  current  ac- 
count deficit  from  $2.2  billion  last 
year  t  o  $  1 . 8  billion  this  year  and  under 
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SI  billion  in  1982.  How-  "The  mes- 
sage we  have  given  the  [worker-man- 
aged) enterprises,"  says  a  top  econo- 
mist of  his  government's  economic 
stabilization  plan,  "is  that  if  they 
want  to  import,  they  must  export." 
Yugoslav  importers  have  begun  can- 
celing orders  and  delaying  payments 
where  they  can.  Thus  Burberry  rain- 
coats and  Monopoly  sets  destined  for 
Yugoslav  consumers  are  available  at 
cut-rate  prices  in  Germany  and  Brit- 
ain. Dozens  of  domestic  Yugoslav  Air 
flights  have  been  canceled  because  of 
a  shortage  of  jet  fuel,  and  Yugoslavs 
are  being  warned  to  expect  some  heat- 
ing oil  shortages  this  winter.  The 
country's  always  active  underground 
economy  is  showing  new  signs  of 
growth  as  mechanics  and  plumbers 
and  others  with  marketable  skills  cut 
down  on  their  official  jobs  and  in- 
crease their  moonlighting — as  often 
as  possible — for  hard  currency. 

Yugoslavia's  official  internal  foreign 


exchange  market  has  not  fractioned 
for  over  a  year.  So  Yugoslav  firms 
without  direct  access  to  foreign  cur- 
rency must  now  buy  it,  illegally,  at 
premiums  up  to  100%  above  the  offi- 
cial conversion  rate. 

Can  the  decline  be  reversed? 

There  is  no  question  that  Yugoslavia 
has  tremendous  untapped  potential.  Its 
people  are  tough,  determined  to  remain 
independent  of  Russia,  ambitious  for 
more  material  improvements.  Despite 
the  economy's  progress,  wages  remain 
far  below  Western  European  levels: 
$250  a  month,  take  home,  is  consid- 
ered a  very  good  income  for  a  reason- 
ably skilled  worker,  even  in  developed 
Slovenia.  Such  low  wagescouldgive  the 
country  a  significant  export  advantage. 

Agriculture?  The  Yugoslav  Commu- 
nists have  promoted  industrial 
growth  at  the  expense  of  the  peasants. 
Decades  of  food  price  controls,  heavy 
taxation  and  inadequate  agricultural 
investment  have  turned  Yugoslavia 
into  a  food  importer.  Zdenko  Antic, 
who  covers  Yugoslavia  for  Radio  Free 
Europe's  highly  regarded  research 
staff,  says  1.7  million  acres  of  arable 
Yugoslav  farmland  has  been  aban- 
doned. Putting  this  land  into  produc- 
tion, he  says,  would  lop  off  around 
S600  million  of  the  trade  deficit. 

Capital?  Yugoslavia  has  impressive 


reserves  of  that,  too.  Over  the  years  it 
has  encouraged  its  citizens  to  work 
abroad — around  600,000  currently  do 
— and  repatriate  their  earnings.  The 
country's  banks  now  hold  about  $8  bil- 
lion of  individuals'  foreign  currency 
deposits.  But  mostly  the  money  just 
sits  there,  earning  interest  but  not 
flowing  into  productive  investments. 
So  Yugoslav  shops  now  offer  consumer 
appliances  at  sharp  discounts  to  cus- 
tomers who  pay  in  hard  currencies. 

However,  reversing  these  ineffi- 
cient policies  would  mean  tampering 
with  the  cornerstones  of  Tito's  poli- 
cies— worker  self-management  and 
regional  autonomy.  For  three  decades 
these  policies  served  Yugoslavia  well. 
But  today  these  political  cornerstones 
have  become  economic  millstones. 
With  countries  throughout  the  world 
fighting  for  a  greater  share  of  a  stag- 
nant world  economy,  only  the  hard- 
est-working, most  disciplined  coun- 
tries— nations  like  South  Korea,  Sin- 


gapore, perhaps  Brazil  and  Chile — will 
prosper  at  the  hard  work  of  exporting. 
If  anything,  self-management  discour- 
ages discipline.  Many  Yugoslavs  will 
admit,  privately,  that  under  self-man- 
agement it  is  usually  the  politically 
popular,  not  commercially  successful, 
managers  who  win  promotions.  Con- 
fides a  young  Macedonian  economist: 

"Are  the  workers  really  capable  of 
managing  themselves?  Up  to  now  we 
have  assumed  they  were.  Now  we're 
not  so  sure." 

An  American-educated  Serbian 
banker  is  blunter  still.  "Self-manage- 
ment is  a  very  humane  system,"  he 
grumbles.  "It's  especially  wonderful  if 
you  hate  to  work."  He  adds  that  any- 
one who  tries  to  change  things  is 
quickly  labeled  a  "techno-bureaucrat" 
or  "anarcho-liberal,"  and  ignored. 

Some  Yugoslavs  are  beginning  to 
argue  that  the  answer  to  the  country's 
economic  ills  is  more  incentives, 
more  private  enterprise,  but  this  is 
not  the  official  view.  In  a  long  inter- 
view in  his  well-appointed  offices 
overlooking  the  Danube,  Dr.  Zvone 
Dragan,  vice  president  of  the  Federal 
Executive  Council,  Yugoslavia's  legis- 
lature, outlined  that  view:  Yes,  Yugo- 
slavia's self-management  system 
must  be  "rationalized  to  achieve  high- 
er economic  prosperity."  But  no,  it 


must  not  be  scrapped.  Said  he: 

"We  will  not  make  basic  changes 
within  the  self-management  system. 
We  will  retain  the  social  ownership  of 
the  means  of  production  and  the  so- 
cialist character  of  the  enterprises' 
revenues.  Decision-making  on  all  fun- 
damental issues  will  still  be  done  by 
the  workers  themselves.  .  .  ." 

The  other  sacred  pillar  of  Titoism 
to  be  confronted  is  Yugoslavia's  ex- 
treme regional  autonomy.  This  was 
enshrined  in  the  constitution  by  Tito 
to  create  harmony  between  the  coun- 
try's historically  warring  territories 
by  creating  a  federation  of  six  sepa- 
rate-but-equal republics  and  two  prov- 
inces. There  has  been,  if  not  har- 
mony, at  least  peace. 

But  the  price  has  been  high.  That 
exorbitant  28%-of-GDP  investment 
rate,  for  example,  reflects  the  fact  that 
much  of  the  country's  investment  has 
been  undertaken  for  prestige  rea- 
sons— so  that  Serbia,  say,  can  have  a 
steel  mill  if  Croatia  has  one. 

The  result,  of  course,  is  very  high- 
cost  production  whose  export  chances 
are  probably  nil. 

"It's  crazy,"  grouses  Harold  Karner, 
a  very  able  top  executive  at  the  suc- 
cessful Gorenje  consumer  appliance 
complex  in  Valenje,  in  the  mountains 
of  northern  Slovenia.  "Five  republics 
have  their  own  automotive  indus- 
tries. Luckily  they  are  all  working  at 
half  of  capacity.  Otherwise  we'd  all 
drown  in  cars." 

The  problem  is  compounded, 
Karner  adds,  by  the  fact  that  govern- 
ment-subsidized loans  at  3%  or  4% 
(against  inflation  at  nearly  50%)  con- 
tinuously bail  out  incompetent  man- 
agements. "There  must  be  responsi- 
bility, responsibility  for  mistakes!" 
Karner  charges,  banging  his  fist  on  his 
desk  to  emphasize  the  point. 

Over  the  past  two  years  Yugosla- 
via's average  real  wages  have  fallen 
by  over  20%.  That  can't  go  on  for- 
ever. In  the  end  the  Yugoslavs  have 
two  choices:  They  can  make  their 
economy  more  efficient  so  that  it  can 
sell  more  goods  on  Western  markets; 
or  they  can  retain  their  political  sa- 
cred cows  and  pay  for  needed  imports 
by  increasing  exports  to  the  Soviet 
bloc,  which  is  willing  to  trade  on  a 
political  basis. 

The  first  choice  risks  unemploy- 
ment and  political  unrest.  Last 
spring's  bloody  riots  in  Yugoslavia's 
underdeveloped  province  of  Kosovo 
were  partly  caused  by  the  Muslim 
area's  nagging  economic  problems. 
The  second  choice  means  a  lower 
standard  of  living  and — perhaps 
worse — a  partial  loss  of  national  inde- 
pendence. Not  a  pleasant  choice.  ■ 


Many  Yugoslavs  will  admit,  privately,  that  under  self- 
management  it  is  usually  the  politically  popular,  not 
commercially  successful,  managers  who  win  promotions. 
Concedes  a  young  Macedonian  economist:  "Are  the  work- 
ers really  capable  of  managing  themselves?  Up  to  now  we 
have  assumed  they  were.  Now  we're  not  so  sure." 
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The  gift  of  Dewar's?  Good  things  never  vary. 


If  you  can't  deliver  your  gift  ofDewar's  "  White  Label"**  personally,  we'll  do  it  for  you. 
Call  toll  free  800-528-6148 for  details.  Gift  boxed  at  no  extra  cost. 
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At  Grumman,  we're 
developing  and  marketing 
products  that  help  America;| 
use  the  energy  that  is  all 
around  us. 

HOT  WATER  FROM  THE  SUH. 

AH  IDEA  WHOSE  TIME  HAS  COME. 

Forty  years  ago,  thous; 
of  Florida  homes  and  busi- 
nesses used  simple  solar  coi 
lectors  to  heat  water.  Today 
Grumman  is  selling  far  mor 
reliable  solar  systems.  And 


lericans  from  the  Frost  Belt 
he  Sun  Belt  are  rediscovering 
I  energy  and  cost  benefits  of 
nessing  heat  from  the  sun. 

If  just  10%  of  the  homes  in 
lerica  were  equipped  with 
umman  Sunstream™ 
ar  Hot  Water  Systems, 
iiual  energy  savings  would  be 
!  equivalent  of  500  million 
ilons  of  fuel  oil. 

i:tricity  from  the  wind, 
udea  whose  time  is  near. 

I  Wind  power  is  free,  clean, 
Khaustible,  and  another 
ctical  alternate  source  of 


energy.  A  second  generation 
windmill,  developed  by 
Grumman  Energy  Systems 
for  the  Department  of  Energy, 
delivers  18  kilowatts  of  elec- 
tricity in  a  28  mph  wind.  With 
the  cost  of  electricity  continuing 
to  skyrocket,  mass  production  of 
the  Grumman  wind  system  could 
provide  one  practical  energy 
option  for  the  near  future. 

FUSION  FROM  THE  SEA. 

AN  IDEA  WHOSE  TIME  WILL  COME. 

Looking  further  into  the 
future,  Grumman  is  helping  to 
develop  magnetic  fusion.  This 
safe,  clean  source  of  electric 
power  derives  its  fuel  from  a 
low  cost,  abundant  commodity. 


Sea  water.  This  safe,  non 
polluting  technology 
may  well  provide 


much  of  the  world's 
electricity  in  the 
21st  century. 

These  are  just  a  few  of  our 
ideas  that  can  help  America 
become  less  dependent  on 
foreign  oil.  For  more  information 
on  Grumman's  present  and 
future  participation  in 
energy  markets,  write:  Grumman 
O)rporation,  Dept.  GCP, 
Bethpage,  New  York  11714. 


GRUMMAN 


THE  SHAPE  OF 
STABILITY 


**     To  the  eye,  the  classic  form  of  Korean 
&g  Yi  Dynasty  ceramics  can  be  an  inspir- 
JpP  ing  example  of  stability  and  timeless 
perfection. 

Keen  business  insight  stresses  the  value  of 
stability  but  the  keenest  optimizes  innovation 
without  trading  off  stability. 

THE  LUCKY  GROUP  has  been  continuing  to  give 
new,  shape  to  both  the  Korean  and  international 
business  scene  since  1947.  By  stressing  stable 
growth  through  careful  diversification,  THE  LUCKY 
GROUP  reached  sales. of  US$4.9  billion  last  year 


representing  the  fullest  spectrum  of  products  and 
services:  chemicals,  semiconductors  and 
computers,  electronics  and  communications, 
energy  and  resources,  trade,  construction  and  en- 
gineering, insurance  and  securities,  public  services. 

Broaden  your  business  perspective  by  learning 
more  about  the  shape  of  things  at  THE  LUCKY 
GROUP.  Contact  our  trading  house,  Bando  Sangsa 
Co.,  Ltd.,  537  Namdaemun-ro  5-ga,  CPO  Box 
1899,Jung-gu,  Seoul  100,  Korea.  Phone:  771-32, 
Cable:  FOURCLOVER  SEOUL,  Telex:  K27266, 
K27470. 


Transforming  dreams  into  reality 

THE  LUCKY  GROUP 


Lucky,  Ltd.  DBando  Sangsa  DGold  Star  Co..  Ltd.  DGold  Star  Cable  DLucky  Continental  Carbon  DGold  Star  Tele-Electric  DLucky  Development  DGold  Star 
Electric  GHee  Sung  DKukje  Securities  DGold  Star  Instrument  &  Electric  DGold  Star  Precision  Industries  DLucky  Engineering  DShinyeong  Electric  DGold  Star 
Semiconductor   .Honam  Oil  Refinery  DKorea  Mining  &  Smelting  GPan  Korea  Insurance  DGold  Star  Alps  D The  Yonam  Foundation  DTne  Yonam  Educational  Institute 


The  empire  of  one  of  Britain's  great  impre- 
sarios is  weakened.  Is  the  old  warrior 
sleeping  or  merely  napping? 


The  lion 
in  winter 


By  Barbara  Ellis 


A FASCINATING  DRAMA  of  the 
young  warrior  succeeding 
the  old  may  be  occurring  at 
one  of  Britain's  most  suc- 
cessful entertainment  companies,  the 
domain  of  Lew  Grade — now  Lord  of 
Elstree. 

Grade,  son  of  penniless  Russian  im- 
migrants, vaudeville  dancer,  theatri- 
cal agent,  impresario,  theater 
owner,  early  television  entre- 
preneur and  more,  is  chair- 
man and  controlling  share- 
holder of  London-based  As- 
sociated Communications 
Corp.,  a  $470  million  (sales) 
entertainment  combine  that 
earned  a  record  $32  million 
pretax  in  1979. 

Grade,  75  on  Christmas 
Day,  still  gets  to  his  office  at 
5 :30  a.m.  and  keeps  to  a  sched- 
ule that  would  exhaust  many 
men  half  his  age.  But  those 
omnipresent  10-inch  Ha- 
vanas  may  be  weighing  a  bit 
heavier  these  days.  Feature 
film  production,  which  Grade  entered 
with  gusto  in  the  early  1970s,  has  been  a 
painful  disappointment.  So  has  ACC 
stock:  Peakingin  1979,  it  has  since  lost 
over  two-thirds  its  value. 

For  two  years  now,  the  news  from 
ACC  has  been  relentlessly  bad.  Raise 
the  Titanic,  three  years  in  the  making, 
produced  a  $16  million  writeoff.  Last 
December,  Britain's  broadcasting  au- 
thorities said  they  would  renew  the 
license  of  ACC's  cash  cow,  Associat- 
ed Television,  only  if  ACC  divested 
itself  of  49%  of  the  company  and 
spent  an  estimated  $20  million  on 
new  studios.  ACC's  share  price 
dropped  50%.  But  worse  was  in  store. 

Last  July,  Grade  announced  results 
for  ACC's  fiscal  year  ended  Mar.  31:  a 


profit  of  $4.9  million,  down  from 
$21.7  million,  an  unexpectedly  big 
($49.4  million)  writeoff  on  movies,  no 
final  dividend.  Then  a  power  struggle 
broke  out,  ending  in  September  when 
Grade  fired  his  close  associate  of  25 
years,  Jack  Gill,  accountant  and  ACC 
group  managing  director.  As  a  result, 
investors  were  really  nervous.  Ex- 
plains one  City  analyst: 
"Lord  Grade  was  always  the  super- 


Showman  Lord  Grade  and  financier  Hollies  a  Court 
"Delighted  he's  buying  so  many  shares,"  purrs  Grade 


salesman;  Jack  Gill  held  the  purse 
strings  and  tried  to  keep  the  financial 
reins  on."  Britain's  institutional  in- 
vestors were  adopting  a  decidedly 
chilly  stance  toward  ACC  stock. 

But  somebody  was  buying — first  a 
2%  block  of  ACC's  nonvoting  shares 
(the  only  ones  available  to  the  public) 
last  December  when  the  price  was 
plummeting;  another  27%  by  Septem- 
ber, and  then  another  2 1  %  last  month, 
boosting  the  total  stake  to  50. 1  % .  The 
investor  is  Robert  Holmes  a  Court,  44, 
an  Australian  financier  and  corporate 
raider.  Holmes  a  Court  (the  name 
dates  back  to  18th-century  British 
aristocracy)  is  not  yet  a  household 
name  in  world  financial  circles.  But 
thanks  in  part  to  his  new-found  role 


in  Lew  Grade's  saga,  he  soon  will  be. 

Unlike  Lord  Grade,  Holmes  a  Court 
avoids  publicity.  Born  in  South  Africa, 
he  first  studied  agriculture  in  New 
Zealand,  then  took  a  law  degree  in 
Perth,  Western  Australia,  where  he 
settled. 

Holmes  a  Court  is  a  trader.  When  a 
member  of  the  flying  club  he  founded 
as  a  student  crashed  a  plane,  he 
bought  the  wreck  cheap  and  sold  off 
the  components  at  a  good  profit.  He 
has  never  looked  back. 

After  about  six  years  practicing  cor- 
porate law,  Holmes  a  Court  bought 
21%  of  a  nearly  insolvent  textile  com- 
pany for  $85,000,  double  the  market 
value  of  the  shares.  Some  swift  nego- 
tiations followed.  He  persuaded  the 
state  government  of  Western  Austra- 
lia to  write  off  $429,000  in  loans  and 
made  a  deal  with  the  Belgian  govern- 
ment for  $567,000  of  modem  equip- 
ment. The  company  is  now  Austra- 
lia's biggest  and  best-equipped  dealer 
in  carpet  yams. 

In  1973  the  textile  company  took 
over  Bell  Brothers,  a  transport  and 
engineering  company  hit  by  rising 
cost  s  and  the  cooling  minerals  boom .  In 
eight  years  Holmes  a  Court  has  built 
the  merged  companies,  renamed  the 
Bell  Group,  from  sales  of  $  1 .28 
million  to  $  1 23  million,  partly 
through  acquisitions.  Earn- 
ings have  grown  from  $70,000 
to  $8  million.  Basic  activities 
now  are  transport,  natural  re- 
sources, media  (newspapers 
and  TV)  and  corporate  invest- 
ments. Holmes  a  Court  owns 
51.7%  of  Bell  Group  directly 
and  through  his  Heytesbury 
Securities. 

He  has  attracted  some 
heavyweight  partners  to  his 
natural  resource  venture, 
West  Australian  Offshore 
Oil.    Amax    has    8%  and 

  Anglo-American's  Harry  Op- 

penheimer  recently  spent  $3  million 
to  buy  15%.  Holmes  a  Court  has  been 
friendly  with  the  Oppenheimer  fam- 
ily since  days  at  school  with  some  of 
them  in  South  Africa. 

This  year  Holmes  a  Court  has  been 
concentrating  on  media  investments. 
It  was  on  a  trip  to  London  to  bid  for 
the  Times  that  he  picked  up  his  first 
ACC  shares.  Rupert  Murdoch  (the 
Australian  media  baron  whom 
Holmes  a  Court  dreams  of  rivaling) 
won  the  Times  contest  but  recently 
lost  a  top  editor,  Sir  Albert  "Larry" 
Lamb,  to  Holmes  a  Court's  newspa- 
pers. Holmes  a  Court  has  small  but 
sizable  holdings  in  Australia's  major 
media  groups,  Herald  &  Weekly  News 
and    John    Fairfax.    Through  Bell 
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HANG  ON,  AMERICA! 

Despite  the  stock  and  bond  markets' 
recent  downward  trend,  we  at  Drexel 
Burnham  Lambert  believe  the  investment 
future  looks  bright. 

In  our  view,  President  Reagan's  program 
of  reduced  federal  spending,  lower  taxes  and 
less  regulation  is  the  best  path  to  a  boom  — 
and  not  to  the  doom  that  some  suggest. 

Yes,  the  prospect  of  continued  federal 
deficits  is  of  concern.  But  they're  more  likely 
to  be  brought  under  control  by  a  program 
designed  to  stimulate  growth  than  by  the 
combination  of  excessive  government  and 
confiscatory  taxes. 

With  the  maximum  tax  on  long-term 
capital  gains  cut  to  20%;  the  maximum  tax 
on  interest,  dividends  and  short-term  gains 
cut  to  50%;  and  estate  taxes  nearly  eliminated 
for  most  taxpayers;  the  prospects  for  making 
and  keeping  wealth  in  America  are  better 
than  they've  been  for  years. 

In  time,  these  changes  are  bound  to 
have  a  positive  effect  on  our  capital  markets. 

Keep  in  mind  the  fact  that  we  didn't  get 
into  our  present  economic  difficulties  over- 
night. So  it's  unrealistic  to  believe  we'll  get 
out  of  trouble  in  a  fortnight. 

But  if  we  have  the  patience  and  courage 
to  stay  the  course,  there's  honest  hope  for  a 
new  era  of  economic  opportunity. 

Meanwhile,  we  urge  long-term  opti- 
mism, a  thoughtful  look  at  new  opportuni- 
ties appropriate  to  your  investment  needs, 
and  a  consideration  of  growth  stocks  offering 
good  chances  for  gains. 

For  a  complimentary  copy  of  our  new 
report,  The  Tax  Cuts:  An  Investment 
Perspective,  write  Drexel  Burnham 
Lambert,  Box  1-2,  60  Broad  Street,  New 
York,  N.Y.  10004. 

Drexel  Burnham  Lambert  is  a  big  inter- 
national investment  banking  and  securities 
firm.  But  not  so  big  as  to  forget  that  your 
future  determines  our  future. 

Drexel  Burnham  Lambert. 

We  believe  in  America's  future. 


Drexel  Burnham  Lambert 


60  Broad  Street.  New  York.  NY  10004 
Offices  in  principal  financial  centers  worldwide. 

Copyright.  Drexel  Burnham  Lambert  Incorporated.  1981.  Member  SIPC 


Group's  30%  stake  in  TVW  Enter- 
prises, Holmes  a  Court — TVW's  chair- 
man— has  interests  in  Adelaide  and 
Perth  TV  stations  and  is  seeking  gov- 
ernment authorization  to  keep  part  of 
a  Melbourne  station.  The  new  posi- 
tion in  ACC,  with  its  film  and  TV 
program  stockpile,  obviously  boosts 
TVW's  earnings  potential. 

Meanwhile,  back  in  London,  Lord 
Grade  is  doing  what  he  can  with 
ACC.  Early  this  year  he  sold  off 
ACC's  profitable  Ansafone  subsidiary 
for  $23.5  million.  He  raised  another 
$43  million  by  selling  forward  the 
profits  from  his  old  TV  successes  The 
Muppets  and  Jesus  of  Nazareth.  Now  he 
has  the  Los  Angeles  Airport  Park  Ho- 
tel up  for  sale.  But  he  recently  turned 
down  a  $40  million  bid  by  former 
Beatle  Paul  McCartney  for  ACC's 
Northern  Songs,  which  owns  most  of 
the  rights  to  Beatles'  songs.  (McCart- 
ney and  Yoko  Ono  are  now  suing 
Grade  for  breach  of  trust.) 

Even  so,  ACC's  balance  sheet  re- 
mained limp:  nearly  $80  million  in 
debt,  is.  just  $134  million  equity  at  its 
year-end.  This  year's  interest  costs 
will  probably  come  to  $9  million. 

Still,  analysts  figure  the  company, 
which  owns  sizable  real  estate  hold- 
ings, including  four  theaters  in  Lon- 
don's prime  West  End,  is  worth  at 
least  $3  a  share.  Holmes  a  Court  was 


able  to  buy  his  50.1%  at  an  estimated 
average  price  of  $1.03  a  share.  (It  sold 
recently  for  $1.05.) 

In  his  indomitable  way,  Lord  Grade, 
once  a  world  champion  Charleston 
dancer,  promises  much  for  the  future: 
"I  have  three  tremendous  films:  On 
Golden  Pond — you  know  we  got  the 
cover  of  Time  magazine?  You  don't  get 
that  for  an  ordinary  him. Dark  Crystal — 
we  think  this  will  be  a  tremendous  new 
dimension  to  the  film  industry. Sophie's 


Is  Grade  thinking,  perhaps 
fondly,  of  a  successor  in 
Holmes  a  Court?  "He'd  laugh 
at  that,"  Grade  parries. 


Choice,  written  by  William  Styron,  49 
weeks  on  the  bestseller  list,  starring 
Meryl  Streep,  the  biggest  woman  star 
in  the  world  today.  .  .  ."  Naturally 
ACC 's  future  is  bright :  "We  are  going  to 
grow  and  grow,  particularly  in  soft- 
ware— that  means  for  cable,  for  video 
cassettes,  discs,  for  every  means  of 
communication  and  home  entertain- 
ment. That  is  where  the  big  bonanza  is 
going  to  lie."  Watch  for  the  comeback, 
he  is  saying.  We're  not  down  yet. 

Grade,  with  his  brothers  Lord  Del- 
font  and  Leslie  Grade,  built  an  unri- 
valed show  business  empire  in  the- 


aters, films,  TV  and  agencies.  Now 
Leslie  Grade  is  dead,  and  Lord  Delfont 
heads  the  leisure  division  of  Trust- 
house  Forte.  Of  the  "Grade  Octopus" 
only  Lord  Grade's  ACC  is  left.  At  the 
last,  will  the  remainders  man  walk  in 
and  pick  up  the  property  for  a  song? 

Like  a  battle-smart  old  warrior, 
Lord  Grade  has  nothing  but  honeyed 
words  for  the  insurgent  younger 
shareholder:  "I'm  delighted  he 
[Holmes  a  Court]  has  the  confidence 
in  this  company  to  buy  so  many 
shares,  and  I  like  to  think,  rightly  or 
wrongly,  that  he  has  confidence  in 
me,"  purrs  Grade  in  a  predawn  inter- 
view in  his  office  near  Marble  Arch. 
Grade  adds  that  Holmes  a  Court  has 
not  asked  for  any  voting  shares 
(27.6%  of  which  are  owned  by  Grade, 
the  rest  by  other  board  members,  ex- 
cept for  15%  owned  by  former  mem- 
ber Jack  Gill)  or  even  a  seat  on  ACC's 
board.  But,  says  Grade,  he  "might"  be 
offered  one. 

Is  Grade  '  thinking,  perhaps  even 
fondly,  of  a  successor  in  Holmes,  a 
Court?  Grade  parries  swiftly:  "He'd 
laugh  at  that.  Is  he  going  to  give  up  his 
house  in  Australia,  his  ranches,  his 
racehorses,  all  the  business  interests  he 
has?"  Is  Grade  setting  a  snare?  Or  a 
feast  ?  Whichever,  it  must  be  granted  he 
is  carrying  off  what  may  be  his  curtain 
call  with  a  showman's  flourish.  ■ 


Six  new  ways  to  improve  your  next  presentation* 


■  Storage  compartment  provides 
pace  for  a  remote  control  and  a 
pare  lamp. 


■  Rear-access  projection 
imp  makes  it  easy  to 
eplace  lamp  or  entire 
imp  module  without 
isturbing  projector. 


■  New  high-efficiency,  long- 
life  lamp  provides  increased  illumina- 
tion with  improved  center-to-corner 
uniformity. 


■  New  slide- 
ilect  bar  lets  you 
tange  and  cue  slide 
•ays  quickly  and  easily 
ithout  having  to  plug  in 
nd  turn  on  the  projector. 


■  Built-in  viewing  screen  (on 
>me  models)  makes  it  convenient 
•  edit  or  view  slides  in  normal 
iom  illumination. 


■  Front- 
elevation  foot 
iff^eases  eleva- 
tion range  and  has  a 
quick-release  button 
in  addition  to  a  fine 
adjustment  control. 


When  we  designed  the  new  Kodak  Ektagraphic  III 
projector,  we  added  features  to  improve  performance 
and  increase  convenience.  But  we  kept  the  ones  that 
make  the  Ektagraphic  projector  a  favorite  of  audio- 
visual professionals. 

Features  as  dependable  as  gravity  and  as  simple  as 
the  wheel.  Choose  from  six  models  at  your 
dealer  in  Kodak  audiovisual  products.  Or 
use  the  coupon  for  details. 

The  new  Kodak 
Ektagraphic  JJJprojector* 


Eastman  Kodak  Company 
Dept.  A4051 
Rochester,  NY  14650 

Please  send  me  details  about  the  new  Kodak  Ektagraphic 
III  projector. 

Name 


Title 


Organization 


City 


State 


Eastman  Kodak  Company.  1981 


Zip 


Phone 


Numbers  Game 


Edited  By  Richard  Greene 


A  National  Kinney  subsidiary  is  in  such  a 
shambles  the  auditors  cant  figure  out  how 
to  restate  earnings  nine  years  back. 

All  the 
king's  horses . . . 


By  Eamonn  Fingleton 

W'  ant  a  laugh?  Take  a  look  at 
National  Kinney's  latest  an- 
nual report.  It's  a  killer. 
After  recounting  the  sorry  state  of 
its  car  parking  and  contracting  busi- 
nesses, which  ran  up  a  $20  million 
loss  last  year  on  sales  of  $305  million, 
the  company  admits  to  "errors  and 
irregularities"  in  the  accounting  for 
one  of  its  first  acquisitions,  National 
States  Electrical  Corp.  Strong  words. 
According  to  the  professional  stan- 
dards manual,  irregularities  are  "in- 
tentional distortions  of  financial 
statements  such  as  deliberate  misrep- 
resentation by  management,  some- 
times known  as  management  fraud, 
or  misappropriation  of  assets,  some- 
times known  as  defalcations." 

It  seems  that  National  States  Elec- 
trical has  been  consistently  overstat- 
ing its  earnings  to  the  tune  of  an  esti- 
mated $10  million  in  total  since  1972. 
One  glance  at  the  auditors'  opinion 
soon  reveals  that  this  was  not  a  sim- 
ple mistake.  This  was  clearly  a  case  of 
pulling  numbers  out  of  hats  and  put- 
ting them  on  the  income  statement. 
Costs  were  improperly  charged  to 
contracts  and,  worse  still,  fictitious 
items  were  entered  on  the  books. 

How  could  auditor  Arthur  Young 
have  missed  such  egregious  problems? 
Arthur  Young  doesn't  want  to  talk 
about  it.  When  the  whole  mess  came 
to  light,  recently,  the  Big  Eight  firm 
simply  threw  its  hands  in  the  air  and 
disowned  its  audits  back  to  1972,  a 
year  after  National  Kinney  was  spun 
off  from  Warner  Communications. 
Arthur  Young  couldn't  even  seek  sol- 
ace in  publishing  restated  earnings. 
That's  because  National  States'  affairs 


were  in  such  a  shambles  that  it  was 
impossible  to  reconstruct  earnings 
figures  for  prior  years. 

A  top  accountant  for  a  rival  firm 
pointed  out  that  such  an  abject  admis- 
sion from  a  Big  Eight  firm  is  very 
unusual  and  probably  opens  the  firm 
to  possible  lawsuits. 

The  fact  is,  Arthur  Young  wasn't 
the  only  one  fooled  here.  National 
Kinney  was  as  well.  The  purchase 


price  for  this  particular  acquisition, 
once  known  as  Meyerbank  Electric, 
was  largely  determined  by  its  profit 
performance  in  the  five  years  after  it 
was  acquired  in  January  1972.  It  was 
in  this  period,  when  management 
should  have  been  doubly  alert,  that 
the  discrepancies  began.  As  such,  it 
would  appear  that  National  Kinney 
got  taken,  but  good. 

For  how  much?  There's  no  way  to 
know  for  certain,  but  by  piecing  to- 
gether clues  in  the  National  Kinney 
annual  reports  over  the  years,  Forbes 
estimates  that  the  company  paid 
more  than  $10  million  for  National 
States,  of  which  about  $8  million  rep- 
resented a  premium  over  asset  values. 
Such  a  bad  deal  shouldn't  come  as  any 


surprise  to  an  aficionado  of  National 
Kinney.  Back  in  1972,  for  example, 
the  company  picked  up  Holmes  Pro- 
tection Inc.,  a  burglar  alarm  manufac- 
turer. It  was  sold  in  1975  at  a  loss  of 
$14.5  million.  In  1974  Kinney  picked 
up  Uris  Buildings  Corp.,  a  highly  lev- 
eraged owner  of  New  York  office 
buildings,  for  $1 13  million.  Its  timing 
was  horrible;  the  New  York  real  estate 
market  fell  apart,  and  National  Kin- 
ney wrote  down  its  real  estate  portfo- 
lio by  $20  million  before  selling  it  off 
in  1977.  Finally,  there  was  the  ill-fated 
acquisition  of  Jespersen-Kay  Systems 
Ltd.,  a  Canadian  maker  of  precast 
concrete  building  components.  It  was 
acquired  with  a  flourish  in  1972.  The 
manufacturing  facilities  had  to  be 
closed  down  in  1974. 

These  kinds  of  problems,  now 
capped  off  with  the  National  States 
mess,  have  been  driving  the  company 
deeper  and  deeper  into  the  muck. 
When  Warner  Communications  spun 
off  National  Kinney  ten  years  ago,  it 
was  an  apparently  thriving  conglom- 
erate with  interests  in  car  parks,  of- 
fice cleaning  and  construction  con- 
tracting. Now  it  is  a  shadow  of  its 
former  self  and  has  been  selling  off 
assets  for  the  last  few  years  to  repay 
towering  debts,  which  totaled  more 
than  $500  million  in  1974.  There  was 
subtle  symbolism  in  the  recent  move 
of  corporate  headquarters,  once 
housed  in  the  plush  Rockefeller  Cen- 
ter, to  a  scruffy  little  building  at  the 
wrong  end  of  Madison  Avenue. 

All  this  adds  up  to  a  bitterly  disap- 
pointing ride  for  the  shareholders,  who 
have  watched  the  stock  price  slide  from 
a  starting-level  equivalent  of  $15.50  a 
share  when  the  company  went  public 
in  1971  to  just  $2.25  before  trading  was 
temporarily  suspended  in  April  follow- 
ing the  company's  announcement  of  an 
investigation  into  National  States.  At 
the  same  time,  the  company's  book 
value  has  swung  from  S7.93  a  share  in 
1971  to  a  negative  69  cents  a  share  at 
the  end  of  last  year. 

The  company  intends  to  get  itself 
above 'water  by  trying  yet  another 
new  venture.  This  time  it's  going  to 
trade  metals.  A  new  president,  lawyer 
Alan  Cohen,  was  appointed  in  Octo- 
ber and  is  expected  to  spearhead  the 
venture. 

In  the  meantime,  questions  remain 
unanswered  about  the  National  States 
affair,  not  the  least  of  which  is  whether 
Kinney  will  be  sued  by  the  sharehold- 
ers, and  if  so,  for  how  much.  That's  a 
question  National  Kinney's  directors 
must  be  asking  themselves.  ■ 


FORBES,  DECEMBER  21,  1981 
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America  generates  power.  J 


Crane 
is  then 


Utility  Fluid  Control 
Products  Market  Forecasi 

Generating  plans  for  Unit) 
States  utilities  still  focus 
traditional  energy  source 
□  Committed  new  generati 
capacity  for  the  remainder 
this  decade  calls  for  mc 
than  77,137  megawatts  frc 
151  new  fossil  fueled  plan 
plus  additional  generati 
capacity  from  many  new  r 
clear  and  other  plants.  □ 
typical  2,000  MW  station  i 
quires  approximately  4,0 
valves,  ranging  in  size  frc 
1/4-inch  bronze  and  in 
valves  to  20-inch  and  larc 
steel  valves  to  handle  hi 
pressure  steam.  □  Utilitii 
also  use  a  wide  variety 
pumps,  fittings  and  wal 
treatment  equipment. 


CRANE 


® 


Crane  Co.,  300  Park  Avenue 
New  York.  NY  10022 


Crane  products 
used  extensively 
in  power  plants. 

:rane  produces  the  most  com- 
lete  line  of  valves  and  fittings  for 
Dntrolling  the  flow  of  fluids  in  elec- 
ic  utilities  and  other  power 
enerating  plants.  The  excellence 
ngineered  into  Crane  valves 
takes  them  especially  valuable 
nder  pressure  and  temperature 
xtremes. 

Crane  also  makes  a  large 
umber  of  pumps  for  use  in 
enerating  stations.  Chempump® 
anned  motor  pumps  are  leak- 
roof  and  trouble-free.  They  are 
esigned  to  circulate  hazardous 
jids  and  to  operate  at  tempera- 
ires  ranging  from  -300°F  to 
1000°F.  ' 

Crane's  Cochrane  Division  fur- 
ishes  both  demineralizers  and 
tration  systems  that  remove  con- 
iminants  from  process  water, 
"tabling  utilities  to  operate  more 
■ficiently  and  to  lower  boiler  main- 
nance  costs. 

For  more  information  on  a  com- 
,any  that's  growing  from  strength, 
rite  for  our  annual  report. 


rane—  a  leader  in  fluid  and  pol- 
tion  control  equipment,  steel, 
lament,  building  products, 
jrospace  and  aircraft  systems. 


CRANE 

 ® 

Crane  Co.,  300  Park  Avenue 
New  York,  NY  10022 


The  Streetwalker 


Investors  seem  to  like  the  look  of  a  hot 
natural  gas  play  in  Oklahoma  called  the 
Fletcher  prospect.  Look  again. 


Like  a  movie 
star's  figure 


By  Torn  Mack 

THE  NUMBERS  ARE  ENORMOUS. 
It's  said  that  the  92,200-acre 
Fletcher  prospect  in  Oklaho- 
ma's Anadarko  Basin  could  hold  over 
one  trillion  cubic  feet  of  natural  gas, 
worth  perhaps  $6  billion  in  future  rev- 
enues. The  wildcatters  involved  in  the 
field — General  Energy,  Hadson  Petro- 
leum, Saxon  Oil,  Kerr-McGee,  Kirby 
Exploration,  Moran  Energy  and  Uni- 
versal Resources— are  selling  at  high 
numbers,  too.  For  example,  analyst 
Charles  M.  Strain  of  Montgomery  Se- 
curities in  Houston  figures  that  Gen- 
eral Energy  is  worth  $22  per  share 
without  the  Fletcher;  it  is  now  selling 
at  about  41.  The  numbers  for  Saxon 
are  even  more  optimistic.  Strain  esti- 
mates its  non-Fletcher  value  at  $4, 
and  Saxon  shares  currently  trade  at 
around  13  Vz. 

All  that  would  be  fine — except 
there's  no  assurance  the  prospectors 
can  get  anywhere  near  a  collective 
trillion  cubic  feet  out  of  the  ground. 
The  problems  involved  in  the  Fletcher 
field  are  enormous. 

Its  gas  is  buried  a  very  deep  18,000 
feet  and  lower.  Since  fewer  than  1.5% 
of  the  2.7  million  wells  drilled  to  date 
in  the  U.S.  have  gone  below  15,000 
feet,  the  technology  is  hardly  old  hat. 
And  Fletcher  has  its  own  special  stum- 
bling blocks.  At  20,000  feet,  pressure 
in  the  earth's  crust  is  normally  9,000 
pounds  per  square  inch.  In  the  Fletch- 
er prospect,  it's  over  18,000  pounds, 
with  temperatures  up  to  300°  F. 

That's  what  oilmen  call  a  hostile 
environment.  Drilling  muds,  the  com- 
plicated chemicals  used  to  carry  rock 
fragments  to  the  surface  and  keep  a 
rein  on  the  gas  flow,  tend  to  bake 


solid.  Rubber  components  fail.  If  pres- 
sure control  is  lost,  wells  blow  out, 
razing  months  of  effort  and  millions 
of  dollars. 

Kirby  Exploration,  for  example, 
drilled  the  discovery  well  in  1976.  It 
was  blown  out,  and  so  were  two  sub- 
sequent wells  in  which  Kirby  had  an 
interest.  Saxon  Oil  tried  to  complete 
one  well  at  21,300  feet  with  no  suc- 
cess, then  pulled  back  1,400  feet. 
After  seven  months  and  over  $13  mil- 
lion, the  well  is  still  not  completed.  So 
far,  although  44  rigs  are  drilling  in  the 
Fletcher  prospect,  only  five  wells  have 
been  completed. 

There's  more.  Even  assuming  the 
field  is  producible,  it's  expensive.  Says 
Strain,  who  is  otherwise  optimistic, 
"There  isn't  a  company  involved 
that's  not  going  to  have  trouble  com- 
ing up  with  the  money."  Drilling  deep 
in  the  Fletcher  costs  $8  million  to  $15 
million,  when  drilling  an  average 
5,000-foot  well  costs  a  mere  $400,000 
to  $500,000.  Kerr-McGee  is  offering 
$250  million  in  20-year  debentures, 
partly  for  working  capital — which, 
Strain  surmises,  means  the  Fletcher. 
Saxon  is  considering  everything  from 
an  equity  offering  to  selling  part  of  its 
interest  in  the  prospect.  Hadson  re- 
portedly had  trouble  closing  its  $80 
million  drilling  fund  program.  And  so 
it  goes. 

For  the  moment,  of  course,  inves- 
tors seem  to  have  their  eyes  focused 
more  on  the  Fletcher's  promise  than 
its  problems.  That  isn't  unusual,  but 
quoting  a  hoary  oilfield  adage  doesn't 
seem  out  of  place  either.  "Oil  and  gas 
in  the  ground,"  so  the  old-timers  say, 
"is  like  a  movie  star's  figure.  If  you 
can't  get  your  hands  on  it,  what  good 
does  it  do  you?"  ■ 
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Why 
Williams 

Is  Worth  Watching  in  the '80s. 


Natural  resources  aren't  Williams'  only  important 
assets  beneath  the  surface  of  the  earth. 

Another  major  asset  "in  the  ground" 
—  and  occasionally  under  water,  as  the  ac- 
companying idyllic  scene  in  the  Missouri 
Ozarks  attests  —  is  Williams  Pipe  Line 
Company's  8,500- plus  miles  common 
carrier  pipeline  system. 

The  top-ranking  independ 
ently-owned  liquids  pipeline  in  the 
country  on  the  basis  of  revenues 
and  mileage,  this  reliable  network 
provides  safe,  secure  and  efficient 
transportation  to  urban  and  rural 
areas  through  much  of  a  12-state 
section  of  the  nation's  heartland, 
for  such  vital  products  as  gasoline, 
jet  fuel,  liquefied  petroleum  gas, 
crude  oil  and  liquid  fertilizers. 

This  important  component 
of  our  energy  businesses  contributed 
operating  profit  of  more  than  $60  mil 
lion  to  The  Williams  Companies'  record 
breaking  1980  year,and  is  performing  even 
better  in  1981. 

Williams  Pipe  Line  Company  has 
proven  a  reliable  performer  through  the  years, 
both  in  assuring  deliveries  of  needed  energy  and 


agricultural  products  and  in  the  generation  of 
operating  profits,  because  it  has  con 
tinued  to  meet  its  shippers'  changing  needs 
through  innovation  and  the  application  of 
advanced  technology. 

But  Williams  Pipe  Line  is 
only  part  of  The  Williams  Companies 
energy  involvement,  which  includes 
our  successful  Williams  Exploration 
Company  and  our  27.5  percent  own- 
ership in  the  nation's  largest  coa 
producer,  Peabody  Coal  Company. 
Add  the  strategic  corporate  balance 
represented  by  our  Agrico  Chem 
ical  Company,  one  of  the  world's 
leading  fertilizer  companies,  and 
our  Edgcomb  Metals  Company,  the 
nation's  leading  independent  oper- 
ator of  metals  service  centers,  and 
you've  got  quite  a  story. 

We  would  be  pleased  to 
provide  you  with  the  complete  storyand 
facts  about  all  of  our  growth  businesses 
and  their  leadership  roles  in  key  segments 
of  the  economy. 

Write  L.  R.  Francisco,  manager 
investor  relations,  The  Williams  Companies, 
One  Williams  Center,  Tulsa,  Oklahoma  74172. 


We  are  rich  in  resources. 


THE  FERTILIZER,  ENERGY  AND  METALS  COMPANY 


Agrico  Chemical  Company  •  Williams  Exploration  Company    %AMH  i  I  JltLMC 
Williams  Pipe  Line  Company  •  Edgcomb  Metals  Company    WW ffcfcf^lfrf  w 


Phelps  Dodge  Corp.  has  been  sitting  out  the 
acquisition  party.  But  for  how  long? 


Do  I  hear 
a  waltz? 


By  James  Cook 


CONSIDERING  THE  TAKEOVERS 
that  have  occurred  in  copper 
in  recent  years,  what's  wrong 
with  $2.1  billion  (assets)  Phelps 
Dodge  Corp.,  the  U.S.'  second-largest 
copper  producer?  Atlantic  Richfield 
waltzed  off  with  Anaconda,  Sohio 
with  Kennecott,  Fluor  with  St.  Joe 
Minerals.  But  here's  Phelps  Dodge 
with  some  of  the  richest  and  lowest- 
cost  reserves  in  the  U.S.,  and  nobody 
asks  it  to  dance.  "We're  not  complain- 
ing," says  Phelps  Dodge's  59-year-old 
chairman,  George  Munroe. 

With  the  possible  exception  of  gold- 
based  Homestake  Mining,  Phelps 
Dodge  is  just  about  the  last  major 
independent  mining  company  left. 
Why  so?  One  theory  is  that  PD,  like 


Homestake,  is  just  too  volatile,  too 
dependent  on  one  metal  to  be  an  at- 
tractive acquisition.  "A  very  heavy 
dependence  on  one  commodity  gives 
you  some  real  ups  and  downs,"  Mun- 
roe says.  "I'm  not  saying  that's  bad. 
But  the  extent  and  suddenness  of  the 
swings  take  some  getting  used  to." 

Copper  companies  thus  cannot  pro- 
duce the  smooth  earnings  curves  so 
beloved  of  security  analysts.  Between 
1974  and  1977,  for  example,  Phelps 
Dodge's  earnings  plunged  from  $122 
million  to  $18  million,  soared  back  to 
$111  million  by  1979,  and  then  turned 
downward  again  in  1980  and  1981. 
This  year  it  will  do  well  to  net  $60 
million,  $2.75  a  share.  Even  this  will 
be  achieved  only  by  such  accounting 
devices  as  swapping  common  for  debt 
and  by  the  sale  of  investment  tax 


credits.  As  an  operating  property, 
Phelps  Dodge  will  be  lucky  to  break 
even  this  year.  Copper's  two  biggest 
markets — housing  and  transporta- 
tion— are  flat  on  their  backs,  demand 
has  slumped  and  slumped  badly,  and 
prices  have  fallen  from  $1.44  a  pound 
as  recently  as  1980  to  something  like 
79  cents  today.  "In  real  terms,  the 
copper  price  is  as  low  as  it's  been 
since  World  War  II,"  Munroe  says, 
"and  that  puts  a  lot  of  pressure  on 
profit  margins  and  cash  flow." 

Munroe  is  hopeful  the  price  will  be- 
gin turning  around  before  the  end  of 
1982,  but  meanwhile  he's  cutting 
back  his  production — 11%  overall — 
from  scheduled  levels,  not  because 
there's  no  market,  but  because,  as  he 
says,  "we  don't  find  it  advantageous 
to  churn  out  our  reserves  at  prices 
that  are  essentially  unrewarding." 
Leave  it  in  the  ground,  he  says,  and 
that  makes  long-term  sense.  But  you 
can't  pay  bills  with  unmined  ore. 

The  situation  is  worsened  by  an 
almost  total  lack  of  diversification.  As 
a  copper  company,  Phelps  Dodge  is 
expertly  managed  but  its  efforts  at 
diversification  have  met  with  only 
moderate  success.  It  got  into  an  alu- 
minum partnership  in  1970  with 
Swiss  Aluminium  and  sold  out  last 
year  (at  an  $18  million  profit)  when  it 
became  clear  that  the  partnership 
would  need  a  great  deal  of  new  capital. 
It  forged  into  uranium  through  the 
1970  acquisition  of  Western  Nuclear, 
but  Three  Mile  Island  put  a  damper  on 
uranium  prices — and  the  payoff  Mun- 
roe had  been  counting  on. 

Some  more  recent  ventures  are  still 
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Phelps  Dodge  Chairman  George  Munroe 

The  best  protection  against  a  takeover  may  be  the  very  volatility  of  copper. 
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up  in  the  air.  An  Australian  base  met- 
als mine  has  run  into  some  metallur- 
gical problems.  The  49% -owned 
Black  Mountain  lead-silver  deposit  in 
South  Africa  looks  like  a  winner, 
though  not  as  much  of  a  winner  as  its 
1981  profit  (around  $28  million),  swol- 
len by  currency  translation  credits, 
would  seem  to  suggest. 

As  participation  in  a  going  busi- 
ness, therefore,  Phelps  Dodge  stock 
would  seem  amply  priced  at  a  recent 
$34.50  a  share.  But  from  another 
point  of  view,  the  stock  is  a  steal. 
Sohio  earlier  this  year  paid  an  as- 
tounding $1.8  billion  for  rival  Kenne- 
cott,  which  most  experts  consider  an 
inferior  property  to  Phelps  Dodge. 
Phelps  Dodge's  21.5  million  common 
shares  have  a  combined  market  value 
of  just  $740  million  at  current  prices. 
An  acquisition  price  of  $1.8  billion 
would  work  out  to  $84  a  share  for 
Phelps  Dodge.  Any  bid  below  this 
would  probably  be  resisted  by  man- 
agement. Maybe  the  prospective  price 
scares  away  suitors.  Two  billion  dol- 
lars is  a  lot  of  money,  even  today,  and 
unlike  Kennecott,  which  owned  Car- 
borundum Co.  and  produces  lots  of 
gold,  Phelps  Dodge  is  close  to  being  a 
pure  copper  play. 

There  is  a  case  to  be  made  for  acqui- 
sition, however.  Phelps  Dodge  faces 
the  need  for  heavy  capital  spending  at 


a  time  when  its  cash  flow  is  down  to  a 
trickle.  For  example,  Munroe  would 
like  to  step  up  the  development  of  a 
long-projected  copper  mine  near  Saf- 
ford,  Ariz.  He  also  knows  he  ought  to 
begin  expanding  the  Ajo  mill  to  main- 
tain production  in  the  face  of  declin- 
ing ore  grades.  But  cash  is  short,  and 
Phelps  Dodge  is  committed  to  spend- 
ing a  largely  unproductive  $150  mil- 
lion on  pollution  control  equipment  at 
its  Morenci  smelter,  and  conceivably 
another  $45  million  at  the  Ajo  smelter 


"The  long  lead  time  in  copper 
is  something  the  oil  compa- 
nies aren't  used  to.  With  us, 
it's  not  a  matter  of  months 
but  of  10  to  15  years." 


as  well.  "That's  one  reason  we  can't 
do  more  of  the  other  things  right  at 
the  moment,"  Munroe  says. 

"When  the  copper  price  improves 
we'll  generate  substantial  cash  flow 
rather  promptly.  I  would  look  to  that 
as  the  prime  source  of  our  future  cap- 
ital needs."  Munroe  figures  the  indus- 
try needs  perhaps  $1.25-a-pound  cop- 
per to  start  expanding  again,  and  ev- 
ery 1-cent-a-pound  increase  in  price 
means  $5  million  in  Phelps  Dodge's 
net.  With  a  rich  parent,  however, 


Phelps  Dodge  might  not  have  to  await 
better  copper  prices. 

Munroe  concedes  that  Phelps 
Dodge  may  conceivably  find  itself  at  a 
competitive  disadvantage  vis-a-vis  its 
competitors  who  can  turn  to  their  oil 
company  parents  for  financing.  Is  this 
an  admission  Phelps  Dodge  cannot  go 
it  alone?  Hardly.  "We'll  wait  and  see," 
Munroe  says.  "The  oil  companies  are 
going  to  want  a  return  just  like  the 
rest  of  us.  The  long  lead  time  in  our 
business  is  something  the  oil  compa- 
nies are  not  used  to.  You  find  some- 
thing, and  in  the  oil  business  you  can 
have  it  in  production  in  a  matter  of 
months.  With  us,  it's  the  beginning  of 
a  10-  to  15-year  process."  That 
shouldn't  bother  a  true  long-term  in- 
vestor. But  are  there  any  of  those  left" 

The  question  remains:  Will  Phelps 
Dodge,  the  last  independent  copper 
producer,  succumb  to  the  takeover 
trend-  Munroe,  a  lawyer  by  training, 
is  studiously  noncommittal  but  his 
demeanor  makes  it  clear  that  the 
company  is  not  on  the  bargain 
counter.  But  single-line  companies 
like  Phelps  Dodge,  no  matter  how 
well  run,  are  a  rarity,  almost  an  anach- 
ronism. Could  Munroe  hold  his  stock- 
holders in  line  if  somebody  offered 
substantially  more  than  the  current 
market  price,  even  if  substantially  less 
than  its  long-term  value?  ■ 


SCUDDER 


PAYROLL  DEDUCTION 
IRA  PLANS 
FOR  EMPLOYERS 


Scudder  offers  special  IRA  plans 
for  corporate,  public,  and  other 

employers 
seeking  ways 
to  give  their 
employees 
access  to  the 
new  IRA 

benefits.  Automatic  payroll  deduction 
plans  are  available.  Call  for  our 
comprehensive  booklet  describing 
Scudder's  pians  for  employers. 

Investment  options  are  flexible  and 
include  seven  Scudder  no-load  mutual 
funds:  money  market,  common  stock, 
income,  and  international. 

THE  SCUDDER  NATIONAL  SERVICE  NETWORK 

Boca  Raton  •Boston  •  Chicago  •  Cincinnati  •  Cleveland  •  Dallas  •Houston 
Los  Angeles  •  New  York  •  Philadelphia  •  Portland.  (Ore.)  •  San  Francisco 

This  offering  is  made  by  Scudder  Fund  Distributors,  Inc. 


SCUDDER  INDIVIDUAL 
RETIREMENT  ACCOUNTS 

Scudder  Fund  Distributors,  Inc. 
175  Federal  Street,  Boston,  MA  021 10 

For  more  complete  information,  including 
management  fees  and  expenses,  please 
WRITE  or  CALL  TOLL  FREE  for 
prospectuses  and  special  literature. 
Read  material  carefully  before  you 
invest  or  send  money. 

NATIONAL  GROUP 
IRA  DEPARTMENT 

1-800-225-2471 

(within  Mass.,  call  collect 
617-482-3990) 


Removes 
those  unwanted 

.   lines  t 
in  seconds. 


When  you  use  an  IBM  Elec- 
ionic  75  Typewriter,  you'll 
sver  be  embarrassed  by  un- 
ghtly  typing  errors  again. 

At  the  touch  of  a  button,  you 
m  automatically  rid  yourself  of 
character,  a  word,  even  an  en- 
re  line — with  no  tell-tale  signs. 

But  that's  not  all. 
!  The  IBM  Electronic  75  Type- 
riter  also  offers  you  automatic 
dents,  centering,  underlining, 
id  column  layout, 
i  You  also  get  a  memory  that 
In  store  up  to  7,500  charac- 
rs.  (With  optional  memory: 


15,500  characters.) 

So  when  you  have  something 
to  retype,  the  typewriter  auto- 
matically types  it. 

What  do  all  these  features 
mean  to  you? 

They  mean  that  your  work 
can  look  perfect  in  a  matter  of 
seconds. 

And  when  your  work  looks 
perfect,  you  can  never  look  bad. 

To  order  call  IBM  Direct  at 
the  toll-free  numbers  below.  Or, 
for  a  free  demonstration  call 
your  local  IBM  Office  Products 
Division  Representative.  L 


Free  demonstration 

For  a  free  demonstration  of  the  IBM  Electronic 
75  Typewriter,  write  today  to:  IBM  Office 
Products  Division,  400  Parson's  Pond  Drive/ 
Dept.  804  L,  Franklin  Lakes,  N.J.  07417. 
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BUSINESS  PHONE 


10-12-21-81 


Office  Products  Division 
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Call  IBM  Direct  800-631-5582  Ext.  10.  In  New  Jersey  800-352-4960  Ext.  10. 
In  Hawaii/Alaska  800-526-2484  Ext.  10. 


Meeting  Japan's  Challenge 


Second  in  a  Series 


HOLD  THE  KEY 


Many  factors  contribute  to  productivity:  producible  designs,  superior 
toots,  clever  processes,  minimal  regulations. 

But,  heading  the  list  is  people.  Most  of  us  are  aware  of  the  impressive 
productivity  improvements  Japanese  companies  have  realized  with  their 
people  by  using  teams  of  cooperating  workers  called  Quality  Circles. 

Wisely,  hundreds  of  American  companies  now  are  duplicating  these 
efforts  in  their  factories. 

At  Motorola,  over  a  decade  ago,  we  initiated  a  plan  of  our  own.  Today  we 
call  it  the  Participative  Management  Program  (PMP),  and  it  reaches  beyond 
the  factory  floor  We  believe  it  has  helped  us  achieve  the  same,  and  often 
better;  guality  and  productivity  results  for  which  Japanese  companies  get  credit. 

PMP  is  an  effective  way  to  get  the  individual  worker  more  involved, 
responsible,  informed,  and  therefore,  more  productive. 

Any  individual  worker  can  suggest  things  about  any  job  he  or  she 
does  that  a  supervisor  may  not  know  as  well.  As  management  listens  and 
acts,  quality  and  output  rise. 

In  PMP  teams  of  employees  meet  frequently,  sometimes  daily, 
among  themselves  and  with  support  groups  to  tackle  the  basics.  Everyone 
is  encouraged  to  define  problems  and  suggest  solutions.  The  management 
listens,  contributes,  acts.  Each  team  operates  to  high,  published  standards 
which  it  participates  in  setting.  The  teams  measure  their  improving  per- 
formance to  these  standards  daily,  weekly,  monthly.  And  everyone  benefits. 

Employees  who  want  to  can  communicate  additionally  by  submitting 
written  recommendations.  These  are  posted  on  prominent  bulletin  boards 
and  must  be  answered  in  72  hours.  Not  just  with  words,  but  with  changes  in 
tools,  procedures  or  policies  when  humanly  possible. 

The  results  have  been  dramatic.  Quality,  output,  and  customer  service 
are  way  up.  Costs  are  down.  Our  jobs  are  more  satisfying. 

One-third  of  our  45,000  U.S.  employees  are  operating  under  PMP 
today  Building  on  our  years  of  experience,  the  balance  of  our  U.S.  operations 
will  be  fully  managed  through  employee  participation  in  1983. 

If  we  are  succeeding  well  now,  and  we  are,  imagine  how  much  better 
we  will  be  soon. 

There  is  much  more  to  PMP  that  we'll  be  talking  about  in  ads  to  come. 
You  see,  we  believe  what  we  Ve  learned  about  productivity  and  the  American 
worker  can  help  other  companies  as  well. 


Quality  and  productivity  through  employee  participation  in  management. 
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Roger  Corman  makes  money,  but  does  he 
make  art?  Listen,  he  says,  7  was  making 
interplanetary  adventures  when  George 
Lucas  was  in  grammar  school. " 


The  mogul 


By  William  Harris 

Iike  the  25-cent  admission  price, 
_  the  movie  mogul  is  now  part  ol 
I  Hollywood  mythology.  Auto- 
crats like  Louis  B.  Mayer  or  Harry 
Conn  once  ruled  the  studios,  calling 
all  shots,  making  and  breaking  careers 
with  the  flick  of  a  cigar  ash.  They 
were  tough,  arrogant  SOBs,  but  they 
sometimes  made  good  movies  and 
helped  keep  the  world  happy.  The  mo- 
guls are  dead,  but  their  spirit  lives  on 
in  Roger  Corman,  president  of  New 
World  Pictures. 

Roger  Corman  isn't  exactly  a 
household  name— unless  one  lives 
close  to  a  drive-in.  That's  where  Cor- 
man's  films  usually  play:  such  titles  as 
Crybaby  Killer,  It  Conquered  the  World 
and  Women  in  Cages.  Corman,  55,  has 
directed,  produced  and/or  distributed 
some  200  such  films  in  the  last  28 
years,  and  all  but  a  handful  made  mon- 
ey. "We're  not  the  biggest-grossing 
independent  production  and  distribu- 
tion company,"  Corman  says  of  pri- 
vately owned  New  World,  which 
booked  $55  million  in  sales  last  year, 
"but  we're  the  most  profitable." 

Corman's  success  is  based  on  the 
low-risk  strategy  he  first  mapped  out 
in  1953.  Instead  of  shooting  for  the 
big  winner,  Corman  tries  to  make 
some  money  on  each  of  his  movies.  If 
he  doesn't  spend  much,  each  picture 
has  a  better  chance  of  turning  a  profit. 
Corman  has  never  tried  to  dictate  so- 
called  taste  to  moviegoers.  As  long  as 
a  film  is  exciting,  blending  enough 
sex,  violence,  science  fiction  or  horror 
to  keep  the  plot  moving,  the  young 
audience  will  drive  in. 

How  does  Corman  cut  costs?  For 
one  thing  he  works  super  quickly. 


There's  no  time  for  prima  donna  egos 
on  a  Roger  Corman  set.  He  has  been 
known  to  do  50  setups  in  a  day,  and 
no  scene  is  shot  more  than  three 
times.  The  typical  Corman  shooting 
schedule  is  only  four  weeks. 

He  keeps  labor  costs  down  by  hiring 
most  of  his  technicians  straight  out  of 


film  school,  giving  them  an  opportu- 
nity to  work  in  an  industry  where 
unemployment  runs  about  50%. 
"People  get  a  reasonable  wage,  but  not 
a  giant  one,"  says  the  tall,  deep-voiced 
Corman,  seated  in  his  ultramodern 
Los  Angeles  office.  "I've  never  paid  a 
director  less  than  $1,000  a  week,  al- 
though I  could  probably  offer  the  guy 
$200  a  week  and  he'd  take  the  job." 

Corman  made  Monster  from  the 
Ocean  Floor  for  $18,000  in  1953  and 
netted  $100,000.  Three  years  later  At- 
tack of  the  Crab  Monsters,  costing 
$70,000,  returned  an  $800,000  profit. 
Grand  Theft  Auto,  a  more  recent  Cor- 
man effort,  made  $4  million  on  an 
initial  $600,000  investment. 

While  the  average  cost  of  Corman's 
films  has  grown  to  about  $1.5  million, 
thanks  to  both  inflation  and  audience 
demand  for  slicker  production  values, 
he  still  makes  movies  cheaper  than 
the  major  studios  where  a  feature 
typically  costs  $8  million.  "I  like 
working  in  low-budget  films,  as  I'm 
not  very  patient,"  explains  Corman — 
meaning  he  wants  to  get  his  money 
back  fast;  he  finances  his  movies  out 


Filmmaker  Roger  Corman 
Low  budgets,  big  profits. 
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of  cash  flow  rather  than  borrowing. 

Hollywood  wags,  whose  numbers 
are  legion,  don't  dispute  Corman's 
business  acumen,  but  sneer  at  his  cre- 
ativity, dubbing  his  films  "schlock" — 
Yiddish  for  cheap  merchandise — or 
"exploitation."  Corman  disagrees. 
"My  movies  are  made  on  two  levels," 
he  claims.  "The  surface  is  commer- 
cial, but  there  is  a  subtextural  level. 
Weird  as  it  may  sound,  theNurses  and 
Teachers  films,"  he  says,  referring  to  a 
string  of  sexy  films  he  produced  in  the 
early  1970s,  "are  strong  feminist 
statements."  He  has  only  once  al- 
lowed the  message  to  get  the  upper 
hand.  In  1961  he  made  The  Intruder, 
about  the  injustices  of  racial  segrega- 
tion. It  lost  money.  Corman  has  not 
made  another  message  film  since. 

Yet  he  prides  himself  on  using  topi- 
cal ideas — his  own  or  others'.  He  shot 
War  of  the  Satellites  in  1957,  shortly 
after  the  Sputnik  launch;  he  made  a 
low-budgeter  calledPiranha ,  following 
the  1975  success  oijaws. 

"Sure,  Piranha  was  inspired  by  the 
success  of  Jaws,"  Corman  shrugs. 
"But  I've  been  number  one  more  often 
than  any  other  producer.  Look  ax.  Eat 
My  Dust.  We  made  that  cross-country 
car-chase  picture  in  1976.  A  year  and 
a  half  later,  out  came  Smokey  and  the 
Bandit  with  exactly  the  same  story 
line." 

Normally  affable,  Corman  turns  tes- 
ty: "I  made  15  science  fiction  films 
before  Star  Wars,"  he  snaps.  "I  was 
making  interplanetary  adventures 
when  George  Lucas  was  in  grammar 
school.  What  is  Jaws  but  a  big-budget 
Monster  from  the  Ocean  Floor7." 

Corman,  who  grew  up  in  Beverly 
Hills,  seems  to  have  had  the  movie 
business  in  his  blood.  To  please  his 
father,  a  civil  engineer,  he  went  to 
Stanford  and  took  a  degree  in  engi- 
neering in  1947.  He  even  got  an  engi- 
neering job — but  quit  it  four  days  later 
to  work  at  Twentieth  Century-Fox  as 
a  messenger.  Corman  soon  moved  on, 
becoming  a  script  reader  and  then  lit- 
erary agent.  But  instead  of  pushing  his 
clients,  he  sold  his  own  script  and 
used  the  proceeds  to  produce  his  first 
feature.  That  was  Monster  from  the 
Ocean  Floor — produced  on  an  $18,000 
budget  in  six  days,  then  sold  to  a  dis- 
tributor for  $30,000. 

Shortly  after  Monster,  Corman — 
with  no  film  training — started  direct- 
ing as  well.  In  the  next  15  years  he 
produced  and  directed  70  pictures, 
and  sponsored  some  of  the  brightest 
talents  to  come  along  in  filmmaking. 
Francis  Ford  Coppola  directed  his  first 
feature  for  Corman,  a  Psycho  deriva- 
tive called  Dementia  13-  Other  Cor- 
man alumni  include  directors  Martin 
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100%  NEUTRAL  SPIRITS  DISTILLED  FROM  GRAIN  80  PROOF.  GORDON'S  DRY  GIN  CO.  LTD* ,  LINDEN,  N.J, 

It's  crystal'dear. 
It's  a  bit  more  expensive, but  for  an  impeccable  dry  Martini, 
the  world  comes  to  Gordon's! 
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Scorcese  and  Peter  Bogdanovich, 
writer  Robert  Towne  (Chinatown)  and 
actors  Jack  Nicholson  and  Robert 
DeNiro.  Such  professionals  respect 
Corman,  as  do  serious  film  institutes 
around  the  world.  He's  the  youngest 
director  ever  honored  with  film  retro- 
spectives at  the  Cinematheque  Fran- 
cois in  Paris,  the  National  Film  The- 
atre in  London  and  New  York's  Muse- 
um of  Modem  Art.  These  experts 
discern  an  antiestablishment  view- 
point in  such  Corman  epics  as  A  Buck- 
et of  Blood. 

As  the  business  has  changed,  Cor- 
man has  adapted.  Until  1970  Corman 
sold  distribution  rights  to  other  com- 
panies. But  that  year  he  founded  New 
World  Pictures  and  moved  into  distri- 
bution, taking  the  middleman's  40% . 
Corman  no  longer  directs,  but  he  per- 
sonally chooses  story  ideas,  assigns 
budgets  and  sets  shooting  schedules. 
New  World,  says  Corman,  was  profit- 
able within  six  months  of  starting. 

He  has  also  diversified  his  product. 
Foreseeing  almost  ten  years  ago  that 
the  drive-in  business  would  decline — 
and  wanting  product  that  could  play 
year-round  rather  than  during  the  six- 
month  drive-in  season — Corman 
steered  New  World  into  foreign  film 
distribution.  He  started  with  Ingmar 
Bergman's  Cries  and  Wloispers  in  1973. 
"I  felt  art  films  were  not  being  distrib- 
uted well,"  Corman  recalls.  "The  ma- 
jor studios  did  not  know  how  to  sell 
them,  and  the  smaller  aficionado  dis- 
tribution outfits  handled  them  with 
too  much  respect." 

Initially,  Corman  followed  the  es- 
tablished art  film  distribution  pattern. 
He  opened  Cries  and  Whispers  in  New 
York,  collected  critical  kudos,  then 
placed  it  in  art  theaters  across  the 
U.S.  But  Corman  took  the  film  one 
step  further.  Following  the  art  house 
release,  Corman  pushed  it  into  his 
traditional  outlets,  the  drive-ins.  Ing- 
mar Bergman  playing  the  drive-in  cir- 
cuit sounds  crazy,  but  it  worked. 

"It  was  not  wildly  successful  in 
drive-ins,"  admits  Corman,  who  says 
art  films  now  contribute  20%  of  his 
sales,  "but  it  didn't  fail  either.  Cries 
and  Whispers  became  the  most  com- 
mercially successful  film  Bergman 
ever  made."  Corman,  who  put  up 
$75,000  for  the  U.S.  distribution 
rights  and  spent  another  $75,000  on 
advertising  and  prints,  recovered  his 
costs  and  a  $750,000  profit  besides. 

Since  then  New  World  has  success- 
fully distributed  about  15  foreign  fea- 
tures. Corman  mostly  sticks  with  the 
heavyweights  of  foreign  filmmaking 


because  the  odds  on  making  a  profit 
are  better  with  their  films. 

"We  broadened  the  face  of  art  film 
distribution  in  the  U.S.,"  Corman 
boasts,  "making  the  market  more  lu- 
crative. Now  we're  partly  victims  of 
our  own  success.  A  decade  ago  we 
were  bidding  $50,000  to  $100,000  to 
acquire  the  distribution  rights.  I'm 
putting  up  $400,000  and  more  today." 

To  head  off  competition  from  the 
big  studios  for  foreign  product,  Cor- 
man has  been  forced  to  put  up  money 
earlier.  Instead  of  buying  a  completed 
movie,  he's  now  investing  in  foreign 
production  after  reading  a  script. 
That's  more  risky  than  he  likes.  Take 
the  new  Werner  Herzog  film,  Fitzcar- 
raldo,  shooting  in  Peru.  Jason  Robards 


The  Corman  sell 


That  old  movie  Magic. 


and  Mick  Jagger  were  set  to  star,  but 
Robards  got  sick  and  dropped  out.  His 
part  is  now  being  played  by  German 
actor  Klaus  Kinski. 

"My  potential  in  the  U.S.  commer- 
cial market  after  the  initial  art  release 
has  diminished,"  explains  Corman, 
referring  to  the  casting  change.  "Ro- 
bards gave  a  certain  stature  to  the 
film.  Here  were  the  rock  singer  and 
the  Oscar-winning  actor  in  the  same 
film,  directed  by,  for  those  who  care, 
Werner  Herzog." 

If  Fitzcarraldo  fails,  Corman  will  no 
doubt  do  what  he  has  done  before — 
retrench.  In  the  late  1970s,  he  fi- 
nanced Peter  Bogdanovich's  Saint 
Jack,  from  the  novel  by  Paul  Theroux, 
hoping  to  bridge  the  gap  between  his 
own  commercial  products  and  the 
highfalutin  foreign  ones.  Saint  Jack, 
costing  $2.1  million,  lost  $350,000. 
No  more,  said  Corman,  who  bounced 


back  with  Hwnanoids from  the  Deep. 

But  the  number  of  venues  for  Cor- 
man's  catchy-titled,  low-brow  fare 
has  been  shrinking.  Drive-ins  are  dis- 
appearing and  theater  owners  want 
product  to  attract  a  more  mature  audi- 
ence, one  that — after  Star  Wars — 
won't  settle  for  low-budget  special  ef- 
fects. "The  audience  is  more  discri- 
minating," acknowledges  Corman 
wistfully,  knowing  his  production 
costs  must  rise.  "The  drive-in  crowd 
didn't  mind  a  more  basic  movie."  But 
Corman  reckons  he  is  equal  to  the 
challenge.  In  1982  he  expects  to  re- 
lease 12  films,  producing  half  and 
picking  up  the  rest.  Upcoming  fea- 
tures like  Battletruck  and  Mutant  indi- 
cate the  master  hasn't  lost  his  touch. 

While  Corman  expects  to  continue 
financing  most  of  that  production  out 
of  cash  flow,  he  has  access  to  a  $4 
million  line  of  credit  with  Bank  of 
America  should  he  need  additional 
funds.  Corman  is  now  talking  about 
some  sort  of  public  financing,  which 
would  offer  outsiders  the  chance  to 
invest  in  a  group  of  films.  But  he  has 
no  plans  to  take  New  World  public.  He 
draws  an  annual  salary  of  more  than 
$1  million — enough  to  afford  him  a 
house  in  the  better  section  of  Pacific 
Palisades  three  doors  down  from  the 
old  Reagan  residence.  (We  weren't 
friends,  just  neighbors,  says  Corman 
who  is  politically  closer  to  California'. 
Democratic  Senator  Alan  Cranston.) 

When  it  comes  to  investments, 
Corman  is  like  businessmen  every- 
where—in the  stock  market  but  in  a 
disinterested  way.  His  portfolio  was 
put  together  by  his  father,  William, 
who  liked  companies  with  physical 
assets — mineral  rights  and  land  hold- 
ings. He  favored  western  railroads  be- 
cause of  their  mineral-rich  rights  of 
way.  Thus  Roger  Corman's  portfolio 
has  long  included  Canadian  Pacific 
and  Southern  Pacific  as  well  as  Texas- 
gulf,  now  part  of  Elf  Aquitaine.  On  his 
own,  Corman  prefers  investing  in 
West  Coast  real  estate,  including  New 
World's  two-story  office  building  and 
its  two-acre  studio  facility.  His  one 
outside  investment  in  the  movie  busi- 
ness was,  fittingly,  in  American  Inter- 
national Pictures,  Corman's  early 
distributor. 

In  a  community  where  the  head  of  a 
major  studio  is  a  figure  of  grandeur,  an 
inspirer  of  awe,  doesn't  Corman  yearn 
for  the  big  time?  In  fact,  he  says  he 
was  offered  the  presidency  of  a  major 
studio  and  turned  it  down.  Corman 
grins:  "I  make  more  money  now  than 
almost  any  other  studio  head,"  he 
says.  Still  smiling,  almost  laughing: 
"There's  no  job  security  at  the  major 
studios.  I  plan  to  endure."  ■ 
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Mazda  GLC.  On  paper  it's  terrific 
On  the  road  it's  even  better. 


Tie  more  you  look  at  the 
Lnest  economy  cars  in 
he  world,  the  more  you 
ike  the  Mazda  GLC. 

You'll  find  it's  an  out- 
tanding  value.  And 
n  outstanding 
nachine  to  drive. 

When 
4azda  engi- 
leers  first 
lesigned  the 
jLC,  they  were 
ree  to  analyze 
xisting  front- wheel  - 
Irive  technology  and  to 
mprove  it. 

As  a  result,  the  GLC's 
ront  -  wheel  -  drive 
onfiguration  attained 
(utstanding  levels  of 
xcellence  in  virtually 
■very  area,  including 
uel  economy. 

It's 


STATE-OF-THE-ART 
FRONT-WHEEL  DRIVE. 

In  designing  the  Mazda 
GLC,  our  engineers  dealt 
with  several 
problems 
encoun- 
tered 
in 


44  34 


powered 

ST.  hwy.  mpg  est.  mpg  by  a  1.5 
itre,  4-cylinder,  over- 
lead  cam  engine.  But  to 
eally  know  its  technical 
ophistication,  you've 
jot  to  drive  it  yourself 
md  feel  how  the  GLC 
akes  care  of  business  on 
he  road. 


many 
front- 
wheel- 
drive 
cars. 

One  of  them  is  torque 
steer,  which  they  effec- 
tively eliminated  by  an 
ingenious  positioning 
of  the  transaxle  power 
takeoff  point. 

Another  front-wheel- 
drive  problem  is  gear 
shifting  that  is 
rubbery  and 
imprecise.  This 


is  due  to  the  long  shift 
linkage  required  to  con- 
nect the  driver's  gearshift 
lever  with  the  forward- 
mounted  transmission. 
Our  engineers'  solu- 


tion was  a  unique  parallel 
linkage  system  in  which 
the  shift  linkage  rod  is 
stabilized  by  a  second 
rod  situated  above  it. 

This  design  makes 
running  through  the 
gears  a  series  of  sure, 
crisp  throws. 

PATENTED 
REAR  SUSPENSION 
AIDS  HANDLING. 

When  the  wheels  of  a  car 
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Semi-trailing  Mazda's  exclusive 
arm  suspension,  Twin  Link  design 
showing  toe  ou  t.    cou  n  teracts  toe  ou  t. 

are  subjected  to  rearward 
force— when  you  go  over 
a  bump,  for  example— 
they  tend  to  toe  out. 
Such  a  change  interferes 
with  the  car's  stability. 

Mazda  engineers  de- 
signed a  patented  Twin 
Link  rear-suspension 
system  that  counteracts 
toe  out.  Instead,  the 
GLC's  rear  wheels  remain 
in  a  neutral  position  to 
help  hold  the  car  on  track. 


1982Mazda  $^^(^* 


GLC  Custom 


*1982  EPA  estimates  for  comparison 
purposes  for  GLC  Custom  3-door 
with  4-speed  transmission.  Your 
mileage  may  vary  with  trip  length, 
speed  and  weather.  Actual  high- 
way mileage  will  probably  be  less. 
"Manufacturer's  suggested  retail 
price  for  GLC  Custom  3-door. 
Actual  prices  set  by  dealers.  Taxes, 
license,  freight,  options  and  other 
dealer  charges  extra.  Prices  may 
change  without  notice.  Avail- 
ability at  dealers  of  vehicles  with 
specific  features  may  vary. 

A  MAZDA  GLC  CATALOG 
WILL  TELL  YOU  EVEN  MORE. 

We'd  like  to  rush  you  a  copy  of 
our  full-color,  20-page  catalog 
describing  the  1982  Mazda 
GLC  Hatchbacks  and  Sedans. 
Just  send  your  name  and 
address  to: 

Hooven  Business  Mail 

P.O.  Box  15014 

Los  Angeles,  CA  90015 

Attn:  Mazda  GLC  Offer 


NAME 


ADDRESS 


CITY 


STATE 


ZIP 


Or  pick  up  a  1982  catalog  from 
j^your  nearest  Mazda  dealer. 


The  more  you  look, 
the  more  you  like. 


The  Money  Men 


Rex  Sinquefield,  high  priest  of  the  index 
fund,  is  back  with  another  ingenious  idea 
that  he's  sure  cannot  fail. 


"We  have  a  tie  in 
to  Mecca" 


By  Maurice  Barnfather 

Active  portfolio  management? 
Crap,"  sneers  Rex  A.  Sinquefield,  the 
former  trust  department  chief  of  Chi- 
cago's $2.4  billion  (assets)  American 
National  Bank  &  Trust.  He  would  say 
that.  The  usually  amicable  Sinque- 
field, 37,  set  out  in  May  with  two 


friends — Larry  Klotz  and  Dave  Booth 
from  A.G.  Becker — to  form  Dimen- 
sional Fund  Advisors,  a  business  dedi- 
cated to  index  funds. 

An  index  fund  is  the  ultimate  denial 
of  active  portfolio  management.  It 
says  that  by  holding  a  wide  cross  sec- 
tion of  stocks  you  can  do  as  well  as — 
or  even  better  than — you  could  by 


buying  and  selling  to  try  to  be  with 
the  winners. 

Sinquefield  actually  invented  the 
index  fund  while  he  was  at  American 
National  in  1973,  less  than  a  year  after 
joining  the  bank,  having  graduated 
with  an  M.B.A.  from  the  University 
of  Chicago  business  school  in  1972. 
With  other  products,  the  trust  depart- 
ment's index  funds  had  soared,  from 
$30  million  in  1973  to  $4  billion  by 
year-end  1980,  by  the  time  Sinque- 
field quit  to  put  another  of  his  theo- 
ries to  test.  Sinquefield's  current  the- 
ory is  a  refinement  of  his  first.  It  says 
that  indexing  works  best  if  you  buy 
small  stocks  instead  of  big  ones  be- 
cause, over  any  long  period,  small 
stocks  outperform  big  ones.  So,  what 
he  is  promoting  now  is  an  index  fund 
of  all  small  companies  in  the  bottom 
20%  by  market  value  on  the  New 
York  Stock  Exchange,  the  American 
Stock  Exchange  and  over-the-counter. 

Indexing  is  not  for  the  investor  who 
wants  excitement,  Sinquefield  con- 
cedes. "It's  for  institutions  in  for  the 
long  haul,  not  the  investor  who  wants 
to  dip-and-dart."  Sinquefield,  a  mod- 
est man — "Larry  and  Dave  needed  a 
genius  to  bring  this  idea  to  life,  but 
they  got  me  instead" — thinks  there 


Rex  A.  Sinquefield,  in  Chicago's  Grant  Park 

"Larry  and  Dave  needed  a  genius  to  bring  this  idea  to  life,  but  they  got  me  instead. 
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are  enough  big,  patient  investors,  pen- 
sion funds  most  of  them,  to  attract  $3 
billion  to  $5  billion  in  the  next  few 
years.  After  it  starts  up  this  month, 
the  first  inflow  of  money  will  go  into 
perhaps  1,000  companies  during  the 
next  six  months.  Naturally  the  man- 
agement fee  for  such  a  fund  is  high: 
five-tenths  of  1%,  vs.  a  usual  index 
fund  fee  of  one-tenth  of  1%.  But 
Sinquefield  is  undaunted:  "There's 
overwhelming  evidence  that  institu- 
tions want  this  fund." 

How  is  he  so  sure?  A  client  of  Larry 
Klotz',  EdBrewer  of  $600  million  (sales) 
Cooper  Tire,  moaned  that  its  pension 
money  went  into  stock  of  larger  com- 
panies, even  such  competitors  as  Fire- 
stone. "We  looked,  and  he  was  right," 
says  Sinquefield,  recalling  he  found 
80%  of  pension  assets  in  the  largest  350 
companies.  Likewise  AT&T:  "We 
have  all  our  money  in  large  companies, 
what  about  the  smaller  ones?"  is  how 
Sinquefield  recalls  his  conversation 
with  the  telephone  giant. 

Naturally,  Sinquefield  quotes  chap- 
ter and  verse  to  back  his  belief  that 
small  companies,  as  a  group,  outper- 
form larger  ones.  Sinquefield  warms 
to  the  challenge,  handing  out  chart 
after  chart  as  if  they  are  about  to  go 
out  of  fashion.  He  explains:  "Take  the 
S&P's  500  for  1930  through  1980;  the 
return  is  9Vi%  a  year.  But  for  the 
bottom  20%  in  terms  of  market  value, 
it's  14.6%."  Put  another  way:  $1  mil- 
lion in  S&P's  500  would  have  grown 
to  $93  million,  but  to  $924  million  in 
small  companies.  Better  than  that  you 
can  hardly  do.  "It's  not  a  fluke,"  says 
Sinquefield.  "Our  computer  tells  us  it 
happens,  but  none  of  us  knows  why." 

There's  more,  of  course.  From  a 
man  who  coauthored  with  Roger  G. 
Ibbotson,  senior  lecturer  of  finance  at 
the  University  of  Chicago,  what  is 
now  the  definitive  work  on  modern 
portfolio  theory,  there  would  have  to 
be.  "We're  plugged  into  the  academic 
world,  where  all  the  real  good  research 
is  taking  place,"  says  Sinquefield. 
"We  have  a  kind  of  tie-in  to  Mecca." 

But  not  everyone  worships  at  the 
altar  of  indexation.  Take  Forbes  col- 
umnist David  Dreman,  of  New  York- 
based  Dreman,  Gray  &  King,  Invest- 
ment Counsel.  His  rebuff  (Forbes, 
Sept.  28)  of  Northwestern  University 
Professor  Rolf  Banz'  favorable  study  of 
small  company  investment  perfor- 
mance was  like  a  slap  in  the  face  with 
a  wet  fish.  Dreman  says,  basically, 
that  the  University  of  Chicago  study 
was  based  on  faulty  data,  which 
skewed  the  results.  Dreman  said  of 
the  Banz  study,  in  effect,  garbage  in, 
garbage  out. 

As  long  as  there's  a  stock  market, 


the  argument  of  small  stocks  versus 
large  stocks  will  probably  go  on.  The 
bottom  line  probably  is  that  there  is 
some  truth  to  both  sides,-  it  all  de- 
pends on  your  starting  point. 

An  excellent  proxy  for  small  stocks 
is  the  T.  Rowe  Price  organization's 
New  Horizons  Fund,  which  invests 
solely  in  small,  fast-growing  compa- 
nies. Over  the  years  since  its  incep- 
tion in  1960,  New  Horizons'  small- 
stocks  portfolio  has  done  well.  Rein- 
vesting capital  gains  and  dividends, 
its  net  asset  value  rose  from  $3.64  a 
share  in  1960,  to  $32.67  over  20  years. 


But  there  is  a  catch.  Nearly  all  the 
gains  came  in  two  segments  of  this 
20-year  period:  1962-68  and  1977-80. 
Had  you  bought  New  Horizons  in  ear- 
ly 1972  and  held  it  until  the  end  of 
1980  you  would  have  just  about  kept 
up  with  the  S&P's  500.  During  some 
segments  you  would  have  done  much 
worse  than  the  big  average. 

What  does  it  all  prove?  Probably 
two  things:  1)  that  there  is  no  such 
thing  as  a  stock  or  a  group  of  stocks 
for  all  seasons,-  2)  that  the  stock  mar- 
ket is  as  much  a  game  for  pragmatists 
as  for  theoreticians.  ■ 


The  Money  Men 


Are  Bill  Wood  and  John  Sosnowy  success- 
ful money  managers?  It's  hard  to  tell.  But 
they  certainly  are  getting  rich. 


Seeing  is 
believing 


By  Anne  Bagamery 


Suppose  you  are  a  wealthy  in- 
dividual worried  about  preserv- 
ing your  wealth  but  lacking  the 
time  or  expertise  to  manage  your  own 
investments.  If  you  met  a  couple  of 
money  managers  who  promised  to 
make  those  worries  disappear  by  han- 
dling the  paperwork  and  making  you 
27%  a  year,  you  may  want  to  jump  on 
them  like  a  duck  on  a  june  bug. 

Well,  before  you  jump,  remember  to 
ask  some  questions.  In  money  man- 
agement, as  in  just  about  everything 
else,  things  that  sound  too  good  to  be 
true  often  are.  Smart  investors  de- 
mand proof  of  impressive  claims. 

And  some  of  the  most  impressive 
you  can  hear  come  from  Bill  Wood 
and  John  Sosnowy,  two  Houston- 
based  brokers.  Since  1970  they  have 
corralled  1,500  customers  with  an  av- 
erage investment  of  $35,000  each. 
That's  a  total  of  $50  million,  and  last 
year  alone  they  took  in  $10  million 
worth  of  new  accounts.  With  the 
management  fees  they  charge  and  the 
percentage  of  capital  gains  they  take, 


Wood  and  Sosnowy  earned  over  $1 
million  last  year. 

How  Wood  and  Sosnowy  have  at- 
tracted that  money  is  a  case  study  in 
shrewd  financial  promotion — the 
kind  that  gets  all  the  more  aggressive 
as  investment  management  becomes 
a  more  complicated  game.  Wood  and 
Sosnowy  are  loosely  affiliated  with 
Schneider,  Bernet  &  Hickman,  a 
smallish  Dallas-based  brokerage  firm. 
But  they  do  their  serious  business 
over  lunch.  In  their  best  good-cop- 
bad-cop  manner — Wood  is  tall  and 
speaks  in  a  well-modulated  baritone, 
Sosnowy  is  short  and  tends  to  be 
noisy — they  lead  brown-bag  noon- 
time seminars  four  days  a  week  with 
25  businessmen  per  seminar.  They  re- 
cruit prospects  by  telephone  or  word 
of  mouth;  they  also  host  a  local  radio 
program,  answering  investment  ques- 
tions and  subtly  plugging  their  own 
abilities. 

But  the  real  pitch  comes  in  the 
seminars.  "These  people  are  indepen- 
dent businessmen  or  heads  of  small 
corporations  who  have  made  some 
money  and  want  to  hold  on  to  it," 
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explains  Sosnowy.  "Maybe  they've 
played  the  market,  traded  commod- 
ities or  hot-tipped-and-rumored  for  a 
while.  What  they  want  to  know  is 
that  their  money  is  going  to  be  there 
in  15  years.  We  pretty  much  promise 
it  will." 

The  basis  for  that  promise  is  a 
switching  program  that  shuttles  mon- 
ey between  money  market  funds  and 
an  assortment  of  no-load  mutual 
funds.  Market  timing  at  its  purest — 
perhaps  the  most  difficult  of  all  in- 
vestment strategies. 

Still,  Wood  and  Sosnowy  claim  that 
in  the  ten  years  they  have  been  run- 


they  really  do  iust  that:  Their  "black 
box"  computer  program  mixes  funda- 
mental, technical  and  monetary  data 
to  churn  out  15  separate  indicators. 
Together,  say  Wood  and  Sosnowy, 
these  signal  when  to  be  in  stocks  or 
money  funds. 

This  system,  which  is  so  simple  it 
leaves  its  supporters  ample  time  for 
promotion,  has  kept  Wood  and  Sos- 
nowy in  the  stock  market  during  85% 
of  every  major  upturn  in  the  pest  de- 
cade, and  out  of  the  market  for  85%  of 
every  downturn — or  so  they  claim. 
Not  even  Wood  and  Sosnowy  are  per- 
fect, of  course:  They  do  admit  that 


Houston's  Bill  Wood  and  John  Sosnowy 

Claiming  spectacular  performance  with  the  most  difficult  strategy  of  all. 


ning  their  program  they  have  chalked 
up  average  annual  gains  of  27%,  with 
some  happy  clients  reaping  44%  a 
year.  Astounding  results!  Consider,  in 
comparison,  that  the  top-performing 
investment  fund  in  Forbes'  annual 
survey,  ASA  Limited,  managed  to  do 
barely  27%. 

Wood  and  Sosnowy,  however,  say 
that  the  key  to  their  success  lies  not 
in  the  gains  they  make  in  the  stock 
market  but  in  thepresenation  of  those 
gains  by  knowing  exactly  when  to  sell 
equities  and  head  for  the  money  mar- 
ket. Though  they  disdain  gurus  who 
swear  by  a  single  magic  indicator, 


their  black  box  failed  them  in  the 
middle  of  the  1973-74  recession, 
when  they  say  they  lost  3.2%  in  two 
months  before  getting  out  of  equities. 

What  happens  when  the  skeptical 
investor  begins  to  check  into  these 
claims?  Sure,  Wood  and  Sosnowy  can 
produce  satisfied  customers,  some  of 
whom — on  prior  agreement  with 
Wood  and  Sosnowy — will  talk  about 
their  satisfaction.  But  what  audited 
financial  statements  do  the  pair  show 
to  back  up  claims  that  their  average 
client  achieved  those  phenomenal 
gains?  That  you,  too,  can  reap  such 
rewards  by  parking  your  money  with 


Wood  and  Sosnowy  and  paying  them 
1.3%  a  year  for  the  privilege?  None. 
Just  a  typed-out,  unaudited,  ten-year 
record  sheet  showing  gains  a  hypo- 
thetical client  would  have  achieved  by 
following  their  advice. 

They  are  brokers,  not  registered  in- 
vestment advisers,  which  means  that 
any  transaction  documents  belong  to 
their  parent  firm,  not  to  them.  They 
have  switched  firms  three  times  since 
beginning  their  program  in  1970  and 
have  been  at  Schneider,  Bernet  only 
since  February.  All  previous  records, 
they  claim,  are  irretrievable,  and 
Schneider,  Bernet  won't  disclose  cur- 
rent information.  Three  previous  em- 
ployers— White  Weld,  Blyth  Eastman 
Dillon  and  Merrill  Lynch — refused  to 
let  Forbes  see  Wood  and  Sosnowy's 
records,  and  were  quick  with  their 
own  skepticism. 

"I  can't  vouch  for  the  success  of 
what  they're  doing,"  says  one  broker- 
age firm  official  who  no  longer  works 
in  Houston,  "but  they  are  bright 
guys."  Another  is  more  blunt:  "The 
reason  they  left  my  employ,"  he  ex- 
plains, "was  that  they  were  making 
claims  in  print  that  they  were  not  able 
to  substantiate." 

Wood  and  Sosnowy  admit  the  dis- 
cord but  deny  the  charges:  They  an- 
gered the  brokerage  community,  they 
say,  with  their  program's  success  and 
with  their  outspoken  distaste  for  re- 
tail sales.  Any  criticism  by  former 
employers,  they  say,  is  just  sour 
grapes. 

It's  easy  to  see  how  jealousy  might 
arise.  Though  neither  Wood  nor  Sos- 
nowy was  born  reading  the  ticker 
(both  are  engineers  by  training!,  they 
have  achieved  enough  success  at  bro- 
kerage to  afford  some  rather  strenu- 
ous hobbies:  Wood  is  a  pilot  and  fish- 
erman, and  Sosnowy  raises  purebred 
Red  Brangus  cattle  on  a  125-acre 
ranch  north  of  Houston.  What's  more, 
the  two  men  say  they're  planning 
ahead  to  the  day  when  they  will  be 
able  to  handle  their  entire  operation 
without  going  near  the  office. 

None  of  this,  of  course,  is  to  say 
Wood  and  Sosnowy  aren't  doing  what 
they  claim.  There  is  simply  no  proof. 
No  less  a  financial  luminary  than 
Houston's  Fayez  Sarofim  offers  this 
assessment:  "There  has  certainly 
been  enough  volatility  in  the  market- 
place to  make  their  gains  possible.  But 
before  I  put  my  money  on  the  line,  I'd 
want  to  see  the  proof — in  someone 
else's  handwriting." 

Some  1,500  investors  think  other- 
wise, however,  and  Wood  and  Sos- 
nowy are  aggressively  recruiting  new 
customers  over  sandwiches  four  days 
a  week.  ■ 
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CPT  describes  word  processing  for 
large  companies-in  plain  English 


Ubur  word  processors 
JL  must  be  able  to  do  much 
tiore  than  edit  text.  You  need 
system  that  can  store  vast 
mounts  of  information, 
talk"  to  your  mainframe 
omputer,  and  communicate 
vith  other  word  processors 
niles  away.  CPT  explains 
iow  these  things  work — and 
low  to  get  your  company 
tarted  right  away. 

b  a  large  corporation,  word  processors 
ffer  much  more  than  faster,  more  accu- 
se typing.  They  break  down  com- 
lunication  barriers  between  company 
epartments.  And  they  solve  problems 
o  electric  typewriter,  or  even  some  com- 
uters,  can  solve. 

CPT  word  processors  are  among  the 
lost  advanced  to  be  found.  There  are 
)ur  to  choose  from,  ranging  from  the      .  "We 
ntry-level  CPT  6000  to  the  highly  dep  Jmentl 
sphisticated  CPT  8100,  one  CPT  system 

f  the  most  powerful  word        directly  into 
rocessors  you  can  buy.  mainframe 
All  CPT  word  processors  comPuter" 
Dntain  their  own  intelligence,  and  can 
perate  independendy  of  each  other, 
ind  all  feature  CPT's  distinctive  black- 
on-white  video  display  screen 
and  plain-English  commands. 


Home  office 
—New  York 


CPT  word 
processing 
systems 
can  speed 
com  muni  cations 
within  the 
office — and 
between  offices. 


disks.  Then  up  to  eight  CPT  word  pro- 
cessors can  "share"  WordPak  II  directly,  or 
an  unlimited  number  can  call  in  through 
telecommunications  lines.  All  eight  can 
interrogate  WordPak  II  for  the  same  piece 
of  information  at  the  same 
time— or  eight  different 
pieces  of  information. 

Long  distance 
reports 

CPT  word  pro- 
cessors can  also 
be  connected  to 
each  other,  to 
send  and  receive 
information 
quickly.  A  docu- 
ment can  be  sent 
by  cable,  tele- 


Building  a 

system 

hrd  processors  can 
lultiply  in  usefulness 
hen  combined  into 
stems.  Unlike  many  of 
le  70-odd  makes  of 
ord  processors  avail- 
Die  today,  CPT  word 
rocessors  are  designed 
i  work  together,  sharing  common  re- 
mrces  such  as  memory  and  com- 
lunications  links. 

Some  of  your  departments,  such  as 
.ccounting  and  Marketing,  work  with 
ist  amounts  of  filed  information. 

A  special  CPT  mass  storage  device, 
tiled  WordPak  II,  can  store  up  to  24,000 
ages  of  this  information  on  hard  magnetic 


public  data  networks,  photocopiers,  and 
typesetting  equipment. 

With  a  CPT  word  processing  system, 
you  can  actually  draw  information  from 
the  company  computer  to  prepare  a 
report,  instruct  a  typesetting  machine  to 
set  the  text,  and  have  a  photocopier 
make  a  dozen  copies  — automatically! 

CPT  word  processors  perform  another 
function  unique  to  the  large,  multi- 
national company.  They  work  in  16 
different  languages,  including  Arabic. 

Free  booklet 

Obviously,  we've  only  touched  on 
word  processing  for  large  companies. 

CPT  has  just  published  a  detailed 
booklet  called  Word  processing 
systems  for  the  Fortune  500 
^L^ompany  —  A  special  report 
i  Wr<»"  CPT  Send  tor  your 

*^      tuv  C.«p\  U)d, IV 


phone,  or  satellite  to  other  CPT  word  pro- 
cessors within  the  office,  and  around  the 
world.  So  cleanly  typed  originals  can  be 
delivered  in  minutes,  instead  of  days. 

"Talking"  to  computers 

Some  word  processors  are  so  advanced 
that  they  can  even  "speak"  the  electronic 
languages  of  mainframe  computers, 


CPT 


FS-13 


Mail  to:  CPT  Corporation 
P.O.  Box  17 

Minneapolis,  MN  55440 


I'd  like  to  know  more  about  word  processing  systems 
for  large  companies  Please  send  me  your  free  book- 
let: Word  processing  systems  for  the  Fortune  500 
company  —  A  special  re/iort  from  CPT 
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Title/Company  

Add  ress  

Ciry  State. 
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An  interview  with  Julian  L  Simon 


Is  t)?e  human  race  doomed  by  a  sl?ortage 
of  natural  resources  and  an  oiwabun- 
dance  of  people?  If  you  think  tfxzt,  you 
don  tknou  histon  .  says  this  expert. 

More  people  are 
a  good  thing 


at  «jIm  ifi'.  at  potential  dnfjculnes 
an  p  Tr.i  i-artr.  ma-.  St  mate 

-  _-  -  :  ^j:  .v-  ^  :       ::  :.   ar.i  the 

pTBBWy  SOSBCCOf  energy — tfaeSUn — 15 

dot  earrhhound  at  all. 

Sir  tins  fbes  in  the  face  of  am 
commansense  perception  of  thing* 
We  know  the  more  we  use  of  some- 
rfahg,  the  faster  its  used  up 
Jan  "  An  -j.i:  _.r;^-t  nan  cet  ex- 
it mtfvA  Or  company  or  mine  or 
evtr.   r_:  ukt.£ 


A 


chit  resources  axe  irxei  "  Bm  a  s 

not  reasonable  to  treat  any  of  these 

 £?  as  raxrt  N :  t   _"  ;arc.->  :•:  t:c- 

per  tana  arid,  or  atuy  of  thfir  things. 

'    JZ-l-i         _    ;  t»t~    tt    UT    ahl  ii". 

H:Ii  :•-  nt:e  there  asn :  am.  -=::.: 


w1 


written  a  torn;  on  aae  sud- 
iect.  7oe  Hamate  Resrjurce 
.Pnnceton  Unmasity  Beb^ 

it  's  one  co  tie  most  importam 


going  arjun  jtte  titbt 


the  old 


'on:  If  yon  rvpvn  vim  the 
ion  fhar  tfce  are 
□ — and  that  s  the  heart  of 
ta_;iams— — then  vou 


oooics  prepare  you  m  tne  nrrsi 
m  rente      Assuming  that 


t  o  thing  :ake-.s  oarr  of  rtnrif.  We  take  care  of  it 


:  antr  - 

.  —name;  :  -  -mine*  : :  — .ir.a;  a;  a 
whole,  fast  the  oppnsni  is  out  The 
cofiee  hi  that  cap  is  finite  in  a  mean 
Tngtnl  way.  You  finish  it,  and  there's 
no  ibor  unless  we  go  into  the  !»■ 
at:  nn  -.  >:n-.  n:rt  r  _:  n :  ne  : :  the 
other  wl'h.  about  15 

ant:  it.  an--  -  ntrt  nta:  the  same  wav 

7::-:;;;::  m:;:-  r::  :na::>  taut. 
despite  eUthe  talk,  the  long-term  real 
cost  of  almost  e»£  n t hnn  r  has  been  de- 
ctinmg—enagy.  mmeral*,  what- 
ever— an  j  at _:  ^ouldnft  happen  v we 
woe  realty  Tunning  out. 
Simon:  That's  what  the  Third  World 
countries  are  wormed  about — that  the 
prices  of  things  *e  sell  to  them  become 
■ok  *'  relative  to 

things  they  sell  to  us,  winch 
ace  ■  J  resources-  That's 
:-.-.r.  ::tm  art  it  raraaix- 
es  of  all  thnes-  In  the  devd-j 
oped  countries,  they're  say- 
mi:  la  nt a:.:.zr.esi  were 
araa^:  re  z:  s.z'.:  ran  : nt  u* 
these  raw  matental;  An  a  the 
in  tnt  pxr  1 : -an tries 
that  supply  them  are  sayiqei 
Oh  my  goodness,  just  the 
*1IT*1"1*'  h>  lr*n*"'"C  They 
a:;  nana:  1  n_:  ant  tne 
r-tmz  ratt  ror 
them  is  falling.''  his  km 
oiLMip-  to  put  these  two  per- 
ceptions  together. 

I  Thmk  the  developing 
countries  are  in  the  long  raw 
nan-  ant  that  tnese  !:na-run 
trends  apply  to  the  world  as  a 
whole.  The  Paul  Ehrlichs  of 
the  world  Ehrlich  s  the  bi- 
ologist who  wrote  The  Popa- 
hitkm  Bomb)  axe  looking 
into  the  last  ten  years,  the 
last  five  years,  the  last  two 
Years  even.  "Oh,  my  God!" 
the-.'  s&-.  t.t  .i-  ate  z oingnp 
iaeewer.  We  have  entered  an 
age  of  scarcity."  It's  that  lack 
of  historical  perspective 
that's  very  poor. 

I  see  no  reason  to  believe 
that  the  physical  world  con- 
strains us  increasingly  from 
continuing  to  grow,  consume 
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Nothing  else 
is  a  Volkswagen. 


il  is  a  natural  liquid-energy  storage 
'Stem  created  by  the  slow  decomposi- 
5n  of  organic  matter  buried  under 
jndreds  of  tons  of  pressure  for 
)0  million  years.  Prudence  dictates 
at  we  use  it  sparingly. 

ne  1982  Volkswagen  Rabbit  with  its 
esel  engine  not  only  accomplishes  that 
yj\ admirably,  it  does  it  better  than  any 
her  car  on  the  road* 


Its  engine  operates  on  Rudolf  Diesel's 
pnncipleof  compression  ignition,  which 
means  it  doesn't  need  spark  plugs,  coils 
or  a  distributor. 

Further,  the  Rabbit  has  a  faster  7  sec. 
glow  plug  warm-uptime,  a  unique  upshift 
light  that  tells  you  exactly  when  to  shift 
for  optimum  mileage,  and  an  incredibly 
light  engine  that  gives  the  car  excellent 
pickup  and  passing  power. 

Add  that  to  front-wheel  drive,  rack-and- 
pinion  steering,  and  all  the  other 
details  found  on  a  Rabbit  and  you  wind 


up  with  a  diesel  that  behaves  like  a 
Volkswagen. 

*EPAestimated  [45]  mpg,  58  highway 
estimate.  (Use  'estimated  mpg"  for 
comparisons.  Your  mileage  may  vary 
with  weather,  speed  and  trip  length. 
Actual  highway  mileage  will  probably 
be  less.) 


Toshiba  helps  to  develop  two  new  energy  source 

for  this  century  and  the  nex 
The  process  that  makes  the  sun  and  the  stars  bur 

The  natural  heat  of  the  ear t 


Toshiba  power  technology  at  work. 


Fusion  power,  with  no  dangerous  radioactive  waste  and  no  harmful  pollution, 
has  been  called  the  ultimate  answer  to  the  world's  energy  problems.  Its 
commercial  application  may  not  be  feasible  until  early  in  the  next  century.  For 
the  Doublet  HI  experimental  fusion  program  by  General  Atomic  Company  in 
southern  California,  Toshiba  is  responsible  for  supplying  the  key  elements 
which  make  this  process  possible. 

Today,  Toshiba  also  utilizes  natural  steam  from  the  interior  of  the  earth, 
the  low-cost  source  of  geothermal  energy.  The  earth's  crust  under  the  United 
States  contains  usable  heat  energy  equal  to  1.2  trillion  barrels  of  oil.  Toshiba, 
the  world's  largest  maker  of  geothermal  turbines,  supplied  over  70%  of  the 
turbine  systems  now  in  use  in  northern  California  at  the  Geysers,  the  world's 
largest  geothermal  power  plant. 

At  Toshiba,  with  over  a  century  of  experience,  more  than  100,000  people 
are  dedicated  to  expanding  the  applications  of  technology  to  make  the  world's 
energy  resources  go  as  far  as  possible  in  the  fields  of  heavy  industrial  equip- 
ment, industrial  electronics  and  consumer  electronics  and  appliances. 


TOSHIBA 

...  In  Touch  with  Tomorrow 


As  I  See  it 

and  develop  resources.  Rather,  all  the 
signs  are  that  the  constraints  of  the 
physical  world  grow  less  and  less  upon 
us.  Japan  couldn't  do  the  things  it  does 
50  years  ago,  couldn't  take  in  iron  and 
coal  and  send  out  steel  and  autos. 

I'm  not  saying  that  things  will  take 
care  of  themselves.  Nothing  takes 
care  of  itself.  We  take  care  of  it.  Just 
look  at  central  Illinois.  The  notion 
that  this  was  fertile  prairie  from  the 
beginning  of  time  is  sheer  nonsense. 
One  hundred  years  ago  this  was  a 
malarial  swamp.  It's  human  effort 
that  got  us  to  this.  And  it's  human 
effort  that  sooner  or  later  is  also  going 
to  irrigate  this  place  so  you  can  double 
or  increase  the  corn  yields  even  more 
than  they've  been  already.  One  of  the 
worst  things  we  can  do  is  pull  in  our 
horns  and  stop  producing  and  creating 
and  growing  and  using  because  we're 
going  to  run  out.  That's  exactly  the 
wrong  solution.  If  we  pull  in  our  horns 
we  will  keep  ourselves  from  creating 
new  and  better  solutions. 

At  the  same  time  you  don't  worry 
about  population  increasing  geomet- 
rically so  that  everybody  ends  up 
standing  on  everybody  else's  shoul- 
ders starving  to  death. 
Simon:  History  doesn't  show  any  evi- 
dence of  population  increasing  geo- 
metrically. We've  had  long  periods 


when  population  was  stable  or  even 
declined — it's  been  a  series  of  ups  and 
downs.  More  ups  than  downs.  And 
what  happens  happens  in  response  to 
all  kinds  of  things,  including  the  deci- 
sion that  that's  enough  for  now. 

I  see  people  as  producers  of  resourc- 
es, rather  than  just  users  of  resources. 
Therefore  I  have  no  reason  to  think 
that  population  growth  is  not  a  good 
thing.  If  more  people  meant  less  educa- 
tion, then  you  might  do  better  with 
fewer  people  and  more  education.  But 
empirically  it's  not  so.  In  other  ages, 
the  Malthusian  point  of  view  was  ri- 
diculous. People  would  say,  "This  runs 
against  all  common  sense.  We  know 
that  more  people  are  a  good  thing." 

You  discount  the  notion  that  the 
masses  of  ignorant,  uneducated,  pov- 
erty-stricken people  around  the 
world  respond  differently  to  these 
challenges  from  the  way  we  would. 
Simon:  People  keep  applying  mis- 
placed conceptual  thinking  from  the 
natural  sciences  to  human  societies 
and  economics,  and  they're  not  ap- 
propriate. These  models  simply  do 
not  comprehend  key  elements  of  peo- 
ple, imaginative  and  creative  ele- 
ments. They  figure  that  if  we  are  the 
same  as  elephants,  then  we  ought  to 
worry  about  a  copper  shortage  be- 
cause elephants  are  not  going  to  find 
new  sources  of  copper  or  any  replace- 
ments for  it.  Not  going  to  put  satel- 
lites up.  They  don't  respect  other 


people's  capacity  to  deal  with  these 
problems. 

Of  course,  there  are  still  those  ap- 
palling statistics  on  population 
growth  and  economic  privation  in 
places  like  Haiti. 

Simon:  Population  growth  is  a  moral 
and  material  triumph.  That's  the  flip 
side  of  the  thing — what  an  enormous 
success  for  the  human  species.  If  the 
flies  took  over  the  world,  the  biolo- 
gists would  say,  "What  a  successful 
species!"  But  we  get  more  and  more 
people,  and  they  say,  "What  a  failing 
species."  What  a  strange  twist! 

Bur  won't  it  be  necessary,  as  Colin 
Clark  believes,  to  populate  the  uni- 
verse in  order  to  relieve  population 
pressures  here  on  earth! 
Simon:  If  you  populated  Manhattan  to 
the  height  of  the  World  Trade  Center 
towers  and  gave  people  2Vz  rooms  per 
person  and  a  10-room  apartment  for  a 
family  of  four  or  something  like  that, 
my  guess  is  you  could  probably  put  a 
large  part  of  the  population  of  the 
earth  on  the  island  of  Manhattan  just 
that  way.  And  some  of  the  people  who 
live  in  some  of  those  luxury  buildings 
don't  think  they  are  exactly  deprived. 

Well,  all  right,  but  people  are  not 
living  in  luxury  co-ops  in  New  York, 
they're  living  in  hovels  in  India  and 
Haiti.  Isn't  it  true  that  as  population 
has  expanded  in  these  countries  the 
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Desks  of 

Ui 


We  would  like  to  propose  a  more 
perfect  union. 

You  and  one  of  the  innovative  work 
stations  from  Xerox. 

No  one  else  offers  you  such  a 

h complete  range  of  office  machines  with  the 
opportunity  to  use  each  individually  or 
y1  as  a  total  information  network.  Today 
t  and  tomorrow  So  if  you  work  at  a  desk, 
?   there's  a  Xerox  work  station  that'll  fit 

y. .  „     _   .  .   _J 

your  needs  no  matter  what  your  job.  For  example:  the  Xerox  820  Information 
Processor  is  a  desktop  computer  that  uses  industry  standard  software  to  help  man- 
agers handle  planning,  budgeting  and  forecasting. 

But  it  doesn't  stop  there.  The  820  is  also  the  perfect 
word  processor  for  secretaries  who  spend  only  a 
part  of  their  day  typing. 

For  secretaries  who  do  a  good  deal 
more  typing,  the  Xerox  860  Information 
Processing  System  is  the  answer.  It  can 
speed  up  and  simplify  text  editing. 

The  CP/jVT  operating  system  soft- 
ware is  now  available  for  the  860  and  the 
JO,  which  gives  you  access  to  hundreds  of^ 


•  ii.  andtiOlOare  trademarks  of  XEROX  CORPORATION.  CIVM®  is  a  registered  trademark  of  Digital  Research.  Inc. 


Vmerica, 


m 


si 


other  software  packages.  Allowing  both  work 
gggs  stations  to  compute,  do  statistics,  process 

record*  and  manage  and  store  information. 
'0t  ^J|B^      The  Xerox  8010  Information  System 
7  ^&~h  is  a  unique  work  station  for  business 
^|l|^8f^^  professionals,  engineers,  analysts,  researchers 
z§^'  and  on  and  on. 

They  can  use  it  to  create  reports  and 
presentations  with  tables,  charts  and  other 
graphics,  and  print  them  in  a  variety  of 


ypefaces.  It  also  handles  electronic  mail  and  filing.  And  a 
ull  system  of  communication  servers  and  file  servers  are 
variable. Then,  whenever  you're  ready,  you 
an  begin  to  incorporate  your  office  of  today 
Qto  vour  office  of  tomorrow  with  an 
Ethernet  network.Which  lets  your  machines 

work  together.  Which  gives  you  and 

your  company  the  most  complete 
xerox    information  system. 

Under  a  unified  network.  With 
nore  opportunity  and  productivity  for  all. 

To  get  more  information,  mail  in  the 
:oupon.  Or  call  1-800-527-1868  * 


ike  to  know  more  about  Xerox'ad vanced  office  machines. 
□  I'd  like  to  know  more  about  the  Ethernet  local  network. 

Send  to:  Xerox  Corporation,  P.O.  Box  470065.  Dallas,  Texas  75247. 

Name  Title—  


Company- 
Address   

City  

Zip  


.State. 
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fexis,  call  1-800-442-5030. 
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economic  condition  has  deteriorated 
correspon  dinglyl 

Simon:.  Has  it?  In  India  since  1950 
they  have  added  10  years  to  the  aver- 
age person's  life  expectancy.  Now  if 
that  isn't  life  getting  better,  I  don't 
know  what  is.  The  most  important 
thing  people  have  is  life.  They'll  trade 
anything  for  that,  and  if  you  trade 
something  for  something  else,  what 
you  get  back  is  more  valuable  to  you. 
Furthermore,  per  capita  income  in  the 
less-developed  world  has  increased  as 
fast  proportionately  or  faster  than  the 
more  developed  world  in  the  past  25 
years.  They're  not  stagnating. 

Some  less- developed  countries  are 
developing  very  rapidly,  but  others 
seem  to  be  going  nowhere.  In  Africa, 
for  instance. 

Simon:  Africa  is  interesting  because  it 
is  tiie  only  part  of  the  world  I  know  of, 
aside  from  maybe  Haiti,  where  food 
consumption  and  production  have 
been  going  down.  From  what  I  know 
of  Africa,  this  can  reasonably  be  at- 
tributed to  government  policies — ne- 
glect of  agriculture,  price  controls  on 
food.  It  has  nothing  to  do  with  popula- 
tion growth  or  population  density. 

All  right,  but  people  don't  worry 
simply  about  whether  people  are  liv- 
ing longer.  They  worry  about  the 
quality  of  life. 

Simon:  There  are  many  different  ways 
of  judging  the  welfare  of  human  soci- 
ety. Per  capita  income  tends  to  be  a 
measure  that  we  use  all  the  time  and  get 
transfixed  by.  But  I  see  no  reason  to 
simply  accept  this  implicit  value.  In  my 
values,  the  number  of  people  matter  as 
well  as  how  well  off  they  are. 

Paul  Ehrlich  goes  to  India,  and  sees 
people,  people,  people,  and  he  sees 
them  as  unnecessary.  He  sees  them  as 
being  better  off  dead.  I  really  don't 
know  how  you  judge  that  people 
would  be  better  off  not  living.  The 
economists'  logic  says  that  if  people 
choose  something,  they  prefer  it. 
Well,  these  people  choose  life  to 
death.  By  that  criterion,  they  are  not 
better  off  dead. 

Why  do  people  resist  these  notions 
so  strongly! 

Simon:  The  most  obvious  reason  is 
that  bad  news  sells  papers  and  televi- 
sion ratings,  and  good  news  doesn't. 
It's  also  clear  that  some  organizations, 
like  the  Food  &  Agriculture  Organiza- 
tion of  the  U.N.,  have  funding  incen- 
tives to  sell  a  bad-news  story.  The 
third  reason  is,  there  are  lots  of  people 


with  very  humanitarian  impulses 
who  think  exaggerating  their  story 
helps  their  cause.  They  don't  worry 
about  the  effects  of  this  exaggeration 
on  the  public  trust.  I  think  we'  do 
better  if  we  simply  try  to  tell  the  facts. 

We  get  these  tears  thrown  at  us  one 
after  the  other.  Running  out  of  farm- 
land in  the  U.S. — unsubstantiated. 
The  world  is  being  deforested — the 
data  are  so  atrocious  they  tell  you 
nothing.  Now  they  are  worried  most 
about  the  loss  of  species  in  the 
world — the  basis  for  their  extrapola- 
tions are  so  thin  as  to  be  nonexistent. 
We  get  these  things  thrown  at  us  one 
after  another,  and  inevitably  they  are 
tied  somehow  or  other  to  population 
growth.  Actually,  it's  the  other  way 
around.  Because  we  have  more  people, 
we  have  more  trees.  We  plant  them. 
Because  we  print  more  copies  of 
Forbes,  more  trees  are  growing. 


"What  people  aspire  to  is  af- 
fected by  what  they  are  up 
against.  If  we  are  less  chal- 
lenged than  the  Koreans  by 
virtue  of  what  we've  got,  we 
may  put  out  less." 


In  many  countries  the  birth  rates 
have  been  dropping  very  rapidly. 
Good!  Or  badl 

Simon:  I  think  the  drop  in  the  birth  rate 
in  the  U.S.  is  not  encouraging.  Econom- 
ic growth  comes  mostly  from  produc- 
tivity increases,  and  productivity  in- 
creases come  directly  and  indirectly 
from  people — because  they  are  directly 
creators  of  new  ideas  and  because  they 
represent  increased  demand  for  goods. 
And  that  isn't  all.  As  Adam  Smith  said 
someplace,  "The  progressive  state  is  in 
reality  the  cheerful  and  hearty  state; 
the  stationary  is  dull;  the  declining 
melancholy."  I  think  that  operates 
upon  our  mentalities. 

We're  in  a  depression,  you  mean,  in 
more  ways  than  one. 
Simon:  I  think  it's  entirely  possible 
that  there  are  psychological  processes 
operating  that  may  cause  us  not  to 
have  the  same  kind  of  drive  as  we 
used  to.  What  people  aspire  to  is  af- 
fected by  what  they  are  up  against, 
and  for  that  reason  alone  we  might 
cease  to  be  as  vigorous  as  we  have 
been.  If  we  are  less  challenged  than 
the  South  Koreans  by  virtue  of  what 
we've  got,  we  may  put  out  less.  I 
thought  for  a  long  time  that  a  relative- 
ly open  economic  system  was  enough. 
But  we  may  need  a  goad  behind  us  as 
well  as  a  prize  in  front  of  us.  The  goad 
of  "ain't-got-none-now"  and  the  goad 


of  religious  values,  cultural  values, 
competitive  values. 

In  your  book,  you  quite  properly 
call  energy  the  master  resource — the 
motor  that  runs  everything  else.  Can 
the  free  market's  search  for  lower- 
cost  alternatives  completely  solve 
this  problem  as  it  has  solved  prob- 
lems in  all  the  other  resourcesl 
Simon:  Well,  the  free  market  won't 
produce  fusion.  The  free  market  will 
also  not  put  space  shuttles  up  in  the 
air.  It  will  not  put  mirrors  up  in  the  air 
and  get  us  sunlight  at  nighttime  ei- 
ther. But  it  seems  to  me  that  the  price 
of  energy  has  been  coming  down 
steadily  throughout  human  history. 
That  will  continue.  You  say,  "That's  a 
blind  extrapolation."  Okay,  it's  a 
blind  extrapolation.  But  tell  me  why  it 
should  change  now. 

Well,  things  do  change. 
Simon:  They  do  indeed.  But  the 
price  of  electricity  is  now  a  lot  lower 
than  it  was  20  years  ago.  The  real 
price  of  gasoline  now,  with  all  of 
OPEC,  is,  I  believe,  lower  than  it 
was  in  1933.  From  the  Twenties  and 
Thirties  on — down,  down,  down, 
down.  Now  it's  going  up,  and  people 
say,  "Oh,  my  God,  how  high  it  is." 
I'm  saying,  compare  it  with  what  it 
cost  before  all  this.  Thirty  cents  a 
gallon  then,  a  dollar-something  a  gal- 
lon now.  Deflated  it's  not  such  a  big 
deal.  So  it  doesn't  seem  to  me  that 
we're  at  any  historical  high  point 
with  respect  to  energy. 

But  perhaps  we're  running  out  of 
time  to  develop  energy  quickly 
enough  to  meet  our  needs. 
Simon:  If  you're  asking  me,  "Will 
there  be  bumps  in  the  next  five  or  ten 
years?"  I  do  not  know.  That's  not  my 
business.  But  I  do  think  the  price  of 
energy  will  be  lower  20  years  from 
now  than  it  is  now.  Do  you  think  so? 

/  don't. 

Simon:  I  am  prepared  to  say  if  we  had 
this  conversation  at  any  time  in  his- 
tory on  average,  and  I've  said  what  I 
said  and  you  said  what  you  said,  on 
average  I  would  be  right.  I  see  no  rea- 
son why  it  shouldn't  be  said  20  years 
from  now.  It  seems  to  me  we  can 
produce  a  lot  of  alternative  fuels  pret- 
ty near  at  what  the  price  of  oil  is  right 
now.  That  is  why  the  price  is  where  it 
is,  and  why  everything  else  can  get 
produced  more  cheaply. 

I'm  not  promising  everything  will 
be  rosy  in  the  future.  I'm  only  saying 
that  in  the  past  things  have  tended  on 
average  to  get  better.  I  see  no  reason 
why  that  shouldn't  continue.  ■ 


FORBES,  DECEMBER  21,  1981 
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Arizona's 
business 
climate 
has 

eliminated 
tat  and 
waste 
from 
govern- 
ment. 

If  you're 
a  profit 
minded 
business, 
you  can 
operate 
"lean"  in 
Arizona. 


The  right 
climate  for 
business 
and 
people. 


Arizona  Office 
of  Economic 
Planning  and 
Development 

1700  West  Washington 
Suite  400 
Phoenix  AZ  85007 
(602) 255-5374 


Toll  Free 
1  -800-528-8421 


THE  LURE  IS  JOBS  IN  THE  SUN 


Why  do  people  choose  to  live  in 
Arizona?  Retirement,  that's  eighth 
on  the  list.  Surprisingly,  Arizonans 
are  younger  than  the  national  aver- 
age, with  a  median  age  of  just  29.9 
years.  The  65-and-older  population 
group  is  the  smallest  in  the  state.  In 
a  recent  survey,  Arizonans  listed 
"seeking  employment  opportuni- 
ties" as  the  prime  reason  they 
moved  here — even  ahead  of  "cli- 
mate." Next  came  "lifestyle."  Jobs, 
climate  and  lifestyle — an  unbeatable 
combination  for  employers. 

Sunsets,  mountains,  giant 
suguaro  cactus.  Arizona  is  a  place 
that  people  love  to  visit  and  proved 
by  spending  more  than  $4  billion  as 
tourists  in  1979. 

But  economic  growth  and  in- 
dustrial development  are  making 
Arizona — together  with  the  entire 
Southwest — not  just  a  place  to  visit 
but  a  great  place  to  live  and  work. 

Arizona  today  is  the  heart  of  the 
booming  Sunbelt.  Among  the  firms 
that  have  found  their  place  in  the 
sun  here  are  Motorola,  Greyhound, 
Sperry,  Revlon,  Talley  Industries, 
IBM,  Gates-Learjet,  GET,  Del  Webb, 
M.M.  Sundt  Construction,  Honey- 
well, Burr-Brown,  Southwest  Forest 
Industries,  Intel,  Garret,  Ramada 
Inns  and  Best  Western. 

It's  a  state  that  has  attracted 
high-technology  industry — where 
aerospace,  computer,  and  electronics 
manufacturers  have  clustered.  In 


contrast  to  the  eight  per  cent  figure 
for  high  technology  employment  in 
the  nation  as  a  whole,  Arizona's  is 
38%  of  all  jobs. 

Glendale's  100,000  population 
represents  a  168%  increase  over 
1970.  With  over  one  half  of  the 
city's  land  undeveloped,  there  is 
ample  room  and  work  force  to  sup- 
port growth.  Firms  recently  locating 
in  Glendale  cite  as  their  principal 
reasons,  ideal  plant  sites,  a 
cooperative  municipal  government, 
availability  of  a  skilled  work  force, 
reasonable  tax  rates  and  the  availa- 
bility of  energy.  Some  major  manu- 
facturing facilities  which  have 
moved  to  Glendale  include  Sperry 
Avionics,  manufacturing  aircraft 
flight  control  systems;  and  Gilbert 
Engineering,  a  major  international 
manufacturer  of  Cable  T.V.  con- 
nectors. 

While  manufacturing  plays  a 
major  role  in  the  economy  (jobs  in 
this  sector  increased  by  50  per  cent 
and  dollar  figures  by  112  per  cent  in 
the  past  decade),  the  service  indus- 
tries also  saw  tremendous  growth  in 
the  same  period.  Service  employ- 
ment doubled,  wholesale  trade  near- 
ly tripled  and  retail  trade  grew  by 
258  per  cent. 

THE  LAND  AND  THE  SOIL 

Agriculture  and  mining  also 
have  deep  roots  here. 

Of  the  country's  15  largest  cop- 


>er  mines,  ten  are  in  Arizona.  They 
>roduce  more  than  2/3  of  the  world's 
opper,  with  a  dollar  value  in  excess 
if  $1.2  billion  in  1979.  This  is  more 
han  five  times  that  of  the  next  rank- 
ng  copper  producing  state. 

The  history  and  preeminence  of 
Vrizona  as  the  first  among  copper 
>roducing  states  is  inseparable  from 
hat  of  the  Phelps  Dodge  Corpora- 
ion,  whose  initial  mining  invest- 
nent  in  1881  resulted  in  the  discov- 
ry  of  immense  reserves  of  high- 
;rade  ore.  Celebrating  its  centennial 
his  year,  Phelps  Dodge  is  not  only 
he  largest  copper  mining  firm  in  the 
tate  but  also  the  second  largest  in 
he  country. 

Arizona  also  ranks  second  in 
[lining  silver  and  molybdenum,  and 
Durth  in  the  production  of  gold  in 
he  United  States. 

As  the  third  largest  cotton  pro- 
lucer  in  the  country,  Arizona  ex- 
erts an  estimated  90  per  cent  of  its 
rop.  Since  1972,  total  agricultural 
production  has  doubled,  and  agri- 
ultural  exports  have  increased  more 
han  four-fold.  Citrus  and  wheat  are 
lso  major  export  crops,  with  the 
principal  importers  of  Arizona- 
;rown  goods  located  around  the 
'acific  Basin. 

Nor  is  the  Arizona  export  trade 


limited  to  agricultural  products.  The 
state  ranks  fourth  in  the  export  of 
manufactured  goods,  and  one  in  six 
of  all  manufacturing  jobs  is  directly 
related  to  the  growing  sector  of  in- 
ternational trade.  Manufacturing  ex- 
ports shot  up  by  52  per  cent  in  just 
two  years,  1977-79,  from  $725  mil- 
lion to  $1.1  billion. 

PRIME  MARKET  POSITION 

Fourteen  states  and  the  Repub- 
lic of  Mexico  are  within  600  miles  of 
Arizona's  borders.  Much  of  Califor- 
nia can  be  reached  by  an  overnight 
run;  the  second  morning  on  the  road 
brings  San  Francisco,  Salt  Lake  City, 
Denver  and  west  Central  Texas 
within  radius — rich  markets  com- 
prising some  38  million  people. 

Trucks  and  trains  operate  vir- 
tually without  interruption  all  year- 
round.  A  network  of  five  high-speed 
U.S.  interstate  highways  give  access 
to  both  Arizona  and  its  neighbors, 
and  the  state  is  served  by  57  general 
in-state  and  17  transcontinental 
trucklines.  In  addition,  two  trans- 
continental railroads,  the  Southern 
Pacific  in  the  south  and  the  Santa  Fe 
in  the  north,  move  goods  to  major 
markets. 

Fifteen  major  airlines  provide 
daily  service  from  Sky  Harbor  Inter- 


SOME  VITAL  STATISTICS 


Land  Area:       Sixth  largest  state;  covers  nearly  twice  the  area  of 
New  England.  Much  room  for  industrial  use  on 
■  already  developed  acreage  or  land  available  for 

zoning. 

Population:      Currently  over  2.7  million.  Grew  four  times  faster 
than  rest  of  nation's  in  past  ten  years. 

Personal  Reached  nearly  $24  billion  in  1980,  more  than  treble 

Income:  the  1970  figures. 

Job  Forecast:     420,000  new  jobs  projected  for  next  ten  years. 

In  the  last        Manufacturing  employment  rose  by  more  than  50%; 
ten  years:         manufacturing  output  by  $4.1  billion — nearly  four 
times  the  1970  level. 

Agricultural  production  increased  $1.4  billion 
(217%). 

Retail  sales  grew  from  $3.9  billion  in  1970  to  $13.9 

billion  in  1980  (259%  increase). 

Service  employment  of  all  kinds  doubled. 


Sky  's  No 
Limit 
at  Mohave 
County 
industrial 
Park 


Mohave  County 
Airport  Industrial 
Park  in  Kingman,  Arizona, 
can  help  your  business  take  off. 

1100-acre  Mohave  County  Airport 
industrial  Park  offers  virtually  every- 
thing you  need  to  serve  your  mar- 
kets. Like  a  location  near  the 
California  border.  Three  lighted, 
hard-surface  runways  adequate 
for  DC-9's  at  contiguous  Mohave 
County  Airport.  Rail  spurs.  And  im- 
mediate access  to  major  interstate 
highways.  Plus  adequate  water, 
sewer,  power  and  natural  gas  to 
available  sites. 

You'll  find  an  eager  and  able  work 
force. 

A  tax  structure  featuring  special 
business  benefits. 

A  comfortable  year-round  cli- 
mate with  diverse  and  attractive 
lifestyles  for  corporate  personnel. 

Other  growing  companies  like 
General  Cable,  TUcker  Housewares, 
Lomanco  and  Nibco. 

And  an  attitude  that  says  even 
the  sky's  no  limit. 

Let  s  take  off  together.  Send  for 
our  free  brochure. 

Bob  Riley 
Airport  Manager 
Mohave  County 
Airport 
Authority,  Inc. 
P.O.  BOX  4046 
Kingman,  AZ  86401 
(602)  757-2134 


America's  largest 
producer  of  copper  products 
would  like  you  to  know  its  source 


L 


You  may  know  Phelps  Dodge  for  high-performance 
»wer  cable.  Or  for  plumbing  tube  and  fittings,  magnet 
re,  telephone  cable,  or  rod  and  wire.  We  fabricate  about 
le  billion  pounds  of  copper  products  a  year  in  the  U.S. 

But  now  we'd  like  to  introduce  you  to  the  source. 

This  is  our  Morenci  open  pit  copper  mine  in  Arizona, 
e  third  largest  in  the  world.  From  it  and  three  other 
odern.  efficient  mines— two  in  Arizona  and  one  in 
?w  Mexico— our  U.S.  mining  operations  produce  on  an 
erage  about  600  million  pounds  of  the  red  metal  a  year— 
>out20%  of  all  U.S.  production. 

And  we've  still  only  scratched  the  surface.  Phelps  Dodge 


has  been  in  Arizona  for  100  years  and  our  copper  reserves 
here  and  elsewhere  will  enable  us  to  continue  mining  well 
into  the  21  st  Century. 

We  go  to  the  source.  So  that  we  can  continue  to  meet 
the  ever-increasing  need  for  quality  copper  products. 
So  that  people  who  depend  on  copper 
can  depend  on  us. 

Phelps  Dodge, 
300  Park  Ave.,  New  York ,  M 
New  York  1 0022. 

nraTr1fa   fi<fin,  ^BEUft- 

Douglas,  Arizona  85607.  / 


The  copper  people  from  Phelps  Dodge. 


Standing  wW  Arizona  lor  100  ynars ' 


national  Airport  in  Phoenix,  and  15 
operate  out  of  Tucson  International. 

Gates  Learjet  Corporation  chose 
Tucson  International  Airport  as  the 
site  for  its  new  completion,  service 
and  modification  center  in  1975.  The 
facility  today  has  grown  to  more 
than  50  buildings  with  over  580 
thousand  square  feet  of  floor  space 
on  173  acres,  and  includes  a  world- 
wide marketing  headquarters.  What 
was  originally  envisioned  as  a  $3 
million  project  has  developed  into  a 
$15  million  effort,  created  2,600  new 
aviation  jobs  and  pumps  more  than 
$28  million  a  year  into  Arizona's 
economy  in  payroll  alone. 

The  rest  of  Arizona  is  well 
served  by  over  60  community  air- 
ports throughout  the  state. 

ARIZONANS— WORKING  HARD 
AND  SMART 

Arizona's  labor  force  consists  of 


more  than  a  million  people  who  are 
ready  and  able  to  do  the  job,  some- 
thing of  which  employers  are 
already  aware.  The  availability  of 
this  fine  labor  force  provides  a 
strong  pull  to  new  firms. 

Arizonans  are  not  only  younger 
than  the  national  average  but  also 
better  educated.  The  median  num- 
ber of  school  years  completed  is 
12.6.  And  more  than  36  per  cent  of 
the  heads  of  households  in  Phoenix 
and  34  per  cent  in  Tucson  have  had 
college  training.  These  figures  are 
nearly  double  the  national  average. 

In  primary  and  secondary 
school  education,  dollars  per  child — 
$2,236 — exceeds  the  national  aver- 
age. The  capital  outlay  per  child  is 
more  than  double  the  national  aver- 
age. The  state  is  proud  of  its  educa- 
tional commitment,  reflected  in  the 
high  standards  of  academic  achieve- 
ment of  its  young  population. 


Sperry  Flight  Systems,  Avionics  Division, 
opened  this  2000,000  square  foot  plant  in  Jul 
1981.  Located  in  Glendale,  the  facility  em- 
ploys 1,100  workers  in  manufacturing  aircrai 
flight  control  systems. 

WATER  AND  ENERGY 

Arizona  is  assured  of  a  depend 
able  supply  of  water  and  energy  to 
future  generations.  The  state  has 
had  a  history  of  managing  its  watei 
resources  since  the  turn  of  the  cen- 
tury, beginning  with  the  first  multi 


Follow  the  "Oregon  Trail"  to 

FLAGSTAFF,  ARIZONA. 

Thafs  what  Universal  Studios  and  Warner  Bros.  did.  And  with  good  reason. 

Flagstaff's  northern  Arizona  location  provides  some  of  the  most  magnificent 
scenery  around.  The  towering  San  Francisco  Peaks.  A  two-million-plus-acre 
Ponderosa  Pine  forest.  Azure  blue  skies.  Clear  lakes.  All  this  plus  clean  air, 
sunny  days  and  mild  winters  make  Flagstaff  the  ideal  place  to 
locate  your  business. 

Benefits  that  Mother  Nature  has  endowed  Flagstaff  with. 
Benefits  that  boost  morale  and  increase  productivity. 

Flagstaff  is  easily  accessible  to  major  markets  by  air,  rail  and 
road.  You'll  find  a  cooperative  attitude  between  government 
and  industry  and  an  abundant  labor  force. 

Provide  your  employees  with  a  better  quality  of  life.  Write  The  Flagstaff 
Chamber  of  Commerce,  101  West  Santa  Fe,  Flagstaff,  Arizona  86001. 
Better  yet,  Call  us  TODAY  (602)  774-4505. 

a 

In  cooperation  with  The  Arizona  Office  of  Economic  Planning  and 
Development,  the  City  of  Flagstaff,  The  Industrial  Development 
Authority,  and  The  Flagstaff  ChamPer  of  Commerce. 


When  Goodyear  flies, 
they  don't  always  take  the  blimp. 


For  sheer  majesty  in  flight,  you  can't 
beat  the  Goodyear  blimp. 

But  for  sheer  efficiency  in  business 
traveling,  Goodyear  relies  on  another  cor- 
porate aircraft  —  its  Learjet.  So  do  nearly  a 
thousand  other  companies.  Big  successful 
ones  like  Goodyear.  And  smaller  successful 
ones  who'll  be  there  someday. 

One  reason:  the  Learjet  speeds  you 
along  at  eight  miles  a  minute  while  sipping 
only  a  gallon  of  fuel  every  three  miles. 


That's  better  fuel  efficiency  than  any  other 
business  jet  in  the  sky  —  almost  as  good, 
in  fact,  as  our  friend  the  blimp. 

For  more  information  on  how  a  Learjet 
can  help  put  your  company  where  you  want 
it  in  the  '80s,  call  Mackie  Mott,  our  vice 
president  -  domestic  marketing,  or  John 
Benson,  vice  president  -  international 
marketing.  They're  both  at  (602)  294-4422. 

Gates  Learjet  Corp. /Box  11186/Tucson, 
AZ  85734,  U.S.A.  Telex:  666408. 


Gates  Learjet  *> 

Prepared  for  a  dynamic  decade.  * 


I  purpose  water  reclamation  project 

'  and  culminating  in  the  Central  Ari- 
zona Project  (CAP).  This  will  deliver 
Colorado  River  water  to  the  interior 
of  the  state  in  the  mid-1980's. 
While  keeping  pace  with  its 

1  own  needs  for  energy,  Arizona  will 

,  become  a  net  energy  exporter  in 
1985.  The  electric  utilities  have  met  a 

,  seven  per  cent  increase  in  demand 
each  year,  and  power  plant  con- 
struction has  stayed  abreast  of  new 
plants  as  they  come  on-line. 

When  it  goes  on-stream  in  the 
mid-1980's,  the  Palo  Verde  Nuclear 

1  Plant  outside  Phoenix  will  supply 
22  per  cent  of  Arizona's  power. 
In  addition,  the  state  has  a  contin- 

i  uous  source  of  natural  gas  to  service 
the  new  hookups  of  industrial 

,  users. 

Arizona's  ideal  climate,  scien- 
tific and  technical  resources  and  gov- 
ernmental and  industrial  leadership 


have  all  comhined  to  encourage  the 
growth  of  solar  power.  The  state  will 
have  the  largest  distributed  solar 
thermal  electric  generator,  and  is 
constructing  one  of  the  largest 
direct-conversion  solar  cell  plants  in 
the  country. 

TAX  CLIMATE— ALSO  CLEAR 

Arizona's  public  finance  system 
is  designed  to  provide  a  high  quality 
of  services  while  limiting,  and  mak- 
ing predictable,  state  and  local  taxes 
and  government  spending.  Of  par- 
ticular interest  is  the  fact  that  Work- 
mens  Compensation  rates  have  de- 
creased by  more  than  30  per  cent  in 
the  past  two  years. 

The  tax  structure  is  in  every  way 
favorable  to  the  expansion  of  ex- 
isting businesses  and  the  establish- 
ment of  new  ones,  including  the 
issuance  of  Industrial  Development 
Bonds  by  state,  county  and  local  in- 


dustrial development  authorities 
(IDA). 

A  SUPERBLY  LIVABLE  STATE 

Diverse  is  the  word  for  Arizona,! 
in  climate,  topography,  lifestyle  and  I 
the  arts. 

In  the  northeast  corner  of  the 
state,  a  high  plateau  region.  Run- 
ning diagonally  through  the  midsec- 
tion to  the  northwest  tip,  a  moun- 
taneous  area.  In  the  southern  part, 
country  divided  between  the  desert 
valleys  and  low  mountain  ranges. 

Throughout,  sunshine.  There 
are  300  +  days  of  sun  a  year,  and  the 
12-month  construction  industry  can 
complete  a  turnkey  plant  within 
three  months — any  season. 

Sun,  desert  and  mountains  are 
only  part  of  the  story.  More  than 
243,000  acre-feet  of  surface  water 
give  Arizonans  the  distinction  of 
owning  and  using  more  boats  per 
capita  than  the  people  in  any  other 
state. 

At  Lake  Havasu  stands  the  ori- 
ginal London  Bridge,  removed  from 
its  location  over  the  Thames  River 
and  restored  by  the  M.  M.  Sundt 
Construction  Company.  Sundt, 
which  moved  into  Arizona  in  1929, 
has  left  its  imprint  not  only  on  this 
reborn  ancient  landmark  but  also  on: 
many  other  notable  sites  in  the  state. 
Among  them  is  the  Arizona  Biltmore 
Hotel,  in  the  form  of  sophisticated 
concrete  slipform  technology  for 
which  it  is  noted. 

There  are  22  national  parks  and 
monuments,  the  Grand  Canyon  and 
dozens  of  ghost  towns  and  Indian 
ruins  that  can  be  visited  the  year- 
round.  Citizens  of  Phoenix  have, 
among  their  in-town  parks,  the 
largest  in  the  country:  the  13,000- 
acre  South  Mountain  Preserve.  Tuc- 
son offers  its  residents  Sabino  Can-  1 
yon,  another  idyllic  spot,  right  near 
town. 

These  parks,  and  the  open 
country,  are  used  by  Arizonans  for 
hiking,  fishing,  four-wheeling,  back- 
packing, swimming,  skiing  or  just 
plain  loafing. 

For  sports  fans,  the  professional  I 
teams  include  the  Phoenix  Suns  bas- 1 
ketball  five  and  the  Pacific  Coast 


WE  DELIVER 

WIUT  OTHERS 
PROMISE! 


Why  is  Arizona  the  logical  choice  for 
business  opportunity?  Growth  potential, 
lenient  tax  structure,  and  a  climate  that 
enhances  productivity,  to  name  a  few. 

Glendale.  Arizona  offers  a  brighter  future 
ana  a  better  way  of  life  -  and  has  the 
resources  to  back  it  up. 

We  don't  make  promises  -  We  provide 
opportunity. 

People,  Land  and  Opportunity 


GLENDALE  fjj 

Arizona's  Valley  of  the  Sun 

Cooperative  Effort  of  the  Glendale  C  of  C, 
City  of  Glendale,  Maricopa  County 

Jim  Nelson  7 1 25  North  58th  Drive  Glendale,  Arizona  85301  (602)  937-4754 


aseball  teams  in  both  Tucson  and 
hoenix.  Spring  training  brings  in 
lajor  league  ball,  and  three  top  col- 
late programs  at  the  universities 
dd  another  dimension  to  the  sports 
rena. 

Two  major  PGA  tour  events  are 
eld  in  Arizona — the  Phoenix  Open 
nd  Tucson  Open.  Phoenix  alone 
as  more  than  70  year-round  golf 
ourses  for  those  who  would  rather 
wing  than  watch.  Thousands  of 
snnis  courts  are  available  nearly  12 
lonths  of  the  year,  and  thorough- 
red  and  greyhound  racing  draws 
rowds  all  season. 

In  a  state  with  Arizona's  unique 
haracter,  the  arts  harmonize  natur- 
lly  with  the  surroundings. 


ARIZONA  AS  A 
FINANCIAL  CENTER 

Unprecedented  growth,  central 
location  in  the  dynamic 
Western  market  and  strong  ties 
to  international  money  have 
attracted  capital  to  the  state. 

State  and  National  Banks:  25 
(with  566  branches) 
Savings  &  Loans:  17  (with  235 
branches) 

Combined  Assets  (Banks  and 
S&L's):  $21  billion  + 


In  Flagstaff,  the  summer  festival 
udiences  listen  and  watch  under 
he  stars,  as  ballet,  symphonic  music 
nd  concerts  by  soloists  are  pre- 
ented  in  this  special  seasonal  event. 

In  Phoenix  and  Tucson,  per- 
Drmances  are  given  by  the  Tucson- 
>ased  Arizona  Theatre  Company,  a 
>rofessional  repertory  group  with 
full  schedule  of  top  productions 
ach  year. 

The  Phoenix  Symphony  is  rank- 
d  one  of  the  leading  orchestras  in 
he  Southwest.  Ballet  and  opera 
ompanies,  top-name  performers 
nd  a  plethora  of  community  theatre 
ound  out  the  cultural  calendar. 

Arizona  is  a  state  of  celebration, 
vhere  festivals  and  rodeos  are  a  way 
if  life.  The  Prescott  Rodeo,  Parada 
lei  Sol  and  Phoenix  Rodeo  find  cow- 
toys  whooping  and  hollering,  roping 


and  riding.  The  Old  West  lives  on. 

At  the  Desert  Botanical  Garden 
in  Phoenix,  and  Desert  Museum  in 
Tucson,  the  land  itself  is  featured, 
together  with  rare  cacti  and  other 
flora  unique  to  the  Sonoran  desert. 
And  the  Phoenix  Zoo  is  the  world's 


largest  in  terms  of  land  area. 

The  Hispanic  mood  lies  like  a 
lace  mantilla  over  much  of  southern 
Arizona,  and  the  various  Indian 
tribes  leave  a  legacy  that  can  be  seen 
in  part  in  the  rugs  and  jewelry  they 
create.  The  world-famous  Heard 


Construction  Power 


For  nearly  a  century,  M.M.  Sundt 
has  been  a  source  of  construction 
power  in  the  southwest.  One  of  the 
most  respected  and  diversified 
construction  companies  in  the 
nation,  Sundt  excells  in  building 
commercial,  industrial  and 
institutional  facilities. 

M.M.  Sundt  stands  ready  to  apply 
its  construction  skills  to  your  next 
project. 


M.  M.  Sundt  constructed  the  Great 
Western  Bank  Plaza,  a  20-story  struc- 
tural steel  building  with  a  "slipformed" 
concrete  core.  A  Sundt  specialty. 


M.M.  Sundt 

Construction  Co. 


Tucson 

4101  E.  Irvington  Road 
Tucson,  Arizona  85706 
(602)  748-7000 


Phoenix 

2630  S.  20th  Place 
Phoenix,  Arizona  85036 
(602)  257-1967 


Please  call  or  return  a  reader  service  card  for  a  prompt  and 
confidential  reply. 


Imagine  a  jet  engine 
that  cuts  one  hour  off  the 
L  ♦  A»  to  New^brk  run* 


We  did. 
Then  we  cut  up  to  40°/o  off 

the  fuel  ML 


rarrett  engineer  looked 
m  his  calculator  and  said : 
iemen,  set  your  watches 
)ne  hour." 

fe  knew  what  had  hap- 
.TheTFE731Turbofan 
?en  born  at  the  Garrett 
le  Engine  Company  in 
dx  -  an  engine  up  to  40% 
efficient  than  any  in  its 
Making  possible  a  whole 
eneration  of  business  jets 
le  of  non-stop  transcon- 
al  flight.  A  precious  hour 
:ent,  re-fueling  and  take- 
i  been  saved, 
veryone  was  excited,  but 
rprised.  Once  again,  we'd 
j  lived  up  to  our  reputa- 
>  a  leader  in  energy- 
nt  engines  and  systems, 
tie  Garrett  Corporation, 
business  as  usual. 

earned  our  wings  in 
>ace,  then  built  ourselves 
i  industrial  giant  by  keep- 
r  feet  on  the  ground  and 
nds  on  a  technology  base 
ling  with  possibilities, 
makes  us  unique  is  how 
ply  that  technology. 


It's  called  good  old- 
fashioned  team  work.  Our 
engineers  never  work  alone  on 
some  remote  piece  of  the 
puzzle.  From  beginning  to  end, 
they  work  together.  Feeling 
responsible  for  the  entire 
project,  they  develop  a  talent 
for  innovation  that  is  second  to 
none. The  result  has  been  some 
of  the  most  timely,  efficient, 
and  practical  solutions  to 
today's  problems. 

It's  a  working  structure 
based  on  a  corporate  philos- 
ophy: Imagination  is  mankind's 
most  valuable  resource.  It's  a 
resource  we've  learned  to  max- 
imize and  others  have  learned 
to  tap. 

Like  the  Department  of 
Energy.  They've  asked  us  to 
develop  a  lightweight  flywheel- 
electric  car  that's  capable 
of  weaving  through  up  to  100 
miles  of  city  traffic  between 
recharges.  It's  the  kind  of 
challenge  we  love. 

For  the  nuclear  power 
industry  we've  created  a 
hermetically- sealed,  zero  stem 
leakage  valve  that  is  destined 
to  help  make  nuclear  power 
generation  even  safer. 


Garrett  is  also  making 
nuclear  power  more  cost- 
effective  with  a  uranium 
enrichment  centrifuge  that 
uses  only  5%  of  the  electrical 
energy  required  for  enrich- 
ment by  the  conventional  gas- 
eous diffusion  process. 

You'll  also  find  us  in 
everything  from  office 
buildings  to  petroleum  fields, 
primary  metal  industries  to 
trucking.  Everywhere  doing 
much  the  same  thing  -  making 
engines  and  systems  work 
harder.  We'd  like  to  do  that 
for  you. 

If  you're  wondering  how  to 
make  your  enterprise  do  more 
with  less,  we  suggest  you  get  in 
touch  with  the  people  who  are 
doing  just  that.  For  more  infor- 
mation, write  our  President, 
Jack  Teske  at  The  Garrett 
Corporation,  Dept.  1,  P.O.  Box 
92248,  Los  Angeles,  CA  90009. 
If  you're  flying  out  from  New 
York,  we'd  be  glad  to  spend 
that  extra  hour  with  you. 

mcarrettJ  The  Garrett  Corporation  f 
\.     ^w.  y  One  of  The  Signal  Companies  L^J 


Garrett 

The  aerospace  company  with  its  feet  on  the  ground. 


How 

Valley  National  Bank 
helped  bring  one  of 
the  largest  car  manufacturers 
in  America  toTfempe,  Arizona. 


Feeling  the  crunch  of 
winter  energy  shortages  in  the 
midwest,  F.W  and  Associates, 
the  sixth  largest  car  manufactur 
ing  company  in  the  U.S.,  began 
looking  west  for  a  solution. 

Ed  Fochtman  and  Fred 
Wagenhals  are  FW  and  Associ- 
ates. They  are  also  family  men. 
And,  during  a  combined  family 
vacation  in  Phoenix,  they  de- 
cided they  liked  the  area. They 
definitely  liked  over  320  days 
of  sun.  But  being  strangers, 
they  needed  to  know  more.  For 
that,  they  turned  to  Valley 
National  Bank. 

You  see,  at  Valley  Bank 
we  have  a  highly  qualified  and 
experienced  team  of  experts  to 
make  corporate  relocation  and 
expansion  easy.  Just  as  im- 
portant, we  take  a  personal 
approach  to  every  problem. 
That's  something  Ed  and  Fred 
have  never  forgotten.  First 
we  provided  FW  and  Associates 
with  up-to-date  information  on 
labor,  support  capabilities  and 
available  housing.  We  helped 
them  select  Tempe  as  the  site 
for  their  plant  We  even  helped 


them  with 
home  loans  for 
relocating  some  of  their  em- 
ployees. That  way,  F.W  and 
Associates  had  established 
good  personal  and  banking  re- 
lationships before  they  even 
got  here. 

How  did  they  do  when  they 
got  here?  Last  year  they  turned 
$5  million  in  sales.  Sales  of 
fiberglass  mini-cars— working 
replicas  of  cars  and  vans  scaled 
to  V3  original  size. 

Now  business  is  booming. 
FW  and  Associates  churns  out 
250  mini-cars  a  day,  from  the 
popular  Corvette  to  the  rugged- 
looking  Ford  Pickup.  TWenty- 
five  models  in  all.  And  it  seems 
every  promoter  in  the  country 
is  heading  to  Tempe  for  a  mini- 
tour  of  FW  and  Associates. 

What  our  Industrial  and 
Corporate  Development  De- 
partment did  for  FW  and 
Associates,  they  can  do  for  you. 
To  find  out  how,  or  for  a  copy 
of  our  brand-new  1981-82 
Arizona  Statistical  Review,  just 
call  John  C.  Baldwin,  Senior 
Vice  President  in  Phoenix,  at 
(602)261-1708.  In  Tucson, 
call  James  W  Cocke,  Vice 
President  (602)  792-7388. 


Valley  National  Bank  of  Arizona 


Member  FDIC 

Corporate  Headquarters:  P.O.  Box  71,  Phoenix,  Arizona  85001 


Museum  in  Phoenix  is  dedicated  to 
preserving  and  presenting  the  best 
in  historical  and  contemporary  art 
and  artifacts  of  the  Indian  cultures  g| 
the  Southwest. 

THE  HIGH  COUNTRY 

Arizona  leads  the  nation  in  per 
centage  increase  in  population.  The 
state  is  also  a  leader  in  the  growth  cj 
non-farm  employment,  which  swell 
ed  by  88.7  per  cent  during  the  last 
ten  years.  Personal  income  rose  froi 
$5.5  billion  in  1969  to  $23.9  billion  in 
1980. 

Arizona  is  a  place  where  people 
want  to  live.  This  translates  into  a 
more  stable  work  force,  with  less 
absenteeism  and  low  employee  turr 
over. 

Housing  is  still  reasonable.  Eve) 
in  the  heart  of  Phoenix,  the  median 
home  value  is  $79,000,  considerably 
lower  than  housing  costs  in  South- 
ern California.  Two-thirds  of  all 
Phoenicians  are  homeowners,  a  fig- 
ure that  climbs  to  72  per  cent  when 
the  entire  metropolitan  area  is  in- 
cluded. 

Today  Phoenix  is  the  ninth 
largest  city  in  the  United  States. 
Projections  are  that  Tucson  will  ex- 
perience even  faster  growth  than 
Phoenix  in  the  current  decade.  And 
the  rural  areas  have  just  begun  to 
emerge,  as  the  "sunshine  incentive" 
leads  companies  to  investigate  the 
whole  of  the  state. 

Arizona  has  developed  and 
adopted  a  strategy  to  attract  diversi- 
fied industry.  It  has  also  initiated  an 
industrial  expansion  program  to 
establish  a  climate  of  cooperation  be 
tween  the  public  and  private  sectors 

To  this  end,  the  state  stepped 
up  the  role  of  Governor  Bruce  Bab- 
bitt's Office  of  Economic  Planning 
and  Development  (OEPAD),  an 
agency  geared  to  making  business 
and  industry  feel  at  home  in  Arizo- 
na. OEPAD's  development  experts 
and  planners  are  available  to  assist 
large  and  small  businesses  in  all 
phases  of  expansion  and  relocation. 

For  its  corporate  and  individual 
citizens,  Arizona  is  still  the  place 
where  the  American  dream  can 
come  true. 


What  power  source  is  scheduled  to  provide 
the  biggest  addition  to  U.S.  electricity  gen- 
eration in  the  next  two  years? 


Nuclear 
reality 


By  Desiree  French 


Civilian  nuclear  energy  has  re- 
ceived so  many  setbacks  in  the  last 
decade  that  when  the  Nuclear  Regula- 
tory Commission  suspended  the  li- 
cense of  Pacific  Gas  &  Electric's  Dia- 
blo Canyon  Unit  1  plant  last  month 


it  looked  like  another  bedsore  for  a 
terminally  paralyzed  industry.  But 
while  the  news  concentrates  on  nu- 
clear setbacks,  the  next  two  years 
will  see  the  opening  of  29  nuclear 
power  plants.  The  new  plants,  most 
of  them  begun  around  ten  years  ago, 
will  add  30,652  megawatts  of  power 


and  give  the  nuclear  industry  a  51.7% 
increase  in  installed  capacity.  Last 
year  commercial  nuclear  reactors 
generated  11%  of  all  U.S.  electrical 
output;  these  plants  will  push  that  to 
around  16%. 

These  plants,  delayed  for  so  long, 
will  be  delayed  further — by  lags  in 
construction  and  the  inevitable  inter- 
veners and  protesters  who  will  con- 
vince judges  or  regulators  to  hold  up 
licensing.  But,  "while  there  may  be 
slippage,"  says  Carl  Walske  of  the 
Atomic  Industrial  Forum,  an  industry 
trade  association,  "they're  not  going 
to  slip  a  lot." 

Diablo  Canyon  notwithstanding, 
Chairman  Nunzio  Palladino  of  the 
NRC  says,  "The  commission  hopes 
to  reach  final  decisions  on  applica- 
tions for  20  more  nuclear  plant  full- 
power  operating  licenses  between 
now  and  the  end  of  1982.  We  ex- 
pect to  decide  on  another  13  appli- 
cations in  1983.  This  represents  an 
unprecedented  rate  of  licensing  for 
NRC — within  a  little  more  than  two 
years  an  approximate  50%  increase 


The  new  nukes:  1981 — 1983 


In  generating  electricity  from  nuclear  power  there  is,  to  be  sure,  no  guarantee  against  further 
delay,  but  this  table  lists  29  plants  currently  scheduled  to  start  operations  in  the  next  two  years. 


Plant 


Capacity 
(net  megawatts) 


Utility 


original  estimate 
(millions) 


-Costs- 


current  estimate 
(billions) 


Completion 
date 


Palo  Verde,  Unit  1  1270 

Palo  Verde,  Unit  2  1270 

San  Onofre,  Unit  2  1100 

San  Onofre,  Unit  3  1100 

St.  Lucie,  Unit  2  810 


Arizona  Public  Service 
Arizona  Public  Service 
Southern  California  Edison 
San  Diego  Gas  &  Electric 
Florida  Power  &.  Light 


} 


$  964 
829 

2,500 
725 


$1.6 
1.0 

3.3 
1.1 


1982 
1983 
1982 
1983 
1982 


LaSalle  County,  Unit  1  1078 

LaSalle  County,  Unit  2  1078 

Byron,  Unit  1  1120 

Clinton  Power,  Unit  1  950 

Wolf  Creek,  Unit  1  1150 


Commonwealth  Edison 
Commonwealth  Edison 
Commonwealth  Edison 

Illinois  Power 
Kansas  Gas  &  Electric 
Kansas  City  Power  &  Light 


} 


367 
302 
479 
430 

l,300t 


1.3 
0.9 
1.5 
1.7 

2.0 


1981 
1983 
1983 
1983 

1983 


Waterford,  Unit  3  1 104 

Enrico  Fermi,  Unit  2  1093 

Midland,  Unit  1  504 

Midland,  Unit  2  852 

Grand  Gulf,  Unit  1  1250 


Louisiana  Power  &  Light  230 

Detroit  Edison  229 

Consumers  Power  349 

Mississippi  Power  &  Light  l,200t 


1.6 
2.0 

3.1 

3.2 


1983 
1982 

1983 

1982 


Callaway,  Unit  1  1150 

Seabrook,  Unit  1  1150 
Shoreham  819 

Wm  B  McGuire,  Unit  2  1 1 80 
Wm  H  Zimmer,  Unit  1  810 


Union  Electric 
Public  Service  of  NH 
Long  Island  Lighting 
Duke  Power 
Cincinnati  Gas  &.  Electric 
Dayton  Power  &  Light 
Columbus  &.  S  Ohio  Electric 


} 


895 
487 
217 
185 

240 


2.1 
1.8 
2.5 
0.9 

1.0 


1983 
1983 
1982 
1982 

1982 


Susquehanna,  Unit  1  1050 

Susquehanna,  Unit  2  1050 

Virgil  C  Summer,  Unit  1  900 

Catawba,  Unit  1  1145 


Pennsylvania  Power  &  Light  550 

Pennsylvania  Power  &  Light  550 

South  Carolina  Electric  &  Gas  238 

Duke  Power  320 


1.8 
1.8 
1.3 
1.4 


1982 
1983 
1982 
1983 


Watts  Bar,  Unit  1 
Watts  Bar,  Unit  2 
Comanche  Peak,  Unit  1 
Comanche  Peak,  Unit  2 
WPPSS  Number  2 


1177 
1177 
1111 
1111 


Tennessee  Valley  Authority 
Texas  Utilities  Generating 


1093  Washington  Public  Power  System 


625 

779 
504 


2.8 

3.4 
3.2 


1982 
1983 

1983* 

1983 


•Unit  2  probable  startup  in  1984.    tlncludes  Unit  1  and  Unit  2. 


Source:  Department  of  Energy  and  individual  utilities 
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INFLATION 


Inflation  and  changing  social  values  can  create  perplexing 
problems  for  both  insurers  and  reinsurers. 

Old  methods  may  not  work.  Changing  times  require 
flexibility,  agility  and  anticipation. 

The  underwriting  and  reserving  practices  of  General- Re  are 
designed  to  anticipate  change  so  we  can  respond  and  fulfill 
the  reinsurance  needs  of  our  clients. 

General  Re 

America's  Largest  Reinsurer 


©1981  General  Reinsurance  Corporation.  600  Steamboat  Road.  Greenwich.  Connecticut  06830  (203)  622-4000 


in  the  total  number  of  operating 
reactors." 

Harold  Denton,  director  of  reactor 
regulation,  says  the  biggest  problem 
will  be  finding  trained  employees  to 
run  the  new  reactors.  "It's  a  serious 
problem  for  what  I  call  the  green 
utilities,  utilities  that  haven't  oper- 
ated a  nuclear  plant  before."  He  be- 
lieves that  three  new  plants,  Water- 
ford  (Louisiana  Power  &.  Light), 
Shoreham  (Long  Island  Lighting) 
and  Grand  Gulf  (Mississippi  Power 
&  Light),  for  example,  may  have 
problems  finding  reactor  operators 
because  the  companies  are  new  to 
nuclear. 

Companies  with  foresight  have 
hired  early  so  that  the  operators  could 
be  in  training  before  the  plants  are 
fully  operating.  At  the  Wolf  Creek  re- 
actor of  Kansas  Gas  &  Electric  and 
Kansas  City  Power  &  Light,  some  30 
operators  have  been  hired,  although 
the  plant  isn't  due  to  load  fuel  until 
1983.  The  companies  have  recruited 
from  the  nuclear  Navy  and  also  send 
operators  to  the  Westinghouse  Nucle- 
ar Training  Center  in  Zion,  111.,  which 
can  train  more  than  500  operators  a 
year.  General  Electric  also  trains  nu- 
clear plant  operators. 

The  29  plants  scheduled  to  go  oper- 
ational in  the  next  two  years  will 
not — by  themselves — rejuvenate  the 


Pacific  Gas  &  Electrics  troubled  plant  at  Diablo  Canyon 

"While  there  may  be  slippage,  they're  not  going  to  slip  a  lot.' 


industry.  After  those  29  there  are  only 
14  plants  on  order  from  the  four  reac- 
tor suppliers — General  Electric,  West- 
inghouse, Babcock  &  Wilcox  and 
Combustion  Engineering. 

Soaring  cost  has  done  more  than 
antinuclear  protest  to  discourage  new 
plants.  When  these  29  plants  were 
announced,  combined  cost  estimates 
were  some  $15.5  billion.  Today  these 
estimates  are  $48.3  billion  and  the  29 
plants  aren't  yet  finished.  But  nuclear 
isn't  the  only  energy  that  is  in  trouble. 

The  past  decade  changed  equations 
about  all  forms  of  energy,  not  just 
nuclear.  And  the  future  is  clouded. 
Expansion  of  coal-burning  arouses  se- 


rious, if  less  vocal,  environmental  ob- 
jections; the  long-term  supply  outlook 
for  natural  gas  has  utilities  in  Texas 
and  Louisiana  turning  to  alternatives, 
including  nuclear. 

Nuclear  power  may  be  losing  the 
publicity  battle,  and  almost  daily  re- 
ports of  minor  problems  at  nuclear 
plants  are  certainly  making  matters 
worse.  Yet  there  have  been  no  nucle- 
ar disasters  and  by  the  time  all  the 
plants  are  operating  that  are  currently 
under  construction,  the  antinuclear 
hysteria  may  have  faded  and  nuclear 
power  may  quietly  become  an  accept- 
ed part  of  the  American  industrial 
scene.  ■ 
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"HOW  MANY  OTHER  GIFTS 
CAN  BE  OPENED  FOUR  TIMES?" 


■Franco  Bolla 


"Deciding  which  delicious 
Bolla  wine  to  give  as  a  gift 
should  never  present  a  problem 
to  you. 

"Just  give  the  Bolla  Gift 
Selection,  with  its  two  red 
wines  and  two  white  wines. 
Each  with  its  own  distinctive 
taste.  Full-flavored  Valpolicella. 
Mellow  Bardolino.  Crisp, 
refreshing  Soave.  And  light,  dry  Trebbiano.  All  encased  in 
this  handsome  wooden  giftbox. 

"It's  a  gift  that  truly  shows  your  good  taste.  And  your 
generosity. 

"After  all,  how  many  gifts  can  they  open  four  times?" 
YOU  CAN  ALWAYS  TRUST  THE  TASTE  OF  A  BOLLA. 

To  send  the  Bolla  Gift  Selection  anywhere  in  the 
country, call  toll  free  800-528-6148.  Arizona  residents, 
dial  957-4923. 
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Zayre  Corp.  is  a  discounter  like  Korvettes 
orW.T.  Grant.  But  there  is  a  big  difference: 
It's  thriving  and  they  went  bankrupt. 


A  respectable  8 


By  Howard  Rudnitsky 


Back  in  the  mid-Seventies," 
says  Zayre  Corp.  Chief  Execu- 
tive Maurice  Segall,  "this  com- 
pany was  a  good  bet  to  wind  up  like  a 
lot  of  discounters — either  bankrupt  or 
sold.  Today,  however,  we're  in  very 
good  shape.  Not  a  perfect  10,  but  at 
least  a  respectable  8." 

Forgive  the  metaphor,  but 
you  can't  blame  Segall  for 
bragging.  In  the  four  years  he 
has  been  at  Zayre,  a  $1.6  bil- 
lion-a-year  chain  of  260  dis- 
count stores  and  over  300 
specialty  apparel  outlets, 
there  has  been  substantial 
improvement.  Profits  should 
increase  by  some  20%  for  the 
year  ending  in  January,  and 
net  margins  are  now  around 
1.3%.  That's  still  well  below 
the  2%  to  3.5%  level  of  dis- 
counters like  Caldor,  Wal- 
Mart  or  K  mart.  But  it's  near- 
ly half  again  as  good  as  Zayre's  former 
performance. 

Segall,  who  came  to  the  Massachu- 
setts-based retailer  after  seven  years 
at  American  Express,  is  enjoying  the 
results  of  a  $75  million  modernization 
campaign.  He  quickly  moved  to  close 
down  Zayre's  losers— a  women's  ap- 
parel division,  a  chain  of  fabric  shops, 
9  supermarkets  and  even  21  Zayre 
discount  department  stores.  At  the 
same  time,  Segall  began  refurbishing 
discount  stores  in  Boston  and  Chica- 
go, two  of  Zayre's  key  marketing 
areas.  Segall  spent  up  to  $400,000  per 
store  on  everything  from  light  fixtures 
to  point-of-sale  computer  terminals. 
His  new-look  Zayre  stores  carried 
more  appealing  apparel,  with  an  in- 
creased emphasis  on  fashion  and 
slightly  higher  prices. 

This  aggressive  upgrading  strategy 
s  Segall's  way  of  building  on  Zayre's 
Traditional  strengths.  The  company 


got  its  start  in  discounting  about  25 
years  ago  in  or  around  metropolitan 
markets  such  as  Boston  and  Chicago. 
Today,  however,  instead  of  fleeing 
the  inner  cities  Zayre  is  expanding 
there.  "We're  one  of  the  few  chains 
operating  quite  profitably  in  such  in- 
ner city  areas  as  South  Chicago  and 
Miami,"  he  explains.  In  fact,  Zayre 
just  added  eight  Chicago  outlets  to  gen- 


Zayre  Corp.  Preside)!/  Maurice  Segall 
He  has  millions  riding  on  Zayre's  success. 


erate  greater  local  economies  of  scale. 

What  lured  Segall  to  leave  American 
Express  for  the  challenge  of  Zayre? 
His  nine-year  stint  at  J.C.  Penney's 
discount  Treasury  Stores  gave  him 
the  right  background  for  the  job,  and 
Sumner  Feldbefg,  whose  family  owns 
about  30%  of  Zayre's  stock,  gave  him 
the  right  motivation.  Segall  earns 
$450,000  a  year,  but  as  part  of  his  five- 
year  contract  ending  in  1983  he  has 
options  to  buy  60,000  shares  of  stock 
at  $9  a  share — roughly  $20  below  the 
current  market  price.  Beyond  that 
there  is  a  bonus  that  could  give  him 
$1.5  million  if  he  makes  annual  profit 
gains  of  15%  to  20%.  "Zayre  is  the 
family  jewel,"  says  Feldberg,  whose 
uncle  and  father  founded  the  original 
apparel  chain  in  1919.  "We  have  al- 
most everything  tied  up  in  it." 

The  Feldbergs,  whose  Zayre  hold- 
ings are  now  worth  $40  million — 
twice  what  they  were  before  Segall 


was  hired — knew  the  type  of  manager 
they  wanted.  "There  may  have  been 
some  stronger  retailing  merchants 
around,"  Feldberg  says,  "but  we  need- 
ed a  strong  administrator  even  more. 
Our  operations  had  gotten  out  of  hand 
and  were  out  of  date.  We  needed  so- 
phisticated controls  and  a  clear  sense 
of  direction.  We  were  in  too  many 
businesses." 

The  52-year-old  Segall,  who  has  a 
degree  in  economics,  fit  the  bill- — and 
as  an  outsider  he  was  not  as  con- 
strained by  old  family  ties.  "I  figure 
there  are  about  50  or  so  Zayre  stores 
that  are  still  marginal,"  he  explains. 
"If  we  can't  improve  them,  we'll  ei- 
ther sell  the  weakest  or  close  them." 
He  is  equally  candid  about  Zayre's  Hit 
or  Miss  chain  of  4,000-square-foot 
women's  apparel  stores:  "We  brought 
in  Stanley  Rutstein,  president  of  the 
highly  successful  Casual  Corner  wom- 
en's sportswear  chain,  then  closed  50 
stores  and  about  200  people  had  to  be 
replaced.  Basically  we  got  out  of  low- 
er-priced junior  apparel  — a  crowded 
market — and  into  women's  sports- 
wear at  moderate  prices.  Now  we're 
aiming  at  the  career-minded 
woman." 

Another  part  of  Zayre's 
grab  bag  needed  much  less 
fixing.  Segall  sees  particular 
promise  in  a  small  family- 
oriented  specialty  chain 
called  T.J.  Maxx.  When  he 
saw  the  profitability  of  these 
25,000-square-foot  apparel 
"supermarkets,"  he  swiftly 
expanded  the  number  of  out- 
lets from  14  to  64  today.  T.J. 
Maxx,  which  discounts 
brand-name  clothing,  much 

  like  Melville  Corp.'s  Mar- 

shalls  chain,  now  accounts  for  nearly 
15%  of  Zayre's  profits,  with  room  for 
further  growth. 

All  the  while,  Segall  has  been  im- 
proving Zayre's  balance  sheet  and 
cash  flow.  In  June  1980,  he  shrewdly 
converted  $60  million  of  short-term 
prime-plus  debt  into  a  25-year,  12%% 
debenture.  Later  that  same  year  he 
felt  sufficiently  secure  to  switch  to 
LIFO  inventory  accounting.  That  has 
penalized  reported  earnings,  but  has 
saved  $8  million  that  would  have  gone 
to  pay  taxes. 

Clearly,  Zayre's  basic  fence  mend- 
ing has  been  accomplished.  As  Segall 
puts  it,  "Today  at  least  we  know 
where  we  are  going.  But  we  aren't 
perfect  and  have  a  long  way  to  go." 

Despite  his  high  price,  Segall  could 
prove  a  tremendous  bargain  to  the 
Feldbergs  if  he  keeps  Zayre  on  a  fast 
track.  A  sinking  economy,  however, 
will  surely  test  his  mettle.  ■ 
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More  and  more  tails  to  tell. 


Reading  left  to  right,  top  to  bottom 

South  African  Airways  Scandinavian  Airlines  System 
Cruzeiro  do  Sul  Singapore  Airlines  Garuda  Indonesian  Airways 
Philippine  Airlines  Korean  Airlines  Air  France 
Pakistan  tnternational  Airlines  Lufthansa  KLM  Royal  Dutch  Airlines 
Toa  Domestic  Airlines  Eastern  Airlines  Air  Inter  Hapag-lloyd 
Thai  Airways  International  Indian  Airlines  Olympic  Airways  Iran  Air 
Alitalia  Iberia  Swissair  Egyptair  Trans  European  Airways 
Sabena  Air  Afrique  Malaysian  Airline  System  Laker  Airways 
Trans  Australia  Airlines  Martinair  British  Caledonian  Tunis  Air 
Austrian  Airlines  Kuwait  Airways  Corporation  Varig  Brazilian  Airlines 
VASP  (Sao  Paulo)  Saudi  Arabian  Airlines  Wardair  Canada  ' 
Nigeria  Airways  China  Airlines  Libyan  Arab  Airlines 


Airbus  Industrie 


There  are  times  to  diversify  and  times  to 
mind  your  own  business.  Consider  the  cu- 
rious Alabama-Tennessee  pipeline. 


The  capitalists 
of  Muscle  Shoals 


By  William  Baldwin 


T|he  little  town  of  Muscle 
Shoals,  Ala.  will  go  down  in  the 
annals  of  American  socialism  as 
the  birthplace  of  the  Tennessee  Valley 
Authority.  But  it's  also  the  site  of  an 
unusual  success  story  in  the  capital- 
ist utility  business.  There,  in  a  small 
building  near  the  giant  Wilson  Dam 
and  a  TVA  fertilizer  plant,  sits  Ala- 
bama-Tennessee Natural  Gas  Co.,  a 
pipeline  company  that  has  averaged 
an  extraordinary  38%  return  on 
shareholders'  equity  over  the  past 
five  years. 

Presiding  over  this  little  gem  is  a 
disarmingly  stodgy  management  con- 
tent with  the  dull  business  of  gas  trans- 
mission. So  far,  such  narrow-minded- 
ness has  paid  off.  A  share  of  stock 
bought  for  $11  in  1949  is  now  nine 
shares  worth  $40  each. 

Alabama-Tennessee  has  been  mak- 
ing money  since  1950,  when  it 
opened  its  first  valve  and  moved  into 
its  unprepossessing  headquarters 
alongside  a  gas  main.  Since  then  it  has 
had  an  unbroken  30  years  of  earnings- 
per-share  increases.  For  the  past  de- 
cade, earnings  per  share  have  been 
growing  at  a  17.5%  compound  annual 
rate.  That  compares  with  10%  at  Ten- 
neco,  the  pipeline-turned-conglomer- 
ate that  supplies  most  of  Alabama- 
Tennessee's  gas. 

"It's  been  slow  and  steady,"  says 
President  M.D.  Prouty  Jr.,  in  the  mea- 
sured, careful  speech  of  an  accoun- 
tant. His  firm  will  take  in  about  $110 
million  this  year  moving  gas  from 
Tenneco's  main  line  near  the  Ala- 
bama-Mississippi border  130  miles 
eastward  up  the  Tennessee  River.  Its 
customers  are  1 7  distribution  compa- 
nies serving  towns  such  as  Huntsville 
(population  138,000)  and  Counce  and 
Margerum  (population  100  each).  It 


also  sells  directly  to  seven  industrial 
plants  owned  by  Amoco,  TVA,  R.J. 
Reynolds  and  others. 

Prouty,  who  has  been  at  Alabama- 
Tennessee  for  32  of  his  63  years, 
seems  flustered  when  asked  about 
plans  to  diversify.  There's  the  chemi- 
cal plant,  the  aluminum  plant,  the  pa- 
per company.  .  .  .  Isn't  that  diversifi- 
cation? he  asks. 

Every  now  and  then  Prouty  will  add 
a  few  miles  of  pipe  or  splurge  on  a  new 
compressor,  but  expansion  is  not  a 
passion  with  him.  Other  utilities  weep 
about  financing  construction  work  in 
progress — on  which  rate  regulators 


usually  refuse  to  allow  a  return.  At  Ala- 
bama-Tennessee, construction  work 
in  progress  totaled  all  of  $8,830  at  last 
count.  The  company  has  $12  million 
in  high-interest  CDs  and  Treasury 
bills,  enough  to  pay  off  its  few  remain- 
ing mortgage  bonds  ten  times  over. 

Prouty's  accounting  is  as  conserva- 
tive as  his  neat  gray  suit.  Unfunded 
pension  liability  is  being  amortized 
over  only  ten  years — all  $92,000  of  it. 
Line  losses?  In  1978  Alabama-Ten- 
nessee managed  to  report  a  negative 
figure  for  gas-unaccounted-for,  thanks 
to  having  pumped  up  the  pressure  in 
its  lines  the  year  before.  The  balance 
sheet  is  93%  equity,  unheard-of  in  the 
highly  leveraged  utility  business. 

Numbers  like  these  are  a  bit  jarring 
to  investors  accustomed  to  utilities 
like  Con  Ed  or  such  pipelines  as 
Transco.  "Seven  percent  debt?"  asks  a 
nonplussed  pipeline  analyst  after 
hearing  about  Alabama-Tennessee. 
"And  they're  running  a  38%  return  on 
equity?  Unbelievable." 

The  secret  is  that  Alabama-Tennes- 
see is  only  half  regulated.  About  50% 
of  its  sales — the  ratio  has  been  fairly 
constant  over  the  years — are  to  gas 
distribution  companies  (mostly  mu- 
nicipal) at  federally  policed  rates  al- 
lowing a  theoretical  11%  return  on 
equity.  Direct  industrial  sales  are  at 
whatever  price  Alabama-Tennessee 
can  get,  typically  in  long-term  con- 
tracts. Last  year  it  paid  an  average  of 


President  M.D.  Prouty  Jr.  at  an  Alabama-Tennessee  metering  station 

A  31-year  growth  streak  in  the  dull  business  of  gas  transmission. 
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$2.23  per  thousand  cubic  feet  for  its 
gas.  Its  average  markup  was  22  cents 
on  resale  accounts,  but  47  cents  on 
the  unregulated  business.  The  com- 
mercial accounts  don't  complain — 
they  are  still  getting  energy  at  an 
equivalent  of  something  like  $15-a- 
barrel  oil.  "They  get  a  bargain  and  we 
make  a  little  money,  too,"  explains 
Vice  President  L.C.  Bartmess,  58,  a 
31 -year  veteran  of  the  company. 

Alabama-Tennessee  is  also  in  the 
resale  business  itself,  via  four  subsid- 
iaries that  brought  in  $86,000  of  last 
year's  $5.4  million  net  income.  "Our 
gas  distribution  companies  are  very 
small.  We  have  two  that  serve  the 
suburbs  of  Florence.  That  tells  you 
something  about  them,"  says  Prouty, 
allowing  himself  a  rare  chuckle.  One 
of  these  four  subsidiaries  is  only  2  feet 
long,  that  being  the  width  of  a  gas 
odorizer  serving  a  Kimberly-Clark 
plant.  The  conservatively  managed 
odorizer  nets  12%  on  revenues. 

From  the  day  when  it  was  just  a 
trench  in  the  ground,  Alabama-Ten- 
nessee has  led  a  charmed  life.  The 
only  major  obstacles  along  the  right- 
of-way  were  the  Tennessee  River  and 
two  whiskey  stills.  The  only  union 
that  represented  any  of  the  employees 
was  voted  out  before  it  could  sign  a 
contract.  Doesn't  anything  go  wrong? 
Aren't  there  any  recessions  in  Ala- 
bama? Says  Treasurer  J.R.  Severin  Jr., 
61,  another  32-year  veteran  at  the 
company,  "Reynolds  is  cutting  back. 
And  Ford  is  in  all  kinds  of  trouble." 
Ford  has  announced  that  it  is  closing 
its  aluminum-castings  plant  in  Shef- 
field, Ala.  But  when  that  happens,  in 
about  two  years,  Alabama-Tennessee 
will  be  able  to  remarket  Ford's  share 
of  cheap,  price-controlled  gas  at  a 
slightly  higher  price.  Alabama-Ten- 
nessee will  likely  report  earnings  near 
$5.30  this  year,  up  from  $4.88  in  1980. 

But  what  if  artificially  low  gas 
prices  vanish  and  easy  profits  on  in- 
dustrial sales  are  no  more?  "I  don't 
expect  that  to  happen — not  in  the 
time  that  I  expect  to  be  in  the  busi- 
ness," says  Bartmess  matter-of-factly. 

You  could  call  Alabama-Tennessee 
merely  lucky.  The  big  interstate  pipe- 
liners  diversified,  after  all,  in  order  to 
get  the  kind  of  profitable,  unregulated 
business  that  was  sitting  on  Ala- 
Tenn's  doorstep,  thanks  to  the  indus- 
trial development  that  TVA  had 
brought  to  the  company's  area.  But  in 
business  it's  how  you  handle  good  for- 
tune that  counts.  And  fast-track  con- 
glomerators  could  take  a  lesson  from 
Prouty's  explanation  for  his  com- 
pany's success:  "We  weren't  interest- 
ed in  getting  into  other  things  we  real- 
ly didn't  know  anything  about."  ■ 
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What  are  you  going  to  do 
ivhen  you  can't  charge  anymore 
for  your  products  ? 


If  you  pass  on  too  many  cost  in- 
creases, it  won't  take  too  long  be- 
fore your  customers  will  pass  up 
what  you're  trying  to  sell. 

If  you  don't  pass  on  cost  in- 
creases, you  start  losing  money. 

It's  a  tough  problem.  But  fortu- 
nately, there's  a  good  way  to  solve 
it.  With  a  Bodine  assembly  ma- 
chine. 

ABodine  machine  is  designed  to 
increase  your  productivity  by  au- 
tomating the  one  place  where  you 
can  probably  save  the  most-your 
small  parts  assembly  operation. 
The  fact  is,  a  Bodine  machine  just 
may  be  able  to  cut  the  cost  of  small 


parts  assembly  by  95%  or  more. 

At  the  same  time,  it  can  cut  war- 
ranty and  liability  costs.  Because  a 
Bodine  machine  can  provide  100% 
inspection  and  verification  of  all 
parts. 

The  result  is  a  higher  quality 
product  at  lower  cost.  If  that 
sounds  like  the  kind  of  thing  you'd 
like  to  hear,  call  Frank  Riley,  our 
Vice  President.  He'll  tell  you  even 
more.  The  Bodine  Corporation,  317 
Mountain  Grove  St., 
Bridgeport, 
CT  06605. 
(203)  334-3107. 


Bodiiw 


Taxing  Matters 


Edited  By  Richard  Greene 


Creative  accountants  and  lawyers  can  produce  works  of  art 
more  valuable  than  a  Picasso  and  more  complex  than  a  Braque. 


moma's  money 


By  Paul  B.  Brown 


W1  hen  the  Museum  of  Modern 
Art  (MoMA)  went  hat  in 
hand  to  New  York  City  for 
financial  assistance  in  the  mid-1970s, 
it  was  facing  an  uphill  struggle.  The 
Big  Apple  had  found  worms  in  its  own 
financial  core  and  was  more 
worried  about  paying  for  cops 
and  sanitation  men  than  in- 
creasing its  support  to  include 
cubists  and  surrealists.  Still, 
MoMA  needed  to  expand  and 
the  city  wanted  to  help  one  of 
its  main  tourist  attractions. 
As  long  as  helping  didn't  cost 
anything,  that  is.  There  fol- 
lowed a  tax  deal  as  delicately 
balanced  as  a  Calder  mobile, 
which  could  serve  as  a  model 
for  nonprofit  organizations  all  over 
the  country,  if  taxpayers  go  along. 

MoMA  may  not  have  had  money, 
and  it  may  not  have  had  powerful 
friends  in  City  Hall,  but  it  did  have 
some  of  New  York's  most  valuable 
real  estate — the  land  surrounding  its 
headquarters  on  53rd  Street,  just  off 
Fifth  Avenue  in  Manhattan.  The 
problem  was  converting  that  tax- 
exempt  land  into  cash. 

If  the  museum  were  to  produce  a 
profit  from  that  land,  by  using  it  for  a 
noncultural  purpose,  it  would  have  to 
pay  taxes,  which  would  slash  the  po- 
tential, income.  So,  as  a  start,  that 
limitation  had  to  be  lifted.  "This  was 
a  way  to  bolster  the  museum  without 
any  city  funds,"  says  then-Mayor 
Abraham  Beame,  now  chairman  of 
the  advisory  board  of  the  UMB  Bank 
and  Trust  Co.  in  New  York.  "I 
thought  this  was  a  very  good  thing." 
But  even  with  the  limitation  gone, 


it  was  tough  finding  anyone  who 
wanted  the  property.  In  the  mid- 
1970s  people  were  leaving  New  York, 
not  coming  in. 

A  tax  abatement  plan  was  needed, 
and  fast.  It  would  have  to  be  attractive 
to  the  developer,  ensure  ongoing  fund- 
ing for  MoMA  without  sullying  the 


museum's  image  and  not  cost  the  city 
anything. 

The  solution?  Give  the  developer 
tax  abatements  for  a  few  years,  and 
then  have  him  pay  greatly  reduced 
taxes  into  a  tax-exempt  trust,  which 
in  turn  hands  those  dollars  over  to  the 
museum. 

So,  the  developer  saves  on  taxes, 
MoMA  gets  a  stream  of  income — 
from  the  developer,  not  the  city.  And 
while  the  city  doesn't  get  anything,  it 
doesn't  lose  anything  either. 

"The  land  was  not  producing  any 
income  for  the  city  before,  and  it  still 
isn't,"  says  lames  S.  Snyder,  MoMA's 
deputy  director  for  planning,  who  is 
responsible  for  the  museum's  west 
wing  expansion  and  keeping  a  watch- 
ful eye  on  the  construction  of  Muse- 
um Tower,  the  luxury  high-rise  apart- 


ment building  now  being  built  on 
museum  land. 

How  much  is  the  museum  actually 
getting?  Well,  first  it  got  $17  million 
(tax-free,  naturally)  for  selling  its  air 
rights  to  the  developers.  (The  first  six 
floors  of  the  high  rise  will  actually  be 
inside  the  new  wing.)  Then,  starting 
in  1984,  the  developer  will 
make  payments,  in  lieu  of 
taxes,  to  the  tax-exempt 
trust.  Those  payments  will 
increase  on  a  sliding  scale  un- 
til 1992,  when  they  will  reach 
100%  of  the  property  tax  as- 
sessment. This  is  no  penny- 
ante  amount.  It  could  amount 
to  at  least  a  million  dollars 
once  the  developer  is  paying 
the  full  assessment. 
Some  critics,  of  course, 
would  argue  that  the  money  should 
have  gone  to  the  city,  which  might 
have  used  some  of  it  for  projects  other 
than  the  museum.  But  that's  like  talk- 
ing about  where  angels  dance,  says 
Martin  E.  Segal,  a  partner  with  Wert- 
heim  &.  Co.,  New  York  investment 
bankers,  who  headed  the  city's  cultur- 
al commission  when  the  deal  was  ap- 
proved. "It's  purely  speculative  to  talk 
about  doing  the  deal  another  way,"  he 
says.  "There  was  not  one  single  other 
offer  anywhere.  Look,  no  real  estate 
taxes  were  payable  when  MoMA 
owned  the  land,  because  the  property 
was  tax-exempt.  Consequently,  when 
the  building  was  put  up,  there  was  no 
tax  loss.  On  the  other  hand,  the  deal 
did  bring  about,  at  a  desperate  time 
for  the  city,  $30  million  worth  of  con- 
struction work  and  jobs,  and  the  sales 
tax  on  the  goods  and  materials  used. 
In  addition  it  will  bring  people  into 
the  city,  who  will  be  living  here 


FORBES,  DECEMBER  21,  1981 


buying  goods  and  services.  It  also  al- 
lows the  museum  to  expand,  which  is 
a  great  attraction  for  tourists  and  good 
for  the  hotels  and  restaurants." 

The  result  of  all  this  is  that  MoMA 
gets  to  double  the  gallery  space  and  is 
ensured  a  continuing  source  of  fund- 
ing, sheltered  from  shifting  political 
winds  and  changes  in  administra- 
tions. Why  couldn't  MoMA  go  to  the 
patrons  for  the  funding?  "We  started  a 
$75  million  capital  funds  drive  to  co- 
incide with  our  50th  anniversary  [in 
1979],"  Snyder  says.  "There  is  only  so 
much  money  you  can  ask  a  person  to 
give."  Would  the  museum  have  decid- 
ed to  move  ahead  with  the  expan- 
sion— which  will  allow  it  to  handle 
about  5,000  visitors  a  day,  up  from  the 
present  3,000 — without  the  property 
tax  payments?  Not  likely,  according 
to  Snyder. 

Still,  as  Segal  says,  the  city  doesn't 
lose  a  nickel  on  the  deal,  and  the  de- 
veloper got  a  much-needed  tax  break. 
The  only  potential  loser  is  the  taxpay- 
er. Had  the  air  rights  been  sold  out- 
right, property  taxes  would  have  been 
paid  to  the  city  that  could  have  been 
given  to  the  museum.  Citizens  would 
have  known  where  the  dollars  were 
going.  On  the  other  hand,  there  were 
no  developers  willing  to  buy  the  prop- 
erty, so  maybe  that  whole  point  is 
academic. 

Chances  are  we  will  be  seeing  more 
deals  of  this  sort  in  the  near  future. 
Snyder  says  that  MoMA  has  received 
quite  a  number  of  calls  from  other 
museums  wanting  to  know  how  the 
deal  was  done. 

Putting  the  sense  back 
in  incentives 

Targeted  Jobs  Tax  Credits  never 
really  worked  to  begin  with.  Even 
when  the  government  offered  to  pay 
companies  to  hire  so-called  hard-core 
unemployables,  the  companies 
weren't  willing  to  hire  people  they 
thought  were  unreliable. 

Although  the  idea  seemed  fair 
enough,  as  Forbes  pointed  out  in  July, 
the  idiocy  was  in  allowing  companies 
to  take  the  credits  retroactively.  That 
is,  a  firm  could  hire  a  man  on  the  basis 
of  merit,  find  out  a  year  later  that  he 
was  eligible  for  a  targeted  job  tax  cred- 
it and  put  in  to  get  the  money  from 
Uncle  Sam.  That's  not  an  incentive, 
that's  a  boondoggle. 

Now  Congress  has  realized  the  silli- 
ness of  such  a  scheme  and  part  of  the- 
Economic  Tax  Recovery  Act  says  that 
to  get  the  tax  credits  an  employer 
must  put  in  for  them  as  soon  as  the 
eligible  worker  starts. 
Better  late  than  never.  ■ 
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GIVE  THE  GIFT  OF 
THE  IRISH  MIST 


Give  someone  a  bottle  of  Irish  Mist  and  you 
give  them  hills  that  roll  forever,  lakes  that  radiate 
light,  and  a  gentle  mist  that  settles  every  evening. 

Every  sip  of  Irish  Mist  is  all  that  and  more: 
A  legendary,  centuries  old  drink  sweetened  with 
just  a  wisp  of  heather  honey.  Irish  Mist  can  be 
enjoyed  anytime,  or  place,  or  way:  on  the  rocks; 
neat;  or  mixed  to  your  taste. 

It's  a  pleasing  drink.  It's  a  perfect  gift:  Irish 
Mist  in  the  handsome  gift  box.  Always  given  with 
pride  and  received  with  appreciation. 

IRISH  MIST 
THE  LEGENDARY  SPIRIT 

Imported  Irish  Mist®  Liqueur.  70  Proof.  ©1979  Heublein,  Inc.,  Hartford,  Conn.  U.S.A. 


Frankfort,  Kentucky,  August  26,  1981.  Goi'ernor  John  Y.  Brown,  Jr.,  Commerce  Secretary  W.  Bruce  Lunsford  and 
Armco  Inc.  Chairman  C.  William  Verity  announce  a  $350  million  Armco  facility  in  Kentucky. 


The  real  news  is  the  story 
behind  the  news  conference. 

Months  before  this  press  conference,  a  different  group  was 
assembled  in  the  Governor's  Office.  They  were  members  of 
Kentucky's  Commerce  Cabinet  and  The  Kentucky  Economic 
Development  Corporation— a  coalition  of  private  businessmen 
who  donate  their  time  and  resources. 

The  group  had  just  learned  disappointing  news.  Armco  Inc. 
was  about  to  select  a  site  for  a  major  new  plant  and  there  were 
strong  indications  that  Kentucky  was  not  being  considered. 

A  major  presentation  for  Armco  management  was  readied 
that  stressed  Kentucky's  central  location  and  government 
support,  as  well  as  energy,  labor  and  transportation 
resources.  That  same  day  Governor  Brown,  W.  T.  Young, 
Hayes  Watkins,  William  Sturgill  and  Bruce  Lunsford  flew  to 
Armco  headquarters  and  made  their  presentation. 

Kentucky  isn't  a  state  that  sits  back  and  waits  for  things  to 
happen.  We  make  them  happen.  Obviously  this  unexpected, 
yet  comprehensive  effort  by  Kentucky  &  Co.  played  a  major 
role  in  Armco's  final  selection  of  our  state. 

For  more  specific  information  about  Kentucky,  write:  W.  Bruce 
Lunsford,  Secretary,  Commerce  Cabinet,  Commonwealth  of 
Kentucky,  Frankfort,  Kentucky  40601 .  Or  better  yet,  call  him  at 
502/564-7670. 


KENTUCKY 

The  state  that's  run  like  a  business. 


The  Up-And-Comers 


Now,  with  a  millionaires  backing,  Andy 
Bonime  wants  to  make  only  quality  films. 
But  can  he  resist  the  lure  of  3-D? 


You  oughta  be 
in  (B)  pictures 


Edited  By  Paul  B.  Brown 

T|he  only  thing  clever  about 
TJje  Harrad  Experiment ,  a  1973 
him  about  college  cohabitation 
back  when  that  was  steamy  stuff,  was 
the  title  (a  combination  of  the  names 
Harvard  and  Radcliffe).  The  Bell  Jar,  in 
which  New  Brunswick,  N.J.  was  sub- 
stituted for  New  England  in  the  film- 
ing of  Sylvia  Plath's  novel,  was  a  dud. 
People  stayed  away  in  droves. 

You  might  think  Andrew  Bonime, 
the  man  who  brought  those  turkeys  to 
the  silver  screen,  would  be  in  hiding 
somewhere,   shunned  by   the  film 


community.  If  you  do,  you  don't  un- 
derstand Hollywood,  where  people 
"take"  meetings  to  discuss  concepts, 
"story  treatments"  and  "points."  Be- 
cause he  had  shrewdly  presold  the 
rights  to  The  Bell  Jar  before  it  was  even 
made,  Bonime's  investors  did  not  lose 
any  money.  In  Hollywood  this  means 
Andy  Bonime  is  a  hot  property.  And 
what  does  he  plan  to  do,  now  that  he 
is  in  demand?  Make  quality  films. 
Really. 

Flashback  to  Boston  University's 
film  program  where  Bonime  dreams 
of  becoming  another  Orson  Welles  or 
Hitchcock.  After  heading  West  and 
working  for  a  small  production  com- 


Andrew  Bonime  of  Bonime  Associates 

"I  want  to  make  movies  from  important  literary  material,"  says  the  man 
who  brought  you  The  Harrad  Experiment. 


pany,  he  went  back  East  and  tried  to 
bring  in  a  fortune  in  development 
money  when  he  discovered  the  secret 
that  has  made  him  rich:  People  are 
greedy  and  vain. 

Before  a  movie  is  made,  "seed  mon- 
ey" is  needed  to  acquire  book  rights, 
produce  a  script  and  package  a  deal 
that  will  make  it  attractive  to  a  stu- 
dio. The  problem  is,  for  every  movie 
that  gets  made  from  one  of  these 
packaged  deals,  hundreds  don't.  So  it 
is  difficult  to  attract  venture  capital. 
But  the  lure  of  working  with  movies, 
aside  from  the  dream  that  you  may 
have  another  Jaws  on  your  hands,  is 
enticing,  and  Bonime  knows  how  to 
play  that  for  all  it's  worth.  While  rival 
producers  only  offered  a  chance  to 
share  in  future  profits,  Bonime  gave 
investors  willing  to  come  up  with  the 
preproduction  seed  money  a  money- 
back  guarantee  as  soon  as  there  was  a 
deal  with  the  studio,  plus  a  generous 
cut  of  future  profits.  (These  are  known 
as  points;  one  point  usually  equals  1% 
of  the  net.)  "The  other  guys  are  too 
greedy,"  he  says.  While  The  Bell  Jar 
bombed,  the  production  costs  of  about 
$1.8  million  were  covered  by  guaran- 
tees from  the  distributor  and  presales 
to  television  and  cable. 

It  was  after  The  Bell  Jar  that  fate 
intervened.  Bonime  was  teaching  an 
adult  education  course  on  film  financ- 
ing when,  in  a  scene  worthy  of  Walter 
Mitty,  a  student  came  up  after  class 
and  said  he  had  the  money  to  finance 
any  of  Bonime's  ideas.  The  student 
turned  out  to  be  a  multimillionaire 
venture  capitalist  who  always  liked 
the  excitement  of  Hollywood.  Bon- 
ime says  his  partner  wants  to  remain 
more  silent  than  Gary  Cooper. 

No  longer  having  to  scramble  for 
start-up  money,  Bonime  says  he  will 
produce  quality  films.  He  has  teamed 
with  Daniel  Selznick  (grandson  of 
movie  mogul  Louis  B.  Mayer  and  son 
of  David  O.  Selznick,  who  produced 
classics  such  as  Gone  With  the  Wind). 
They  met  after  discovering  each  had 
plans  to  bring  to  the  screen  John  Her- 
sey's  Tlje  Child  Buyer,  which  is  now 
being  cast. 

"We  share  the  same  philosophy," 
Bonime  says  of  Selznick.  "Everything 
begins  with  the  story.  Today  studios 
cast  TV  stars  and  rely  on  special  ef- 
fects and  sex  to  sell  movies,  instead  of 
trusting  the  quality  of  the  material.  I 
want  to  make  movies  from  important 
literary  material."  This  from  the  man 
who  brought  you  The  Harrad  Experi- 
ment. Pious  words  aside,  Bonime  is 
hedging  his  bets.  Under  way  is  his 
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latest  film:  Star-Crossecl:  A>i  Adventure 
in  the  Year  5000.  It  is  billed  as  an 
"adult  science  fiction"  mystery-love 
story  and  will  be  shot  in  3-D.  Call  it  a 
quality  potboiler. — Jon  Schriber 


"We  got 
gypped" 


It's  the  same  old  story.  Lawmakers 
dutifully  correct  one  inequity  in 
the  tax  code,  and  before  the  ink  is  dry 
another  one  pops  up  in  its  place.  This 
time  it  is  a  gap  in  the  new  depreci- 
ation schedules,  and  the  fall  guy  is  the 
small  businessman. 

Under  the  old  tax  law,  companies 
could  claim  a  first-year  depreciation 
"bonus"  on  new  capital  equipment. 
The  amounts  were  fairly  small — the 
maximum  deduction  was  20%  of  a 
machine  worth  up  to  $10,000,  making 
the  total  bonus  $2,000;  the  new  rules 
raise  that  to  $5,000.  Nothing  to  con- 
cern AT&T's  accountants,  but  a  nifty 
tax  break  for  a  startup  venture. 

There  is  just  one  problem:  The  new 
rules  will  not  become  effective  until 
1982.  "We  got  gypped  out  of  a  year  of 
tax  assistance;  1981  is  a  no-man's- 
land  for  us,"  says  Tom  Huntzinger,  a 
partner  at  Huntzinger,  Miller  &.  Asso- 
ciates, a  Hanover,  Penna.  accounting 
firm  whose  only  clients  are  small 
businessmen. 

American  Institute  of  Certified 
Public  Accountants  tax  specialist  Wil- 
liam Raby  is  demanding  a  correction 
of  what  he  calls  the  "legislative  equiv- 
alent of  typographical  errors."  But 
even  if  the  clarification  is  forthcom- 
ing, small  businesses  should  look 
twice  before  leaping  to  take  advantage 
of  the  new  provision.  It  does  not  help 
everyone. 

Here's  how  the  old  and  new  rules 
compare.  Section  179  in  the  new  tax 
package  gives  business  the  option  of 
treating  new  property  as  an  expense 
and  not  as  capital.  Take  a  company 
with  $10,000  worth  of  new  equip- 
ment. Under  the  old  rules,  it  was  per- 
mitted a  $2,000  deduction  and  the 
rest  of  the  property  (valued  at  $8,000) 
was  depreciated  according  to  the  usu- 
al schedules.  Under  the  new  rules,  the 
company  may  choose  to  take  a  deduc- 
tion of  up  to  $5,000  as  a  current  ex- 
pense and  the  remaining  $5,000  is 
depreciated  according  to  the  new  ac- 
celerated schedules. 

Which  is  the  best  bet?  It  depends  on 
the  business'  tax  bracket,  its  cost  of- 
money  and  the  length  of  the  depreci- 
ation schedule.  If  a  company  in  the 
46%  tax  bracket  is  planning  next  year 
to  buy  $10,000  worth  of  new  equip- 
ment that  it  will  depreciate  over  five 
years,  it  might  choose  to  take  the 


$5,000  expense  deduction  and  save 
$2,300  in  taxes.  But  a  company  in  the 
25%  bracket  should  capitalize  and  for- 
get expensing.  With  an  expense  de- 
duction, it  would  save  $  1 ,250  in  taxes. 
Capitalizing,  however,  would  bring  in 
$1,530,  including  the  investment  tax 
credit.  If  you  use  the  bonus,  you  don't 
get  the  tax  credit.  So  be  careful.  Do 
the  numbers  both  ways,  before  using 
the  bonus. — Barbara  Rudolph 

Cutting 
the  red  tape 

Unregistered  stock  is  one  of  the 
most  valuable  tools  a  new  com- 
pany has  in  its  financing  arsenal.  It's  a 
quick  way  to  sell  equities  without  be- 
coming enmeshed  in  SEC  regulations 
for  public  companies.  Unfortunately 
the  SEC  has  created  a  hellish  maze  of 
regulations  for  this  so-called  "letter 
stock"  (called  that  because  all  these 
privately  placed  securities  are  sup- 
posed to  require  is  a  letter  of  authori- 
zation from  the  SEC).  It  has  almost 
become  too  costly  a  proposition  for  a 
fledgling  enterprise  to  attempt. 

But  don't  despair,  Up-and-Comers, 
help  is  at  hand.  Recognizing  the  error 
of  its  ways,  the  SEC  is  now  thinking 
about  simplifying  and  easing  its  letter 
stock  rules  (called  Regulation  240; 
there  is  also  a  Regulation  242  for  larg- 
er issues  of  unregistered  stock).  They 
are  even  trying  to  reconcile  the  many 


conflicts  between  state  and  federal 
law  that  now  mean  the  small  busi- 
nessman has  to  submit  at  least  two 
sets  of  forms  at  twice  the  expense  in 
lawyers'  and  accountants'  fees. 

Happily,  federal  jawboning  seems  to 
be  bringing  some  states  into  line.  The 
North  American  Securities  Adminis- 
trators Association,  to  which  all  the 
state  securities  commissions  belong, 
has  already  advocated  the  idea. 

For  privately  held  startup  ventures 
here  are  some  of  the  more  welcome 
changes  that  now  seem  likely: 

•  The  maximum  amount  of  letter 
stock  that  can  be  sold  in  a  12-month 
period  may  be  raised  from  SI 00,000  to 
$500,000  and  the  100-person  limit  on 
the  number  of  shareholders  for  such 
issues  has  been  lifted. 

•  The  Regulation  242  limit  of  $2 
million  worth  of  stock  sold  in  a  six- 
month  period  has  been  changed  to  $5 
million  in  a  year. 

•  Small  businessmen  may  now  be 
able  to  use  brokers  to  sell  their  stock, 
instead  of  having  to  hawk  it  them- 
selves to  friends  and  neighbors. 

•  The  SEC  may  accept  documents 
already  being  filed  with  the  SEC  in 
the  letter  stock  registration  statement 
instead  of  demanding  a  new  detailed 
prospectus  for  the  offering. 

A  series  of  statements  initiating 
these  changes  is  expected  in  a  few 
months.  Stay  tuned  for  further  devel- 
opments.— Richard  Greene 


The  Up-And-Comers 


There  are  17,000  business  brokers  out 
there  that  are  just  dying  to  make  you 
captain  of  your  fate. 

"Casket  companies 
are  beautiful!" 


By  John  A.  Byrne 


You're  an  entrepreneur  at  heart. 
You're  sure  of  it.  Given  half  a 
chance  to  own  your  own  business, 
you'd  make  a  fortune — you'd  be  an 
Up-and-Comer. 

Well,  here's  your  chance.  Nearly 
25%  of  the  14  million  businesses  in 


this  country  change  hands  every  sin- 
gle year.  That's  about  3.5  million 
companies  to  choose  from  every  12 
months.  Granted,  not  many  of  them 
are  the  size  of  Conoco  or  Marathon. 
But  they  would  be  out  of  your  league 
anyway,  right? 

How  about  a  casket  company? 
"Casket  companies  are  beautiful," 


FORBES,  DECEMBER  21,  1981 


ONE  OF  THE 

WORLD'S  FIRST  FAMILIES 
CHEMICALLY  SPEAKING 

MONTEDISON  IS  THE  ITALIAN  ONE" 


True  up  to  a  point,  but  not  really. 

Any  more  than  ICI  is  "the  British  one"  or  BASF  is  "the  German  one." 
We  are  all  leaders  in  the  field  of  chemicals. 

In  fact,  the  FORTUNE  500  listing  of  August  1980  put  Dow,  Bayer,  BASF, 

Du  Pont  and  Union  Carbide  among  the  chemical  leaders. 

To  anyone  using  a  chemical  process,  or  a  product  dependent  upon 

chemistry,  these  are  familiar,  recognizable  names. 

This  same  listing  placed  Montedison  as  the  eighth  chemical 

company  in  the  world.  Perhaps  the  time  has  come  for  us,  too,  to 

become  more  recognizable. 

Since  we  are  Italy's  biggest  industrial  complex,  no  wonder  we  are 
known  as  "the  Italian  one."  Part  of  our  Italian  heritage  includes  > 
advanced  technology  and  innovative  research  and  we  are  proud  of 
these  qualities. 

Nevertheless,  almost  half  our  production  is  either  exported  from  Italy 
or  manufactured  in  one  of  our  104  plants  across  the  world,  spanning 
40  countries. 

Some  of  our  activities  include: 

Basic  and  Fine  Chemicals  •  Plastics  •  Synthetic  Fibers  •  Dyestuffs  and 
Resins  •  Pharmaceuticals  *  Agrochemicals 

We'd  be  happy  to  send  you  specific  details  on  any  or  all  of  these. 
Simply  indicate  your  interests  on  your  company  letterhead  and  send  to 
Montedison  U.S.A.,  Inc.,  1114  Avenue  of  the  Americas,  New  York, 
NY  10036  •  Telephone  (212)  764-0260  •  TWX  (710)  581-4010. 


ONE  OF  THE  WORLD'S  FIRST  FAMILIES  CHEMICALLY  SPEAKING 


12-YEAR-OLD  SCOTCH 


Discover  more. 

Let  your  mature  taste  lead  you  from 
the  finest  premium  Scotch  on  up  to  the 
most  expensive  12 -year-old  Scotch  in  the 
world.  The  Glenlivet.  The  ultimate  in 
Scotch. 

Most  premium  Scotch  is  blended 
and  depends  on  several  whiskies  for  taste 
and  smoothness. 

Yet  the  unblended  character  of 
The  Glenlivet  is  noble  enough  to  stand 
alone.  In  this  distinctive  Scotch  whisky 
you'll  experience  an  exceptional  smooth- 
ness and  full-bodied  richness,  unmatched 
in  all  other  premium  Scotch. 

Try  the  taste  beyond  premium 
Scotch. 

The  Glenlivet 

Unchanged  since  1824. 
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The  Lp-And- Comers 

says  H.  fames  Sander,  president  of  a 
Business  Brokerage  Group  franchise 
in  White  Plains,  N.Y.  "They  go  at  a 
premium  because  they're  in  a  reces- 
sion-proof industry.  And  it's  a  steady, 
profitable  business." 

Sander  is  no  man's  ghoul.  He's  just 
one  of  some  17,000  small  business 
brokers  who  will  sell  you  anything 
from  the  corner  liquor  store  for  under 
$100,000  (if  you're  not  careful)  to  a 
foundry  for  over  $10  million. 

"Everyone's  for  sale  at  the  right 
price,  including  your  wife  and  kids," 
says  Victor  Niederhoffer,  chairman  of 
New  York  business  broker  NCZ  Inc.  In 
greatest  demand  at  the  moment  are 
distributors  of  products  such  as  oil 
equipment,  aerospace  parts  and  tools, 
bearings  and  castings,  or  manufactur- 
ers of  such  products  that  enjoy  a  spe- 
cial niche.  Service  industries  that  cater 
to  the  aged,  employment  agencies  and 
dry  cleaners  (because  of  the  trend  back 
to  natural  fibers  in  clothing)  also  re- 
main popular.  "We  have  more  buyers 
calling  us  for  dry  cleaners  than  we  have 
product  to  sell,"  says  George  A.  Nad- 
daff,  chairman  of  VR  (for  Venture  Re- 
sources) Business  Brokers  Inc.  of  Need- 
ham,  Mass.  Naddaff,  who  once  was  a 
partner  in  a  company  that  ran  more 
than  20  Kentucky  Fried  Chicken  out- 
lets in  New  England,  has  now  decided 
to  sell  dry  cleaning  franchises  to  the 
eager  public. 

Jim  Sander  in  New  York  has  a  $1.5 
million  (sales)  pool  table  manufacturer 
in  Connecticut  that  he  will  sell  you 
for  just  $100,000  down  and  another 
$300,000  in  notes.  But  hurry.  The  sell- 
er needs  that  cash  quickly  to  pay  the 
interest  on  his  bank  borrowings. 

Meanwhile,  down  in  Florida,  attor- 
ney Edward  Riccardi  is  selling  a  ceme- 
tery for  a  client  as  an  "accommoda- 
tion." The  cemetery  is  located  near 
Wilkes-Barre,  Penna.  and  averages 
some  200  burials  a  year  at  an  annual 
profit  of  some  $60,000  to  $75,000. 
Riccardi,  who  says  with  a  straight 
face  that  it's  ideal  for  an  absentee 
owner,  is  asking  $750,000  for  the 
property — at  10  times  earnings,  about 
what  you  would  pay  for  shares  in  the 
average  New  York  Stock  Exchange- 
listed  company. 

Riccardi  justifies  the  steep  asking 
price  by  pointing  not  only  to  the  sta- 
bility of  the  business  but  to  the 
growth  potential  as  well.  It  turns  out 
that  the  Wilkes-Barre  graveyard  still 
has  36  empty  acres.  Riccardi  figures 
you  can  fit  some  1,200  graves  on'  ev- 
ery one  of  those  acres  and  sell  off  the 
chance  to  be  interred  there  for  at  least 


$200  a  shot.  That's  $8.6  million  in 
future  revenues  right  there,  not  count- 
ing inflation. 

But  to  hear  some  of  them  talk,  you 
would  think  that  the  best  business  of 
all  isn't  cemeteries,  coffins  or  found- 
ries but  rather  the  business  brokerage 
field  itself.  "This  is  virgin  territory," 
says  Jack  Harrigan,  president  of  Allied 
Business  Brokers  of  America,  a  fran- 
chised  group  of  25  offices  scattered 
across  the  country.  "It's  like  real  es- 
tate was  30  years  ago."  Harrigan 
claims  his  local  franchisees  pull  in 
somewhere  between  $50,000  and 
$400,000  a  year. 

A  broker  like  VR's  Naddaff,  for  ex- 


ample, already  has  200  offices  coast  to 
coast  and  hopes  to  have  three  times  as 
many  in  two  years'  time.  For  $22,500 
down  and  6%  on  all  future  commis- 
sions, VR  franchisees  get  a  quick  edu- 
cation, credibility  and  access  to  an 
inventory  of  35,000  businesses  up  for 
sale  for  anywhere  between  $15,000 
and  $250,000.  VR  even  has  its  own 
"university"  in  Dallas,  fielding  a  new 
crop  of  eager  graduates  every  two 
weeks.  "Some  day  it  will  even  be  as 
famous  as  McDonald's  University," 
says  Naddaff. 

Most  business  brokers  fall  far  short 
of  such  Century  21  aspirations,  how- 
ever. Attorneys,  accountants,  local 


Business  Brokerage  Group's  Jim  Sander 

For  sale:  Connecticut  pool  table  manufacturer;  $1.5  million  sales.  Asking 
$  1 00,000  in  cash  plus  $300,000  in  notes  thereafter. 
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The  Up-And-(  Vomers 

bankers  and  real  estate  agents — some 
of  whom  can't  even  read  a  balance 
sheet— like  to  dabble  in  it  part-time. 
It's  not  just  a  matter  of  matchmaking. 
Unlike  finders,  business  brokers  help 
negotiate  deals  and  arrange  financing. 
At  the  moment;  with  would-be  busi- 
ness buyers  about  as  eager  but  hard- 
pressed  as  would-be  home  buyers,  he's 
likely  to  suggest  that  a  seller  ask  for 
only  30%  down  and  then  finance  the 
rest  at  below-market  rates  (currently 
around  9%-10%).  Brokers  can  also  be 
useful  in  pricing  a  business  properly, 


not  an  easy  matter  since  income  is 
often  deliberately  understated  and  si- 
phoned off  in  over-generous  perks  and 
salaries  to  minimize  taxes.  On,e  rule 
of  thumb  is  that  a  small  business  is 
worth  1  to  1  Vz  times  book  value — but 
even  that  is  perhaps  too  low  for  a 
capital  intensive  business  in  these  in- 
flationary times. 

Part  of  the  finesse  in  the  field,  say 
veteran  business  brokers,  is  recogniz- 
ing how  important  handholding  can 
be.  "There's  a  lot  of  emotional  value 
to  the  business  that's  not  reflected  in 
the  balance  sheet,"  says  John  Hum- 
mer, chief  executive  of  NCZ  in  New 
York.  Paul  H.  Chapman  of  Chapman 


Associates  adds:  "I've  seen  people 
turn  down  deals  with  bigger  dollars  to 
sell  their  business  to  someone  they 
liked  as  their  successor." 

As  in  every  rapidly  growing  field,  of 
course,  the  odd  bad  apple  is  bound  to 
crop  up.  "Anyone  can  put  out  a  shin- 
gle tomorrow  and  make  himself  a 
broker,"  grumbles  Keith  Horton, 
president  of  the  National  Association 
of  Business  Brokers.  "Two  years  later 
you  can't  find  them.  They  come  and 
go  quickly."  Horror  stories  abound. 

One  apparently  successful  broker 
would  routinely  ask  potential  buyers 
to  make  a  hefty  "good  faith  deposit" 
to  an  escrow  account  before  he  would 
disclose  the  identity  of  the  sellers.  But 
the  good  faith  deposits  allegedly 
flowed  straight  into  the  broker's 
pockets  and  he  disappeared  in  a  flurry 
of  lawsuits. 

Business  brokers  have  also  been 
known  to  flog  deadbeat  businesses. 
While  some  established  brokers  like 
NCZ,  Chapman  Associates  and  Allied 
reject  more  companies  than  they  list, 
many  will  list  any  business  that  walks 
through  the  door.  "I've  had  exper- 
iences with  franchise  groups  who  go 
out  and  hire  a  large  number  of  inexpe- 
rienced people.  These  groups  will  take 
a  listing  at  any  price,"  says  broker 
Warner  Martin  of  Dayton,  Ohio. 
"They  operate  on  the  smorgasbord 
technique  of  having  a  whole  bunch  of 
listings  so  the  buyer  can  walk  in  and 
they'll  impress  him  by  saying,  'Okay, 
take  your  pick!'  " 

But  even  some  individual  business 
brokers  can  offer  an  impressive  variety 
of  opportunities  for  the  would-be  entre- 
preneur. Take  38-year-old  Marvin  Ba- 
kalar,  for  example.  Bakalar  says  he 
spends  most  of  his  days  running  a 
women's  apparel  manufacturer  and 
some  of  his  nights  performing  as  a 
mind  reader  at  a  Greenwich  Village 
nightclub.  But  for  a  few  hours  every 
week,  Marvin  Bakalar  also  tries  his 
magic  as  a  business  broker.  Among  his 
current  listings:  a  menswear  stoic  near 
Yankee  Stadium,  a  4%  interest  in  five 
racehorses  for  $10,000  each,  and  one  of 
the  four  remaining  pawnshops  in  At- 
lantic City  only  a  couple  of  blocksaway 
from  two  casinos. 

"I'm  fairly  successful  and  a  little- 
bored  so  I'm  looking  for  things  to  do," 
says  Bakalar.  He  claims  he  has  sold 
five  businesses  for  about  $200,000 
each  over  the  past  three  years  at  10% 
commissions.  And  that's  just  on  the 
side.  "I  don't  know  what  would  have 
happened  if  Mobil  called  me  and 
wanted  me  to  help  them  take  over 
Marathon,"  he  says. 

Are  you  listening,  Rawleigh 
Warner-1  ■ 
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Now 
you  can  copy 

both  sides 


The  Xerox  5600. \bu  put  in  a  two-sided  original, and 
get  back  a  two-sided  copy.  Automatically. 


If  you  copy  from  two-sided  originals,  you've  turned  to  the  right  copier. 
The  Xerox  5600  is  the  only  one  that  lets  you  copy  a  two-sided  original 
without  having  to: 

(1)  copy  one  side, 

(2)  turn  the  original  over,  and 

(3)  copy  the  other  side. 
The  5600  does  it  all  in  (1) 

step,  automatically. 

It  also  collates  your  copies 
into  nice,  neat  sets,  automatically. 
And  even  staples  them, 
automatically. 

For  more  information,  call  us  at  800-648-5600  (operator  263)! 
We'll  show  you  how  a  Xerox  5600  lets  you  do  something  more 
productive  than  turn  over  originals. 

Namely,  reduce  office  turnover  by  100%. 


XEROX 


ida  call  800-992-5710.  operator  263.  XEROX®  and  5600  art  trademarks  of  X£ROX  CORPORATION 


Thanks  to  high  interest  rates  and  structural  change,  many  pen- 
sion programs  are  now  in  robust  health.  The  big  news  isn't 
looming  insolvency  or  starving  retirees,  but  overfunding. 

More  than  enough 
honey  in  the  pot 


By  Thomas  O  Donnell         ^hen    A&P  recently 

with  Anne  Field  dipped  into  its  pension 

  Anne  new   fund  for  $20Q  mmiQn  to 

"revitalize"  the  troubled  company,  there  was  a  good  deal 
of  uninformed  outrage.  "I  think  this  stinks,"  said  one 
prominent  lawyer,  typical  of  many  critics.  "It's  illegal,  it's 
unwise  and  it  won't  work." 

That  statement  proves  only  that  a  lot  of  people  who 
should  know  better  are  looking  at  the  vast  pools  of  capital 
now  gathered  in  private  and  public  pension  funds — some 
$650  billion  at  last  count — through  a  rearview  mirror. 

Today's  news  isn't  the  fear  of  unfunded  liabilities  and 
the  specter  of  starving  retirees.  Such  worries  have  largely 
been  made  obsolete  by  a  combination  of  high  interest  rates 
and  structural  change  in  pension  plans  themselves.  Many 
retirement  funds  are  now  robust,  indeed  overflowing.  As 
such,  they  can  present  their  corporate  managers  with 
opportunities  rather  than  problems. 


Take  A&P.  High  interest  rates  and  job  attrition  allowed 
its  more  than  $353  million  retirement  fund  to  pile  up  a 
$200  million  surplus.  Pension  money,  however,  belongs  to 
an  employer — right  up  to  the  day  it  is  paid  to  pensioners. 
So  the  ailing  supermarket  chain  had  every  right  to  use  this 
excess  as  it  saw  fit. 

As  for  its  retirees,  A&P  is  about  to  buy  annuities,  some 
of  which  currently  yield  15%,  a  far  higher  rate  than  its  old 
plan  was  earning.  What's  more,  if  use  of  the  pension 
surplus  does  succeed  in  keeping  the  troubled  company 
going,  existing  workers  and  future  retirees  will  obviously 
be  a  lot  better  off.  It's  one  of  those  rare  cases  where 
everyone  wins. 

Now  notice  Grumman 's  pension  fund.  It  recently  bought 
over  1  million  of  that  company's  shares — a  move  that 
helped  management  to  fend  off  a  takeover  by  LTV.  A 
blatant  case  of  protecting  management  by  ripping  off  the 
retirees?  Hardly. 

By  law,  a  corporation  is  allowed  to  invest  up  to  10%  of 
its  pension  money  in  its  own  stock.  Grumman's  stake  is 
about  8%,  so  it's  in  the  clear  on  that  score.  Management, 
meanwhile,  contends  that  the  shares  are  undervalued,  that 
defense  spending  is  about  to  pick  up  and  that  LTV's  offer 
of  about  $45  was  too  low.  So  shouldn't  it  protect  inves- 
tors concerned  about  the  long  haul  rather  than  those 
hoping  for  a  quick  killing? 

Although  pension  fund  money  belongs  to  the 
company,  it's  not  an  all-purpose  slush  fund.  A 
corporation  can't  touch  a  penny  unless — like 
A&P — it  decides  to  terminate  a  plan  complete- 
ly. Corporations  can,  however,  reduce  contri- 
butions to  retirement  plans  if  they  expect  high 
yields  on  their  investments  to  continue,  and 
today's  high  interest  rates  invite  great  expec- 
tations. An  increase  of  1%  may  decrease 
contributions  by  more  than  20%.  For  a 
company  that  contributes  $100  million  to 
its  fund  every  year,  that  represents  a 
savings  of  at  least  $20  million. 

Take  Eastern  Air  Lines.  In  the  first 
quarter  of  1981  it  reported  a  $4.1  mil- 
lion profit,  while  Pan  Am  and  Braniff 
were  racking  up  big  losses  ( Forbes,  June 
22).  As  it  happened,  however, 
Eastern  cut  its  pension  fund  con- 
tribution from  $100  million  to 
$75  million,  thereby  saving  a  cool 
$25  million.  This  bonanza  came 
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by  assuming  the  fund  would  earn  9%,  up  from  the  previous 
7%.  Similarly,  in  April,  Crown  Zellerbach  assumed  its 
fund  would  earn  8.5%  rather  than  6.3%.  The  move  helped 
turn  last  year's  contribution  shortfall  of  $77  million  into  an 
$85  million  surplus. 

The  key  question  is  why  the  changes  are  being  made. 
Are  they  warranted  because  a  fund  has  posted  an  unexpect- 
ed surplus,  or  are  they  an  easy  way  to  cope  with  hard 
times?  Beyond  that,  what  if  Social  Security  payments 
don't  continue  to  rise'  Many  pension  plans  promise  retir- 
ees a  fixed  sum  that  includes  Social  Security,  so  any 
reduction  in  the  growth  of  federal  benefits  can  put  a 
greater  burden  on  the  private  sector. 

Already,  this  much  is  clear:  During  recessions  some 
companies  turn  to  their  pension  funds  for  help.  Chrysler  is 
the  best  example.  In  September  it  got  permission  from  the 
United  Auto  Workers  to  postpone  a  $187  million  pension 
fund  contribution.  Healthy  companies,  by  contrast,  merely 
have  to  increase  actuarial  assumptions. 

But  just  as  obviously,  there  is  nothing  wrong  with 
changing  assumptions  to  match  interest  rates.  Corpora- 
tions, in  fact,  should  fund  their  plans  as  economically  as 
they  can.  Overfunding  can  drain  earnings,  something  that 
is  hardly  in  the  best  interests  of  shareholders  or  prospec- 
tive retirees,  who  are  counting  (in  the  company's  financial 
strength  tor  their  benefits.  Says  Mark  Twinney,  manager 
of  pensions  for  Ford,  which  in  August  raised  its  assump- 
tion from  6%  to  7%:  "If  you've  been  earning  12%  for  five 
years,  you  simply  can't  keep  your  assumption  at  6%  and 
claim  that's  your  best  estimate." 

One  of  the  safest  ways  to  increase  assumptions  is  to  nail 
down  today's  record-high  yields  in  the  bond  market.  This 
is  what  GAF  Corp.  did.  Mainly  by  purchasing  $125  million 
in  bonds  and  "dedicating"  the  14%  return  to  its  pension 
fund,  the  company  can  cut  its  pension  fund  contribution 
by  $12  million  a  year. 

An  alternative  is  the  A&P  approach.  It  is  abolishing  its 
formal  pension  plan  and  providing  employees  with  prepaid 


Stocking  the  hive 


ension  assets  are  fast  approaching  $  1  trii 
lion  and  growing  by  nearly  20%  a  year. 


annuities.  Even  though  payouts  are  comparable,  the  mov 
has  sparked  litigation.  With  annuities,  retirees  feel  les 
secure.  Many  of  them  do  not  understand  that  both  corpo- 
rate pension  funds  and  annuities  purchased  from  private) 
insurers  ar-e  federally  protected  in  the  event  of  insolvency] 

Pension  funds  are  better  guarded  today  than  ever  be-^ 
fore — and  with  good  reason.  The  funds  are  the  largest] 
capital  source  in  the  U.S.  All  told,  private  plans,  state  and 
local  government  plans  and  federal  plans  hold  about  $65(1 
billion  in  assets.  The  Department  of  Labor  says  that  assets 
of  the  plans  could  surpass  $3  trillion  by  1995. 

The  lid  on  pension  fund  borrowing  was  nailed  down  id 
1974,  when  Congress  passed  the  Employee  Retirementl 
Income  Security  Act.  This  law,  popularly  called  ERISA,  hasl 
cut  down  on  the  finagling  that  characterized  some  fundsl 
before  1974.  In  addition,  government  regulators  such  as 
the  Labor  Department,  the  Pension  Benefit  Guarantee 
Corp.  and  the  Internal  Revenue  Service  are  more  watchful 
now.  In  October,  for  example,  the  Labor  Department  sued 
Grumman,  claiming  its  pension  fund's  purchase  of  the 
company's  stock  violated  fiduciary  responsibilities.  Had  a 
takeover  battle  not  been  going  on,  nothing  may  have  been 
said.  "It's  still  a  gray  area,"  shrugs  Ed  Davis,  a  vice  presi- 
dent of  Buck  Consultants.  "Who  is  able  to  tell  whether  a 
particular  transaction  is  wholly  in  the  best  interest  of  the 
employees?" 

The  problem  of  unfunded  liabilities  (see  box,  p.  106) 
hasn't  completely  disappeared,  to  be  sure.  At  Chrysler 
these  are  large  enough  to  have  been  a  stumbling  block  to  a 
takeover.  But  the  bulk  of  the  nation's  plans  have  been  well 
managed  and  are  enjoying  an  unexpected  boost  because  of 
high  rates.  To  put  things  bluntly,  inflation  has  slashed  real 
pension  costs  at  many  of  the  nation's  largest  corporations. 

A  survey  conducted  by  Stanford  economist  Jeremy  Bu- 
low  shows  the  assets  of  571  large  corporations  surpass 
their  liabilities  by  more  than  $50  billion.  In  dramatic 
contrast  with  the  conventional  doomsayers,  Bulow  and  his 
colleagues  contend  that  in  coming  years  one  of  the  most 
important  questions  concerning  pension  funds  could  be: 
Who  gets  the  excess? 

Undoubtedly  this  realization  will  heat  up 
the  pressure — especially  on  public  pension 
funds,  which  now  control  over  $200  bil- 
lion— for  socially  conscious  investing.  You 
know  the  syndrome:  No  to  anything  con-J 
nected  with  South  Africa,  no  to  liquor  and 
tobacco  stocks  and  no  to  nonunion  companies. 
But  yes  to  financing  housing  in  the  South  Bronx 
and  promoting  solar  energy.  "This  could  soon 
become  the  number  one  problem  affecting 
pension  fund  managers,"  says  David  Bronner, 
the  widely  respected  secretary-treasurer  of 
Alabama's  $2.8  billion  Retirement  Systems. 
When  you  have  huge  pools  of  money,  you 
also  have  huge  demands  on  that  money," 
adds  Madelon  Talley,  director  of  invest- 
ments for  New  York  State.  "People  are 
looking  at  these  incredible  assets." 
Straws  are  already  in  the  wind.  Senator 
Orrin  Hatch  (R-Utah)  has  introduced  a 
bill  that  would  expand  the  role  of  pen- 
sion funds  in  residential  mortgages. 

$  The  rates  of  return  are  so 
low  that  many  plans 
could  end  up  lending  at 
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negative  rates  of  interest,  says  Ian  Lanoff,  administrator  of 
the  Labor  Department's  Pension  &  Welfare  Benefit  Pro- 
grams. Despite  the  political  pressure,  however,  Lanoff 
vows  that  his  agency  will  continue  to  oppose  the  use  of 
pension  money  for  investments  that  fail  to  meet  fiduciary 
standards. 

Some  savvy  employers  are  even  now  trying  to  head  off 
the  problem  of  overfunded  retirement  plans.  General  Mo- 
tors, for  one,  is  voluntarily  boosting  pensions  by  30%. 
Other  companies  are  also  lifting  benefits  by  around  5% 
every  so  often  to  compensate  for  inflation. 

Underlying  this  generosity  is  the  worry  that  excess  assets 
in  today's  pension  funds  will  inevitably  lead  to  pressures  for 
indexing.  So  far,  the  idea  of  hitching  benefits  to  the  inflation 
rate  has  caught  on  primarily  with  the  federal  government— 
and  it  conveniently  pays  retirees  out  of  general  revenues. 
Settingup  an  indexed  plan  on  an  actuarial  basis,  which  would 
be  required  of  a  private  employer,  could  be  incredibly 
expensive.  It's  estimated  that,  for  every  percentage-rate 
increase  in  the  inflation  rate,  contributions  would  have  to 
rise  by  about  10%.  For  the  moment,  however,  aggressive 
unions  like  the  autoworkers  and  steelworkers  are  worried 
more  about  jobs  than  benefits. 

Still,  corporations  want  to  slim  down  their  fat  pension 
accounts.  The  most  popular  way  to  reduce  any  excess  is  to 
cut  down  on  contributions — a  handy  way  to  help  manage 
reported  earnings.  But  this  is  a  very  narrow  line  to  walk. 
Indeed,  holding  back  on  pension  payments  to  improve  the 
corporate  bottom  line  may  well  raise  a  red  flag  for  critics 
who  favor  socially  oriented  investing.  "Pension  fund  as- 
sets must  be  accumulated  and  invested  strictly  for  the 
benefits  of  retirees,"  says  Roy  Schotland,  a  Georgetown 
University  law  professor. 

Another  change  in  the  way  pension  plans  are  structured, 
however,  may  go  a  long  way  toward  minimizing  future 
hassles  over  excess  contributions.  Many  pension  adminis- 
trators are  rethinking  how  they  calculate  contributions  and 
payouts.  In  practical  terms,  this  move  shifts  the  burden  of 
future  inflation  away  from  a  company  and  onto  its  employ- 
ees. Says  Robert  Gerst,  general  manager  of  employment 
costs  at  Bethlehem  Steel:  "A  lot  of  employers 
today  would  really  like  to  revise  their  plans." 

Here's  what  a  change  can  mean.  Under  a 
defined  benefit  plan  an  employer  promises 
retirees  certain  payments  and  makes  regular, 
actuarially  determined  payments  to  fund  them. 
Defined  contribution  plans  are  different.  Consid- 
er Lee  Enterprises,  an  Iowa-based  publishing  and 
broadcasting  company  that  switched  from  a 
partial  to  a  total  defined  contribution  plan.  Its 
new  plan  functions  much  like  a  savings  ac- 
count. The  company  initially  kicks  into  it. 
Then  employees  can  chip  in  5%  of  their 
salaries,  which  the  company  will  match. 
Benefits  depend  on  what's  in  the  fund.  "The 
[old]  defined  benefit  plan  was  costing  us 
twice  as  much  as  our  defined  contribution 
plan  was,"  says  an  executive.  In  addition, 
there's  less  government  red  tape  now — 
and  the  company  doesn't  have  to  worry 
about   inflation   swelling   its  future 
obligations. 
AT&T,  which  has  more  than  a  million 
workers  on  its  payroll,  isn't 
making  such  a  dramatic 


change,  but  it  isn't  leaving  its  pension  plan  alone  either.  The 
telecommunications  giant  has  just  rewritten  its  plan  to  base 
retirement  payouts  on  average  rather  than  final  salaries. 
Though  this  sounds  chintzy,  the  phone  company  claims 
otherwise.  The  new  salary  base  cuts  total  funding  require- 
ments, making  it  possible  to  increase  payments  for  workers 
who  will  retire  in  the  immediate  future.  "We  can  take  care  of 
others  as  we  go  along,"  says  a  spokesman,  pointing  out  that 
the  new  plan  increases  AT&T's  flexibility.  "It's  almost 
imprudent  to  have  a  pension  plan  that  gives  you  no  control 
over  expenses." 

Taking  care  of  those  approaching  retirement  today,  of 
course,  is  more  important  than  ever  because  inflation  is 
hurting  them  harder  than  ever.  "There  are  two  sides  to  the 
coin,"  says  Vera  Rajic,  of  the  New  York-based  Rockefeller 
Foundation.  "Inflation  increases  the  earnings  of  the  funds, 
but  it  also  whittles  away  the  purchasing  power  of  people 
living  on  pensions." 

Indeed,  inflation  has  created  a  massive  transfer  in  wealth 
from  employees  to  employers.  Inflation,  then,  rather  than 
corporate  underfunding,  is  the  number  one  problem  facing 
those  on  fixed  incomes — and  solving  that  problem  is  more 
complicated  than  it  looks.  Suppose  inflation  hits  new  highs 
later  in  the  decade.  Then  even  those  companies  that  nailed 
down  this  year's  attractive  yields  of  up  to  17%  by  buying 
annuities  may  have  to  rethink  their  strategies. 

In  short,  there  are  no  easy  answers.  Predicting  interest 
rates  for  the  money  needed  to  cover  retirees  is  like  throw- 
ing darts  at  a  board.  "We  can  never  be  sure  where  rates  will 
be  20  years,  15  years,  10  years  or  even  5  years  into  the 
future,"  says  Gordon  Binns,  assistant  treasurer  of  GM. 

Even  so,  GM  reduced  its  third-quarter  loss  to  $468 
million  by  raising  its  actuarial  assumption  from  6%  to  7% . 
Without  the  change  the  loss  could  have  surpassed  $525 
million.  The  good  news  is  that  GM  was  also  very  conserva- 
tive. It  boosted  its  salary  assumption — the  rate  at  which  it 
expects  employee  earnings  to  grow — thereby  reducing 
what  it  saved  when  it  raised  its  actuarial  figure. 


Too  much  bumbling 


As  these  gyrations  indicate,  pensi 
managers  don't  always  guess  right. 
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Such  no-nonsense  accounting  is  what  keeps  the  private- 
pension  system  sound.  As  a  by-product  of  the  recent  round 
of  record  interest  rates,  there  is  now  even  an  extra  dose  of 
security.  At  the  same  time,  the  trauma  of  double-digit 
inflation  is  forcing  many  employers  to  rethink  the  struc- 
ture of  payouts  they  can  promise  to  retirees  in  the  future. 
In  the  background,  however,  the  problem  of  overambitious 
interest  rate  assumptions  is  perhaps  the  greatest  threat  to 


the  solvency  of  corporate  retirement  plans. 

Add  all  this  up  and  it's  a  mixed  bag:  Yes,  a  worker  will 
get  his  pension  checks.  But  no,  they  won't  guarantee  any 
particular  standard  of  living.  To  the  extent  that  everyone 
understands  this,  we're  all  better  off.  Inflation  is  the  econo- 
my's greatest  enemy — and  the  more  people  realize  they 
aren't  protected  from  it,  the  more  likely  they  are  to  do 
something  about  it.  ■ 


More  than  enough  protection 


Everyone  knows  the  bad  news  about  pension  plans. 
Chrysler,  Lockheed  and  LTV  always  rank  near  the 
top  of  lists  that  show  massive  unfunded  liabilities. 
What  is  surprising,  however,  is  that  scores  of  corpora- 
tions actually  have  fat,  healthy  pension  programs.  The 
accompanying  table  includes  some  of  those  that  seem 
especially  robust. 

To  add  to  the  confusion,  there  is  a  mix  of  apples  and 
oranges  in  any  comparison  of  pension  plans.  Corpora- 
tions generally  make  two  risky  actuarial  assumptions  in 
setting  up  a  retirement  program.  First,  they 
project  an  interest  rate  that  invested  funds 
are  expected  to  earn.  Second,  they  project  a 
rate  at  which  salaries  will  increase — since 
payouts  are  typically  related  to  an  employee's 
income.  Minor  differences  in  either  of  these  numbers 
can  produce  wildly  different  final  results. 

The  numbers  in  this  table  compare  pension  assets  to 
the  present  value  of  vested  benefits — the  pension  bene- 
fits accrued  to  date.  These  results  come  from  FASB 
data  based  on  the  accumulated  benefits  method  of 
funding.  Using  this  technique,  actuaries  don't  include 
projected  salaries  in  their  computations,  they  look  only 
to  years  of  employment  already  served.  The  result: 
understated  liabilities,  though  at  least  the  level  of  un- 
derfunding  is  comparable  for  all  firms.  At  Air  Products 
&.  Chemicals,  for  example,  the  company's  internal 
figures  that  project  future  wage  increases  reduce  its 
asset-liability  percentages  from  the  190%  listed  here  to 
about  100%. 

Still,  the  accountants  are  working— gradually — to 
make  pension  information  more 
comparable.  Starting  last  year,  the 
FASB  required  corporations  to  dis- 
close interest  rate  assumptions. 
The  companies  ranked  here  all  fig- 
ure on  returns  of  between  6%  and 
8%.  Higher  numbers  would  make 
their  funding  levels  look  much  bet- 
ter. Interlake,  for  example,  reports  a 
healthy  192%  asset-liability  per- 
centage, based  on  a  whopping 
12.4%  interest  rate  projection.  "If 
the  FASB  had  specified  what  as- 
sumptions people  should  use,  it 
would  be  a  decided  improvement," 
says  Barnet  Berin  of  William  M. 
Mercer,  Inc.,  an  employee  benefit 
and  compensation  consulting  firm. 

Some  corporations,  however,  as- 
cribe their  healthy  funding  status  to 
sober  actuarial  assumptions.  At 
Motorola,  for  example,  manage- 
ment just  raised  its  interest  rate 


A  pension  honor  roll 

In  terms  of  asset  coverage  as  a 
percentage  of  accumulated  vested 
benefits,  the  following  ten  compa- 
nies have  some  of  the  soundest 
pension  plans  in  the  U.S.  The 
numbers  are  based  on  1980  data. 

Assets  as  % 
Company  of  vested  benefits 


Memorex 

435% 

Digital  Equipment 

347 

Washington  Post 

243 

Motorola 

203 

Amerada  Hess 

201 

Campbell  Taggart 

199 

Harcourt  Brace  lovanovich 

192 

Air  Products  &.  Chemicals 

190 

CBS 

182 

Jos  Schlitz  Brewing 

182 

projection  from  a  modest  5%  to  6%.  "We've  always 
used  a  conservative  interest  assumption,  so  we've  been 
able  to  fund  a  fair  amount,"  explains  Garth  Milne,  the 
company's  manager  of  domestic  treasury. 

Young,  fast-growing  companies  can  also  sport  im- 
pressive pension  statistics.  Digital  Equipment,  for 
example,  has  50,000  employees  in  the  U.S.,  with  an 
average  age  of  33.  The  total  number  of  retirees  to 
date?  218.  That  makes  Digital's  funding  close  to  a 
model  of  sound  management.  The  company  pays  all 
liabilities  as  they  occur.  "We  don't  want  to  mortgage 
our  future,"  says  corporate  pension  manager  Paul 
Braverman. 

Many  of  the  employees  covered  by  the 
pension  plans  listed  here  are  not  unionized, 
and  that  also  tends  to  contribute  to  a  strong 
funding  position.  Why?  Because  unions  of- 
ten try  to  negotiate  retroactive  benefits.  "You're  only 
allowed  to  fund  what  your  present  benefits  are,"  says 
Motorola's  Milne.  "With  retroactive  benefits,  you're 
always  trying  to  catch  up." 

It  isn't  surprising  that  Campbell  Taggart,  the  na- 
tion's second-largest  bread  baker,  has  a  solid  pension 
plan.  But  what  about  Memorex,  the  ailing  manufactur- 
er of  computer  peripheral  equipment  and  magnetic 
tapes?  What  about  Jos.  Schlitz  Brewing  Co.,  the  trou- 
bled brewer?  Each  is  enjoying  an  unusual  pension  plan 
plus:  high  turnover  and  big  layoffs. 

These  employment  irregularities  improve  a  pension 
plan's  funding  by  gradually  reducing  the  number  of  eligi- 
ble beneficiaries.  Over  the  last  four  years,  for  example, 
Schlitz  has  closed  two  major  brew- 
eries and  reduced  its  entire  work 
force  by  40% .  Memorex,  now  being 
purchased  by  Burroughs  Corp.,  expe- 
rienced higher  turnover  and  better 
investment  returns  than  its  actu- 
aries had  projected.  "The  net  result  is 
that  our  funding  is  more  than  it 
would  have  been  if  we  had  known 
what  was  going  to  happen,"  says  Jim 
Unruh,  a  corporate  vice  president. 

Who  benefits  from  the  fact  that  a 
pension  plan  is  healthy?  Obviously 
retirees  both  now  and  in  the  future 
can  rest  easier.  But  in  many  situa- 
tions stockholders  are  better  off, 
too.  To  the  extent  that  a  corpora- 
tion's benefit  program  is  amply 
funded,  there  is  less  potential  drain 
on  tomorrow's  earnings.  Indeed, 
there  may  even  be  some  gains — in 
the  form  of  lower  than  anticipated 
contributions. — A.F. 


Source:  Buck  Consultants 


106 


FORBES,  DECEMBER  21,  1981 


The  guy  on  the  left 
doesn't  stand  a  chance. 

The  guy  on  the  left  has  two  file  folders,  a  news  maga-     transmission  couplers  mean  you  need  never  work  without 
zine.  and  a  sandwich.  the  caoabilities  of  the  OSBORNE  1 .  That's  aood.  because 


The  guy  on  the  left  has  two  file  folders,  a  news  maga 
zine,  and  a  sandwich 

The  guy  on  the  right  has  the  OSBORNE  1®,  a  fully 
functional  computer  system  in  a  portable  package  the  size 
of  a  briefcase.  Also  in  the  case  are  the  equivalent  of  over 
1600  typed  pages,  stored  on  floppy  diskettes. 

The  owner  of  the  OSBORNE  1  is  going  to  get  more 
work  done — and  better  work  done — in  less  time,  and  with 
less  effort. 

Unfold  it,  plug  it  in,  and  go  to  work 
like  you've  never  worked  before.  .  .  . 

Go  to  work  with  WORDSTARS  word  processing,  so 
your  correspondence,  reports,  and  memos  take  less  time 
to  produce,  and  say  more  of  what  you  wanted  to  say.  And 
with  MAILMERGE®— the  mailing  system  that  turns  out 
personalized  mass  mailings  in  the  time  you'd  spend  on  a 
rough  draft. 

Go  to  work  with  SUPERCALC*,  the  electronic 
spreadsheet  package  that  handles  complex  projections, 
financial  planning,  statistics,  and  "what  if"  questions  in- 
stantly. For  the  more  technically  minded,  SUPERCALC  will 
process  scientific  data  and  calculate  results. 

Go  to  work  with  powerful  BASIC  language  tools — 
the  CBASIC-2"  business  BASIC,  or  the  Microsoft  BASIC® 
interpreter. 

That's  standard  equipment. 

Options  include  about  a  thousand  different  software 
packages  from  a  host  of  vendors  designed  to  run  on  the 
CP/M R  computer  system . 

Go  to  work  at  the  office,  at  home,  or  in  the  field. 

Or  anywhere.  Optional  battery  packs  and  telephone 


transmission  couplers  mean  you  need  never  work  without 
the  capabilities  of  the  OSBORNE  1 .  That's  good,  because 
you  won't  want  to  work  again  without  it. 
All  for  $1795.  It's  inevitable. 

The  OSBORNE  1  is  the  productivity  machine  that's 
changing  the  way  people  work.  Put  simply,  the  machine 
delivers  a  significant  productivity  edge — day  in  and  day 
out — to  virtually  anyone  who  deals  with  words  or  num- 
bers. Or  both. 

Since  the  entire  system  is  only  $1 795,  it  won't  be  too 
long  before  the  guy  on  the  left  has  an  OSBORNE  1  of  his 
own.  The  same  probably  goes  for  the  person  reading 
this  ad.  In  fact,  we  think  it's  inevitable. 

The  OSBORNE  1  includes  a  Z80A*CPU,  64K 
bytes  of  RAM  memory,  two  100  kilobyte 
floppy  disk  drives,  a  business  keyboard, 
built-in  monitor,  IEEE  488  and  RS232  inter- 
faces for  printers  and  other  things  that 
get  connected  to  computers,  plus 
CP/M,  CBASIC-2,  Microsoft  BASIC, 
WORDSTAR,  and  SUPERCALC.  The 
system  is  available  from  com- 
puter retailers  nationally 


$1795.  It's 
inevitable. 


COMPUTER  CORPORATION 

26500  Corporate  Avenue   Hayward,  California  94545 
Phone  (415)  887-8080   TWX  (910)  383-2021 
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HOWAIG 

LOOKS  FROM 
OUTER  SPACE 

The  American  International  Group  of  companies  has  more 
)ins  in  more  parts  of  the  world  with  more  people  offering  more 
rinds  of  insurance  than  practically  any  other  commercial  insurance 
>rganization. 

So  if  your  company  has  a  lot  of  branches  around  the  world, 
rou  don't  have  to  go  to  a  lot  of  insurance  companies  around  the 
vorld  to  cover  each  one  of  them. 

We  can  do  it  all.  And  have  been  doing  it  successfully  for  over 
dxty  years. 

Dealing  with  one  large  organization  instead  of  many  means  a 
ot  less  paperwork,  phone  calls  and  hassles. 

We  also  offer  coverage  that  other  companies  don't,  like 
vorldwide  directors  and  officers  insurance.  And  offer  it  in  countries 
)ther  companies  only  dream  of.  Like  the  People  s  Republic  of 
^hina,  Saudi  Arabia  and  Eastern  Bloc  nations. 

There  are  a  lot  of  other  ways  we  can  help  you.  Some  of  them 
:ould  wind  up  saving  you  money  as  well  as  time. 

And  that's  something  that  can  make  us  look  good. 

From  wherever  you  happen  to  be  looking  at  us. 

THE  AIG  INSURANCE  COMPANIES. 

A  strong  ally  for  today's  world. 

For  more  information,  contact  American  International  Group,  Dept.  A,  70  Pine  Street,  New  York,  N.Y.  10270. 


LOW-COST 
Lin  INSURANCE 

FOR  YOUR  CAR. 


PRAM 

OIL  ALTER 


Not  so  long  ago,  it  was  easy  to  buy  an  economy 
car  for  two  or  three  thousand  dollars. 

Today,  you're  lucky  to  find  one  for  five  thousand. 

And  replacement  engines  haven't  gotten  any 
cheaper,  either. 

So  it  makes  sense  to  change  your  oil  and  put  in  a 
new  Fram  oil  filter  at  least  as  often  as  your  owner's 
manual  tells  you  to. 

After  all,  a  new  Fram  oil  filter  doesn't  cost  much 

A  new  engine  does. 

But,  the  choice  is  yours. 

You  can  pay  a  little  now. 

Or  a  lot  later. 


Fram  and  Autolite  are  Bendix  Companies 
Fram  Corporation,  Providence,  Rhode  Island  02916 
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Orient  express 

Exxon,  the  world's  biggest  oil  com- 
pany, has  a  huge  and  growing  stake  in 
Hong  Kong.  Furthermore,  giant  Exxon 
has  plenty  to  gain  from  tiny  Hong 
Kong's  continued  prosperity,  accord- 
ing to  Roy  Smith  Jr.,  general  manager 
in  Hong  Kong  for  $10  billion  (sales) 
Esso  Eastern,  Exxon's  principal  affili- 
ate in  Asia.  One  of  his  main  jobs  these 
days  is  promoting  his  territory  as  a 
good  place  for  U.S.  companies  to  do 
business. 

Exxon  is  the  largest  single  Ameri- 
can investor  in  Hong  Kong — $800 
million  is  tied  up  in  petroleum  mar- 
keting operations  and  power  genera- 
tion facilities  there.  Exxon  supplies 
Hong  Kong  with  38%  of  its  total  oil 
requirements,  a  hefty  20  million  bar- 
rels a  year.  And,  as  the  majority  part- 
ner in  a  new,  $3.5  billion  power  gen- 
eration complex,  Exxon  is  betting 
neavily  that  Hong  Kong's  demand  for 
slectricity  will  continue  to  grow. 

Hong  Kong  shows  no  sign  of  a  U.S.- 
type  recession.  Its  gross  national  prod- 
act  is  glowing  at  a  dazzling  10%  a 
year,  with  electricity  demand  increas- 
ng  at  the  same  giddy  pace,  Smith 
declares. 

But  there  is  a  catch.  The  political 


isso  Eastern  Inc.  's  Roy  Smith 
Vo  Hong  Kong  blues. 


future  of  Hong  Kong,  an  island  and 
some  mainland  adjacent  to  Guang- 
dong province  in  southeast  China,  as 
a  base  for  capitalistic  enterprise  de- 
pends on  the  People's  Republic  of  Chi- 
na. The  PRC  has  never  recognized  old 
agreements  under  which  Great  Brit- 
ain has  ruled  in  Hong  Kong  for  nearly 
140  years.  Should  the  PRC  roll  in— 
who  could  stop  it? — foreign  invest- 
ments would  of  course  be  jeopardized. 

Smith  professes  to  have  little  or  no 
concern  on  that  score,  however.  "Chi- 
na has  offered  us  assurances  that  in- 
vestors should  have  no  concern,  and 
we  believe  them,"  he  says.  Mean- 
while, living  and  working  in  the  free 
trade  zone  has  its  advantages.  There 
is  little  government  interference  or 
regulation,  Smith  says.  In  addition, 
there  is  an  easy-to-take  15%  upper 
limit  on  income  taxes.  Under  a  new 
rule,  the  first  $75,000  of  Smith's  sala- 
ry in  1982  is  also  exempt  from  U.S. 
taxes.  Smith,  52,  enjoys  life  with  his 
wife  in  their  townhouse  in  the  Hong 
Kong  countryside.  "There  are  very 
few  sacrifices,"  he  says,  "that  an 
American  businessman  has  to 
make." — Carol  E.  Curtis 


lime,  gentlemen? 

How  does  an  American  corporation 
get  rid  of  a  troublesome  European  sub- 
sidiary? Sell  it  off  to  local  manage- 
ment, says  Roger  Brooke,  a  diplomat- 
turned-businessman  redirecting  his 
diplomacy  to  convince  U.S.  invest- 
ment bankers  of  the  idea.  Brooke's 
London-based  Candover  Investments 
has  already  pulled  off  eight  manage- 
ment buyouts — helped  by  equity  and 
loan  backing  from  big  British  pension 
funds  and  other  institutional  inves- 
tors— since  he  started  it  in  late  1980. 
His  most  recent  buyout:  Vickers  da- 
Costa,  London  brokers,  for  about  $8 
million.  "Sometimes  a  British  subsid- 
iary was  acquired  for  no  better  reason 
than  the  chairman  of  the  parent  want- 
ed an  excuse  to  get  to  Wimbledon 
every  year,"  says  Brooke,  formerly  of 
the  British  Foreign  Service.  He  guess- 
es that  hundreds  of  British  businesses 
are  owned  by  U.S.  companies  and 
points  out  that  often  the  American 
parent's  original  strategy  has  changed. 

Selling  a  subsidiary  in  the  depressed 
British  economy  is  not  easy.  And,  like 
counterparts  the  world  over,  British 
management  may  jump  ship  if  it 
hears  of  the  pending  sale.  "Before  you 
know  it,  the  business  is  even  less  sal- 
able," Brooke  says.  "A  buyout  gets 
around  all  that  because  management 
is  invariably  keen  as  mustard  for  the 
deal."  Brooke  has  tested  his  instincts 
before:  As  a  director  of  S.  Pearson  & 


Candover  Investment's  Roger  Brooke 


Buyout  bundles  for  Britain. 


Son,  the  publishing-to-china  con- 
glomerate, Brooke  approved  an  in- 
vestment in  Chariots  of  Fire,  one  of 
Pearson's  first  forays  into  filmmaking 
and  now  a  blockbuster  on  both  sides 
of  the  Atlantic. — Eamonn  Fingleton 


A  word  from  the  front 

Hugh  Tighe  is  a  Chrysler  dealer  who 
expects  to  sell  as  many  cars  this  year 
as  he  did  in  1980.  But  it  hasn't  been 
easy.  Big  Three  auto  dealers  across  the 
country  have  been  going  out  of  busi- 
ness at  the  rate  of  about  25  a  week  for 
the  last  two  years,  and  Chrysler  deal- 
ers are  having  the  worst  time  of  it: 
Their  ranks  have  been  depleted  by 
15%  since  January  1980.  But  Tighe,  a 
Denver  dealer  for  nearly  20  years,  says 
that  although  his  profits  will  be  down 
about  8%  from  last  year's  because  of 
higher  inventory  and  interest  costs, 
his  unit  sales — about  100  cars  a 
month — are  holding  up. 

Tighe's  track  record  looks  particu- 
larly good  in  a  state  where  foreign  car 
penetration  is  running  at  40%,  in- 
stead of  the  25%  average  nationwide. 
The  past  two  years,  which  have  seen 
Chrysler  sales  plummet  nationally 
from  about  a  million  cars  in  1978  and 
1979  to  660,000  in  1980,  have  not 
caused  Tighe  to  change  his  business 
techniques.  "I've  been  selling  Dodges 
for  20  years,"  he  says,  "and  I've  made 
a  profit  every  year  but  my  first,  in- 
cluding 1981.  I  expect  to  make  one  in 
1982  as  well."  His  strategy:  a  strong 
service  and  parts  department,  a  steady 
175  to  200  cars  on  hand  at  any  one 
time,  standard  factory  rebates  with- 
out special  customer  incentives  and, 
during  this  recession,  a  20%  reduc- 
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Chrysler  dealer  Hugh  Tighe 

Not  like  flogging  a  dead  horse. 

tion  in  his  advertising  budget.  Tighe 
advertises  in  Denver's  Rocky  Mountain 
News  and  on  several  local  radio  sta- 
tions. (He  gave  up  television  ads  sev- 
eral years  ago  because  they  were  not 
cost-effective.)  "Advertising  in  a 
weak  market,"  he  says,  "is  like  flog- 
ging a  dead  horse." 

Tighe,  56,  tells  his  12-member  sales 
staff  to  take  more  time  with  show- 
room customers  because  a  $10,000 
purchase  is  far  weightier  than  the 
$2,000  one  it  used  to  be  years  ago. 
Tighe  says  his  biggest  problem  is  high 
interest  rates.  When  he  bought  his 
dealership — situated  on  busy  South 
Colorado  Blvd.  about  five  miles  from 
the  center  of  town — rates  were  4'/4% 
and  his  interest  costs  added  up  to 
$14,000  a  year  to  keep  his  stock  on 
hand.  This  year,  with  rates  at  18%, 
the  same  stock  cost  him  $210,000  in 
interest  charges  through  the  first  ten 
months  of  this  year.  Tighe,  neverthe- 
less, vigorously  supports  Ronald  Rea- 
gan. "We  have  to  have  a  kind  of  busi- 
ness genocide  to  clear  the  air,"  he  says 
grimly,  "even  if  I  end  up  one  of  the 
victims." — Aaron  Bernstein 

Run,  pass  and  sell 

The  best  college  football  player  in 
1951,  winner  of  the  Heisman  Trophy 
that  year,  was  Richard  W.  Kazmaier 
Jr.,  two-time  Ail-American  at  Prince- 
ton and  a  genuine  triple-threat  tail- 
back v/ho  could  run,  pass  and  kick 
from  the  single  wing. 

Now  51,  Kazmaier  is  still  in 
sports — as  an  equipment  manufactur- 


er and  marketer  and  international 
consultant  to  sports  apparel  and  prod- 
uct companies.  He  says  he  has  done 
so  well  with  his  own  company,  Kaz- 
maier Associates  Inc.  of  Wellesley 
Hills,  Mass.,  that  he  doesn't  regret 
passing  up  a  pro  offer  from  the  Chica- 
go Bears  and  going  to  Harvard  Busi- 
ness School.  Kazmaier,  still  trim  at 
183  pounds  (up  13  pounds  from  his 
playing  days)  and  5  feet  11%  inches, 
says,  "Frank  Gifford  was  the  number 
one  draft  pick  for  the  New  York  Gi- 
ants my  year  and  he  got  $7,500.  Har- 
vard Business  School  graduates  were 
making  an  average  of  $9,000.  Of 
course,  with  the  money  they  are  offer- 
ing now,  it  would  be  hard  to  say  no." 

Kazmaier's  main  subsidiary,  S/R  In- 
dustries Inc.  of  Torrance,  Calif.,  man- 
ufactures Marksman  air  guns  and 
slingshots,  Healthways  rubber  exer- 
cise stretchers,  swim  masks,  snorkels 
and  fins,  and  a  line  of  Hong  Kong- 
made  table  tennis  equipment.  He  also 
distributes  more  than  a  million  pairs 
of  athletic  shoes  annually  in  the 
Northeast  for  Puma,  the  German  shoe 
company.  Six  years  ago,  Descente 
Ltd.,  the  largest  Japanese  manufactur- 
er and  licensee  of  sportswear  ($450 
million  annual  sales),  hired  Kazmaier, 
who  also  serves  as  president  of  the 
National  Football  Foundation  and  Hall 
of  Fame,  to  advise  them  on  how  to 
market  American  football  gear  in  Ja- 
pan. He  has  helped  Descente  persuade 
some  reluctant  American  universities 
to  allow  their  names  to  be  marketed 
on  Japanese  T-shirts,  wastebaskets 
and'  other  accessories.  Somewhat 
wistfully,  he  notes  that  the  big  seller 
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in  Tokyo  is  the  logo  of  the  UCLA 
Bruins,  not  the  Princeton  Tigers. 

As  one  of  the  five  American  dele- 
gates to  the  World  Federation  of 
Sporting  Goods  Industries,  Kazmaier 
wants  to  achieve  more  balance  in  the 
U.S. -Japan  sporting  goods  trade — now 
running  at  a  U.S.  deficit  of  about  $5 
million  to  $10  million  annually.  He 
says  the  two  countries  can  work  to- 
gether to  become  dominant  in  all 
Third  World  sporting  goods  markets. 

"There  are  a  lot  of  misunderstand- 
ings and  bugaboos  in  our  country 
about  dealing  with  the  Japanese,  and 
there  are  some  reasons  for  it:  culture 
and  past  practices,"  Kazmaier  says. 
"But  I  don't  think  those  things  exist 
when  you  can  sit  and  talk.  Enlight- 
ened people  are  able  to  deal  with  each 
other." — Allan  Dodds  Frank 

A  cool  target? 

When  Sharon  Steel's  Victor  Posner 
and  Tamco's  Lyman  Hamilton  each 
own  almost  10%  of  your  company 
and  each  has  announced  that  he  is 
interested  in  owning  as  much  as  25%, 
most  executives  might  be  a  little  ner- 
vous. But  George  Scharffenberger, 
chairman  of  City  Investing  Co.  (1981 
revenues:  an  expected  $6  billion),  pro- 


r  a 

Sports  equip))  lent  manufacturer  and  consultant  Richard  W  Kazmaier  Jr. 
Harvard  looked  better  than  the  pros. 


112 


FORBES,  DECEMBER  21,  1981 


fesses  it  is  business  as  usual.  "They 
are  both  good  investors,"  says  Scharf- 
fenberger  calmly.  "Mr.  Posner  has 
been  an  investor  in  our  company  be- 
fore, and  we  have  never  discouraged 
either  of  them  from  being  investors.  I 
don't  really  worry  about  things  like  a 
takeover." 

Instead,  the  62-year-old  chairman  is 
forging  ahead  to  divest  City  Investing 
of  some  $800  million  of  its  assets  in 
an  effort  to  bring  the  conglomerate's 
debt  ratio  down.  "It  hasn't  been  an 
easy  time  to  accomplish  these  sales," 
says  Scharffenberger.  "It's  not  a  time 
when  prospective  buyers  are  lining  up 
at  the  front  gate."  In  the  year  since 
Scharffenberger  announced  his  plan, 
the  company  has  raised  about  $480 
million  by  selling  such  assets  as  its 
Revco  freezer  business  (for  $14  mil- 
lion), its  leasehold  interest  in  land  in 
California  (for  $37.5  million)  and  the 
Wall  Street  building  that  houses  City 
Investing's  headquarters  and  those  of 
the  Home  Insurance  Co.,  which  gen- 
erates over  one-third  of  its  revenues. 
The  building  was  sold  to  Olympia  & 
York,  the  Canadian  real  estate  devel- 
oper, for  $175  million.  There  were 
other  bidders  at  that  price,  says 
Scharffenberger,  but  Olympia  &.  York 
was  able  to  sweeten  the  deal  by  offer- 
ing City  Investing  expanded  space  in 
its  new  Battery  Park  development  in 
Manhattan.  The  company  will  occupy 
700,000  square  feet  when  it  becomes 
Battery  Park's  first  tenant  in  1984  (at 
$36  a  square  foot),  with  options  on 
more  than  a  million  square  feet. 

But  City  Investing  can't  entirely  ig- 
nore the  possibility  of  a  takeover. 


When  Tamco  proposed  18  months 
ago  that  City  Investing's  manage- 
ment join  it  in  taking  the  company 
private  and  suggested  a  price  of  $32.50 
a  share,  Scharffenberger  turned  to 
First  Boston  and  Blyth  Eastman  Paine 
Webber  for  an  appraisal.  The  1980  fig- 
ure was  $47  a  share.  In  June,  Scharf- 
fenberger decided  it  was  time  for  an- 
other appraisal.  The  current  value? 
Just  under  $47  a  share.  With  City  In- 
vesting's current  market  price  at  $24 
a  share,  Scharffenberger  may  not  be  so 
calm  after  all. — Janet  Bamford 

"Lies,  damned  lies, 
and  statistics" 

Ray  Horrocks,  who  as  chairman  of 
Britain's  beleaguered  BL  Cars  Ltd.  has 
had  to  fend  off  all  manner  of  criticism, 
has  a  thin  skin  when  it  comes  to  his 
workers'  productivity.  Taxed  with  the 
charge  that  BL  employees  turn  out  6 
cars  per  person  each  year  compared 
with  18  or  so  cars  for  the  average 
Common  Market  autoworker,  Hor- 
rocks bristles  and  calls  the  comparison 
unfair.  "As  they  say,  there  are  lies, 
damned  lies — and  there  are  'cars-per- 
worker'  statistics,"  he  fumes.  The  pro- 
ductivity comparisons  are  a  favorite 
technique  of  BL's  Japanese  partners 
(BL  has  recently  announced  its  second 
collaboration  with  Honda,  an  agree- 
ment to  co-produce  luxury  cars),  but 
Horrocks,  a  51 -year-old  automotive 
veteran,  isn't  buying  the  logic.  Those 
figures,  he  asserts,  are  based  on  assem- 
bly plant  production.  He  says  BL — the 
lone  surviving  major  British-owned 
car  producer — is  highly  integrated, 
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BL  Chairman  Ray  Hotrocks 

He  isnt  buying  Japanese  logic. 

producing  its  own  engines  and  compo- 
nents; his  per-employee  production 
figures  are  calculated  on  the  com- 
pany's total  payroll.  If  the  comparisons 
are  confined  to  assembly  lines,  he  says, 
"I  can  show  you  BL  plants  that  turn 
out  40  cars  per  worker." 

Horrocks'  spirits  are  undimmed  by 
BL's  considerable  problems.  Honda 
and  BL  are  roughly  comparable  in 
size,  with  the  Japanese  generating  $8 
billion  in  sales  against  BL's  $7  billion. 
But  Honda's  profits  last  year  were 
$440  million,  while  BL  lost  3  times 
that  figure.  Nevertheless,  Horrock's 
upper  lip  is  as  firm  as  ever.  Asked  how 
it  feels  to  work  for  a  government- 
owned  company  after  years  of  seryice 
with  such  private-enterprise  stalwarts 
as  Ford  and  the  old  British  Leyland 
(BL's  predecessor),  he  says,  "They  are 
all  in  business  for  the  same  thing — to 
make  money." 

Perhaps.  While  Horrocks  was  in  To- 
kyo lunching  with  Honda  executives 
to  cement  the  luxury  car  agreement, 
his  employees  back  home  stopped 
work  in  an  argument  over  tea 
breaks. — John  A.  Conway 

Snow  business 

When  unusually  warm  weather 
threatened  the  American  leg  of  the 
World  Cup  ski  competition  at  Aspen 
in  March,  they  called  in  "the  farm- 
ers." Their  crop:  acres  of  made-to- 
order  snow.  "Snow  farming"  has  be- 
come a  chilly  fact  of  life  on  the  slopes, 
and  the  biggest  snow  farmer  around  is 
Gordon   Dewey,   a  Harvard-trained 
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physicist.  His  New  Jersey-based  Dew- 
ey Electronics  Corp.  (annual  sales: 
$4.6  million),  and  its  Hedco  snow- 
makers  make  more  than  70%  of  the 
humanly  devised  white  stuff  used 
worldwide.  Dewey's  secret?  "You 
spray  ice  nuclei  into  the  air  stream, 
mix  it  with  water,  and  you  get  snow." 

Competing  for  lucrative  vacation 
and  convention  dollars,  big  ski  states 
like  Colorado  try  to  guarantee  snow 
between  Thanksgiving  and  mid- April. 
Dewey's  bulky,  2,000-pound  snow- 
making  machines  churn  out  1.3  acres 
of  snow  up  to  12  inches  deep  in  12 
hours.  Says  Dewey:  "If  it  doesn't 
snow  out  there,  there's  no  way  you 
can  guarantee  it  unless  you  buy  an 
awful  lot  of  snowmakers." 

Until  recently,  Dewey — who 
worked  at  MIT's  radiation  laboratory 
during  World  War  II  and  then  for  the 
Department  of  Defense — got  most  of 
his  revenues  from  military  contracts. 
Last  year,  for  the  first  time,  the  snow- 
making  business  contributed  more 


Dewey  Electronic  Corp.  's  Gordon  Dewey 
HO  +air  =  $ 


than  half  of  sales.  (The  company  went 
public  in  1960  at  $2.50.  Currently  its 
o-t-c  price  is  3'/4.) 

Still,  58-year-old  Dewey  seems  to 
favor  the  electronics  end  of  his  oddly 
coupled  business.  One  reason  is  his 
training.  Another  is  pure  economics: 
The  government  pays  its  bills.  Small 
ski  lodges  have  a  huge  failure  rate, 


and  the  nearly  $50,000-per-unit  cost 
for  the  Hedco  machines  can  be  as 
steep  as  an  advanced  slope.  So  Dewey 
demands  the  bulk  of  payment  before 
his  snowmakers  make  their  first  run. 
Says  Dewey:  "It's  not  an  industry 
where  you  would  want  to  extend 
credit." — fay  Gissen 


Now  you  can  be  in  2  places 
at  one  time.  Or  20,  or  even  200. 


With  the  Holiday  Inn® 
Video  Network,  you  can 
be  seen  and  heard  all  over 
the  nation. 

Your  television 
presentation  is  broadcast 
"live"  via  satellite  to  over 
250  convenient,  local 
Holiday  Inn®  hotel  meeting 
rooms  across  the  country. 
You  can  communicate  coast-to-coast 
with  every  level  of  your  organization. 
Accomplish  more  in  less  time.  Talk  to 
your  entire  team  more  often.  Get  on-the-spot 
feedback  with  our  two-way  telephone  hook-up. 

Our  network  is  perfect  for  sales  meetings,  new 
product  introductions,  education  or  training  seminars, 
trade  or  professional  association  conventions,  franchisee 
or  licensee  meetings,  and  press  conferences.  And 
because  our  network  is  an  extremely  efficient 


communications  tool, 
there  can  be  many 
significant  cost 
advantages. 
Please  write  for  our 
free  brochure.  Our  staff  is 
ready  to  help  you  every 
step  of  the  way. 

To:  The  Holiday  Inn  Viaeo 
Network,  Dept.  F-l,  3"796  Lamar  Ave. 

Memphis,  Tennessee  38195 
□  Please  send  me  your  FREE  brochure 
to  show  rne  how  I  can  improve 
my  communications  productivity. 
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Only  someone  on  the 
right  course  can  help  you 
with  yours. 

A  universal  bank  has  the  right  instru- 
ments to  determine  your  exact  position 
and  help  plot  the  best  course  to  your 
goal.  The  coordinates  of  our  branch 
system  dot  the  globe.  Whenever  and 
wherever  you  encounter  problems  with 
complicated  international  financing, 
contact  the  Deutsche  Bank. 

Well  put  your  business  on  a  proper 
course.  Call: 

New  York  (212)  940-8000 


Deutsche  Bank 

A  century  of  universal  banking 

Central  Office  Frankfurt  am  Main/Dusseldorf  Branches  abroad  Antwerp.  Asunci6n. 
Barcelona.  Brussels.  Buenos  Aires.  Hong  Kong.  London.  Madrid.  Milan.  New  York.  Paris. 
S3o  Paulo.  Tokyo.  Representative  Offices:  Bogota.  Cairo.  Caracas.  Istanbul.  Johannesburg. 
Lagos.  Mexico.  Moscow.  Nairobi.  Osaka.  Peking.  Rio  de  Janeiro.  San  Jose,  Santiago, 
Sydney.  Tehran,  Tokyo,  Toronto,  Subsidiaries  Geneva.  Hong  Kong.  London.  Luxembourg. 
Singapore.  Toronto.  Zurich 
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Edited  By  William  G  Flanagan 

What's  doing  in  Dallas 

In  September  a  Boston  developer 
announced  plans  to  build  a  half- 
million-square-foot  computer  trade 
mart  in  northwest  Dallas.  The  Bosto- 
nian  smugly  assumed  it  would  be  the 
world's  first — until  a  Dallas  developer, 
only  hours  later,  unveiled  long-stand- 
ing plans  for  his  computer  trade  mart, 
less  than  five  miles  away. 

Welcome  to  Dallas,  where  slow 
drawls  and  lazy  weather  mask  one  of 
the  fastest-moving  business  climates 
in  the  nation.  Although  still  overshad- 
owed by  larger,  randier  Houston,  Dallas 
isnoboomtown  slouch:  A  dozen  major 
corporations  have  moved  there  in  the 
past  five  years,  including  American 
Airlines,  Caltex  Petroleum  and  Dia- 
mond Shamrock.  The  Dallas-Ft.  Worth 
"metroplex"  takes  in  250  newcomers  a 
week.  The  city  built  on  a  railhead  also 
hosted  1,500  conventions  and  meet- 


ings last  year,  during  which  1 .7  million 
people  spent  $474  million — placing 
Dallas  ahead  of  Miami  and  New  Or- 
leans as  a  convention  city.  In  fact,  it 
now  ranks  third  in  the  nation. 

All  the  emphasis  on  wheeling  and 
dealing  leaves  Dallas  with  little  to  of- 
fer the  sightseer,  aside  from  some 
stunning  modern  buildings  (the  I.M. 
Pei-designed  Dallas  City  Hall  and  the 
Hyatt  Regency  Hotel  at  Reunion  are 
must-sees);  the  Kennedy  assassina- 
tion memorials  (a  little  grim);  and  the 
joys  of  shopping  the  original  Neiman- 
Marcus.  Still,  if  business  does  take 
you  to  Dallas,  you  can  count  on  the 
city's  hoteliers  and  restaurateurs  to 
show  you  the  ultimate  in  expense- 
account  pleasures.  Business,  after  all, 
is  what  Dallas  does  best. 

Forbes  quizzed  local  executives  and 
frequent  visitors,  and  also  sampled 
some  of  Dallas'  finest,  to  come  up 
with  the  following  recommendations. 

Hotels 

First,  a  warning.  Whoever  coined 
the  phrase  "urban  sprawl"  must  have 
been  thinking  of  Dallas — 859  square 
miles  connected  by  an  ungodly  mess 
of  freeways  in  perpetual  rush  hour. 
The  city  fathers,  attempting  to  cope 
with  Dallas'  growth-related  problems, 
have  promoted  several  "downtowns" 


outside  the  central  business  district. 
This  means  the  office  or  convention 
hall  you  need  to  reach  could  be  an 
arduous  hour's  drive  from  the  central 
business  district.  So  it's  wise  to  think 
seriously  about  passing  up  the  plusher 
downtown  hotels  and  booking  what- 
ever is  close  to  where  you  have  to  be 
the  next  day.  This  will  probably  mean 
settling  for  a  link  in  a  predictable  na- 
tionwide chain,  but  not  always:  The 
Doubletree  Inn  at  Campbell  Centre 
in  North  Dallas  and  the  Regent  in  the 
Mockingbird-Stemmons  section  of 
northwest  Dallas  are  a  cut  above  the 
chains,  but  somewhat  more  expen- 
sive. (Incidentally,  when  booking 
with  one  of  the  big  chains,  be  sure  to 
specify  exactly  where  you  need  to  be. 
At  last  count  Dallas  had  17  Holiday 
Inns,  7  Ramada  Inns  and  5  Sheratons.) 

Even  if  your  business  is  in  the  rela- 
tively compact  central  business  dis- 
trict, the  same  reasoning  applies:  Get 
as  close  as  you  can  to  where  you  need 
to  be.  This  may  seem  like  gratuitous 
advice,  but  in  Dallas  it  can't  be  over- 
stated— especially  between  April  and 
September,  when  90-  and  even  100- 
degree  days  are  the  norm — because 
public  transportation  is  virtually  non- 
existent. (Fortunately,  several  of  the 
main  downtown  buildings  are  con- 
nected by  a  series  of  climate-con- 


Datl 


859  square  miles,  but  still  has  an  impressive  downtown  core 
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trolled  underground  tunnels.) 

The  premier  downtown  hotel  is  the 
Adolphus,  1321  Commerce  (214-742- 
8200).  Built  in  1912  by  Adolphus 
Busch  of  St.  Louis  in  gratitude  to  Dal- 
las' prodigious  beer  drinkers,  the  hotel 
was  elosed  two  years  ago  and  re- 
opened in  September  after  $45  million 
in  renovations.  And  it  is  stunning: 
The  lobby  is  wood-paneled,  with  pol- 
ished brass  and  specially  designed  car- 
peting. The  437  guest  rooms  are  spa- 
cious and  appointed  with  elegant 
touches  (hand-painted  porcelain  cups 
in  the  bathroom,  down  comforters  on 
the  beds).  The  young  staff  is  enthusi- 
astic and  professional;  the  food — 
whether  from  24-hour-a-day  room 
servjee,  the  formal  French  Room,  the 
informal  Grille  or  the  Palm  Bar — is 
excellent.  And  it's  only  a  block  from 
the  convention  center,  the  tunnel  sys- 
tem and  Neiman-Marcus.  Singles,  $85 
to  $125;  doubles,  $100  to  $140;  suites, 
$200  to  $500. 

Plaza  of  the  Americas ,  650  N.  Pearl 
(214-747-7222),  is  a  new  hotel  that 
runs  a  close  second  to  the  Adolphus  in 
creature  comforts.  Inconvenient  to 
downtown — you  will  have  to  drive  or 
cab  it — but  guests  do  have  use  of  the 
Athletic  Club,  and  there's  shopping  in 
an  attached  mall,  which  features  an 
impressive  atrium.  The  340  large 
rooms  are  done  in  Oriental  pinks, 
grays  and  greens,  high  tea  is  served 
daily  and  the  restaurant — Cafe  Roy- 
al— serves  the  best  nouvelle  cuisine  in 
town.  Singles,  $90  to  $110;  doubles, 
$105  to  $125;  suites,  $235  to  $795. 

Hyatt  Regency  at  Reunion,  300  Re- 
union Blvd.  (214-651-1234).  The  Hy- 
att is  that  silvery  building  in  the  open- 
ing credits  of  the  TV-soap  Dallas — the 
one  that  looks  like  a  dozen  mirrored, 
upended  shoe  boxes.  Ideal  for  conven- 
tions, with  956  rooms  and  bus  service 
downtown  and  to  the  convention  cen- 
ter. Lamar  Muse  of  Muse  Air  likes  to 
book  his  out-of-town  guests  into  the 
Regency  Club,  one  whole  floor  with 
priority  check-in,  private  bar  and  oth- 
er amenities.  Fausto's  is  a  superb  sea- 
food restaurant;  the  rest  you  can  keep, 
especially  Antares,  the  revolving  res- 
taurant-bar atop  Reunion  Tower — it's 
strictly  for  tourists.  Singles,  $75  to 
SI  10;  doubles,  $95  to  $130;  suites, 
$175  to  $700. 

The  Bradford,  Jackson  at  Houston 


(214-761-9090),  is  Dallas'  one  shot  at  a 
European-style  hotel — and  it's  a  bull's- 
eye.  Recently  reopened  after  a  com- 
plete renovation,  the  132  rooms  are 
small,  but  everything  in  them  is  good, 
from  the  thick  towels  to  the  modern 
prints  on  the  walls.  It  also  has  a  credit- 
able restaurant  (forget  the  room  ser- 
vice— it  does  something  to  otherwise 
edible  food)  and  a  wonderful  piano 
bar.  Service  is  nothing  if  not  earnest. 
Singles,  $71;  doubles,  $81;  suites, 
$101  to  $111. 

The  Fairmont,  Ross  at  Akard  (214- 
748-5454),  in  the  heart  of  Dallas'  fi- 
nancial district,  used  to  be  the  pre- 
mier hotel  in  the  city.  It  hasn't  really 
slipped,  but  competition  from  the 


The  Hyatt  Regency 


newer  places  has  pushed  it  into  the 
background.  The  600  rooms  are  com- 
fortable, the  service  is  legendary  and 
the  Pyramid  Room  is  still  one  of  Dal- 
las' best  and  most  beautiful  classic 
French  restaurants.  Caution:  There 
are  renovations  in  progress.  Singles, 
$85  to  $115;  doubles,  $105  to  $135; 
suites,  $150  to  $375. 

The  Mansion  on  Turtle  Creek, 
2821  Turtle  Creek  Blvd.  (214-559- 
2100).  Owned  by  Bunker  and  Herbert 
Hunt's  sister,  Caroline  Schoellkopf. 
Not  located  downtown,  but  worth 
making  the  short  drive  to  Turtle 
Creek  (a  trendy  near-north  neighbor- 
hood) to  stay  in  this  145-room  hotel 
grafted  on  to  the  Mediterranean-style 


Loews  Anatole,  interior 


The  Anatole 
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WHEN  THERE  IS  A  CAR 
FROM  A  COUNTRY  THAT 
DESIGNED  THE 

CONCORDE... 


Renault 


. .  .a  car  designed  by  the  first 
people  to  fly  so  far  into  the  future. . . 
why  drive  an  ordinary  car?  When  you 
can  drive  the  remarkable  Renault  18i. 

It  begins  with  a  philosophy 
of  design  that  makes  Renault  Europe's 
leading  builder  of  cars:  a  truly  fine 
automobile  is  not  a  collection  of  parts; 
it  is  a  series  of  interdependent  systems 
based  on  total  system  design. 

Example:  Renault  designed 
the  18i  long  travel  suspension  as  part  of 
a  system  that  includes  chassis  design, 
bio  -mechanically  tuned  seating,  front 
and  rear  anti-sway  bars  and  rack  and 
pinion  steering. 

RENAULT 

American  Motors  ri 


Example:  The  18i  total 
system  design  matches  a  lightweight 
front  wheel  drive  system  to  a  1.6  litre 
engine  and  a  Bosch  L-Jetronic  fuel 
miection  system.  The  result  is  surpris- 
ingly responsive  performance  with 
remarkable  fuel  efficiency* 


37HWY  fog^ 

EST  \?**J 


EST' 
MPG 


'Compare  these  1981  EPA  estimates 
with  estimated  mpg  for  other  cars 
Your  actual  mileage  depends  on 
speed,  trip  length  and  weather 


Actual  highway  mileage  will  probably  be  lower 

And  every  new  Renault  I81 
sold  in  the  U.S.  after  September  23, 1981 
is  covered  by  American  Motors'  exclu- 
sive Buyer  Protection  Plan"  the  only  plan 
with  a  full  12-mo./12,000-mi.  warranty. 

Knowing  these  facts,  there's 
no  excuse  for  you  to  drive  an  ordinary 
car  when  you  could  drive  the  Renault  I81. 

Available  at  more  than  1300 
Renault  and  American  Motors  Dealers 
in  sedan  and  Sportswagon  models. 
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former  home  of  cotton  magnate  Shep- 
pard  King.  The  restaurant  is  managed 
by  New  York's  "21"  and  is  a  place  to 
see  and  be  seen.  Have  a  drink  there, 
by  all  means,  but  eat  elsewhere — the 
food  is  pricey  and  mediocre.  Singles, 
$105  to  $130;  doubles,  $130  to  $160; 
suites,  $300  to  $500. 

Loews  Anatole,  2201  Stemmons 
Fwy.  (214-748-1200).  The  most  conve- 
nient hotel  to  the  Dallas  Market  Cen- 
ter, including  the  Apparel  Mart  and 
World  Trade  Center.  Looks  like  a 
bunker  from  the  outside,  but  inside 
are  13-  and  10-story  atriums,  Bjorn 
Wiinblad  tapestries,  a  handful  of  bou- 
tiques and  four  restaurants,  in  addi- 
tion to  900  rooms.  A  little  city  unto 
itself,  but  the  restaurants — French, 
Mexican,  Chinese  and  Danish — could 
all  use  improvement.  Singles,  $90  to 
$115;  doubles,  $110  to  $135;  suites, 
$225  to  $300. 

The  Stoneleigh  Terrace,  2927  Ma- 
ple (214-742-7111),  is  everybody's  fa- 
vorite find — a  modest,  136-room  older 
hotel  overlooking  posh  Turtle  Creek. 
Service  is  not  a  strong  suit,  but  the 
clientele,  from  circus  performers  to 
investment  bankers,  is  the  most  var- 
ied in  Dallas.  Have  a  burger  at  the 
Stoneleigh  P,  a  beloved  bar-restaurant 
in  a  reconstructed  pharmacy  across 
the  street.  Singles,  $45  to  $60;  dou- 
bles, $55  to  $70;  suites,  $55  to  $100. 

Restaurants 

Dining  in  Dallas  is  easy:  Either  eat 
in  your  hotel  (which,  as  you  may  have 
gathered,  isn't  a  bad  idea)  or  head  for 
McKinney  Avenue,  a  near-westside 
street  that  is  restaurant  row  for  four 
miles.  Two  of  the  city's  finest  and 
most  expensive  French  places  are 
there,  as  are  three  of  its  best  seafood 
restaurants — Jozef's,  Ratcliffe's  and 
Se*>D  Oyster  Company, 

There  are  also  a  whole  slew  of 
places  on  McKinney  that  only  an  out- 
of-town  junkyard  dog  would  patronize 
(the  local  dogs  learned  fast),  so  be  care- 
ful. D  magazine,  the  city  magazine  of 
Dallas,  has  an  astute  restaurant  critic 
who  has  rarely  given  us  a  bum  steer; 
check  it  out  before  you  prowl  around 
for  a  restaurant. 

The  best  of  the  bunch  on  McKinney 
are  Calluaud  (214-823-5380),  S&>D 
(214-823-6350)  and  Crackers  (214- 
827-1660).  At  Calluaud,  Dallas'  classi- 


est French  place  in  terms  of  service 
and  decor,  you  can  make  a  meal  on 
appetizers  and  desserts;  entrees  are 
only  fair.  Gordon  McLendon,  radio 
commentator- turned-investor-author, 
is  a  frequent  guest.  S&D  takes  no  res- 
ervations— you  give  your  name  to  the 
maitre  d',  order  plastic  cups  of  beer 
and  head  for  the  sidewalk  benches  to 
wait  with  the  rest  of  the  crowd.  But  if 
you  prize  absolutely  fresh  raw  oysters 
and  spicy  seafood  gumbo,  it's  worth 
the  wait.  Crackers,  next  door  to  Cal- 
luaud, is  a  favorite  business-lunch 
spot,  especially  for  media  types.  Menu 
is  of  the  quiche-soup-salad-sandwich 
variety,  with  daily  specials. 
No  visit  to  Dallas  would  be  com- 


plete without  one  pan-broiled  Texas 
steak  and  one  Tex-Mex  meal.  For 
steak,  head  to  Ruth's  Chris  Steak 
House,  6940  Greenville  (214-691- 
6940),  for  more  prime  aged  beef  than 
you  can  eat  comfortably  in  one  sit- 
ting. (Be  prepared  to  pay  dearly  for  it, 
too.)  If  you  are  paying  your  own  way, 
the  Hoffbrau,  3205  Knox  (214-559- 
2680),  serves  just  as  flavorful  a  steak 
for  one-third  the  price. 

There  is  an  inverse  relationship  be- 
tween the  physical  appearance  of  Tex- 
Mex  restaurants  and  the  quality  of  the 
food  served.  That  dive  next  to  the  gas 
station  probably  makes  up  the  best 
chiles  rellenos  this  side  of  the  Rio 
Grande.   Locals  favor  just  such  a 
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FORBES,  DECEMBER  21,  1981 


INVESTMENT 
IN  PURITY. 

When  assessing  the  true 
value  of  a  gold  investment, 
consider  the  question 
of  purity. 

TU_  /-.  I:  /~-_U  \M  1_  . 


The  Canadian  Gold  Maple 
Leaf  coin  is  exactly  one 

troy  ounce  of  solid 
unalloyed  gold,  999  fine. 

In  fact  its  purity  is  finer 
than  more  popular  coins. 

The  recognized  fineness  of 
the  Gold  Maple  Leaf  has 
contributed  substantially 
to  its  wide  acceptance 
among  knowledgeable 
investors,  who  also  know 
that  it  can  be  bought  and 
sold  easily. 

Having  made  the  decision 
to  add  gold  bullion  coins 
to  an  investment  portfolio^ 
it  then  becomes  simply  a 
question  of  purity.  , 

To  buy  the  Canadian  Gold 

Manlo  I  oaf  ra\\  tr»H.  frob 


place— Herrera,  3902  Maple  (214-526- 
9427),  with  no  reservations,  no  credit 
cards  and  no  liquor  license  (you  bring 
your  own  beer  to  drink  while  you  wait 
or  with  your  meal).  If  you  are  not  that 
adventuresome  or  are  new  to  Mexican 
food,  Ninfa's  (four  locations)  offers 
mild  fare  with  a  French-Italian  bent; 
it's  part  of  a  Houston-based  chain  that 
caters  to  gringo  tastes.  (By  the  way, 
the  decor  law  works  on  the  other  end 
of  the  scale,  too — Dallas'  prettiest 
Mexican  restaurant,  Cafe  Cancun, 
serves  the  grittiest  beans  and  chalk- 
iest desserts  in  town.) 

You  also  shouldn't  leave  Dallas 
without  partaking  of  some  edible  Tex- 
ana.  Sonny  Bryan's,  2202  In  wood 


",afe  Royal.  Plaza  of  the  Americas 


Tolbert's  Texas  Chili  Parlor 


(214-357-7120),  serves  fabled  barbe- 
cued beef — not  sweet  like  Yankees 
eat,  not  vinegary  like  Southern-style, 
but  smoky  and  a  royal  mess  to  eat.  A 
Dallas  institution.  Tolbert's  Texas 
Chili  Parlor  (two  locations;  the  one  at 
3902  Cedar  Springs  is  open  evenings 
and  weekends)  is  the  place  for  a  bowl 
of  spicy  Texas  Red  or  a  chicken-fried 
steak — breaded,  fried  minute  steak 
served  on  thick  toast  with  cream  gra- 
vy. A  culinary  abomination  or  a  little 
bit  of  heaven  on  your  plate,  depending 
on  whom  you  talk  to. 

Other  local  favorites:  The  Old  War- 
saw, 2610  Maple  (214-528-0032),  for 
nouvelle  and  classic  cuisine  with  high 
drama;  The  Grape,  2808  Greenville 
(214-823-0133),  for  light  dinner  and 
serious  conversation;  and  The  Bronx, 
3835  Cedar  Springs  (214-521-5821), 
which  looks  and  tastes  a  lot  more  like 
New  York's  Upper  East  Side. 

Nightlife 

If  you're  in  Dallas  on  business, 
chances  are  you  will  want  to  turn  in 
early — the  working  day  begins  at  7:30 
a.m.  for  most  folk.  But  if  you're  a 
night  person  and  at  loose  ends,  Green- 
ville Avenue  on  the  east  side  is  to  bars 
what  McKinney  is  to  restaurants. 
Again,  some  of  the  best  and  worst  of 
the  city  are  side  by  side,  but  Green- 
ville is  a  good  place  to  start  and  one  of 
the  few  areas  where  you  can  barhop 
without  getting  back  in  your  car. 

Dallas  does  two  things  very  well — 
jazz  and  Texas  chic.  For  the  former, 
check  out  Bagatelle,  Greenville  Bar 
&>  Grill  (both  on  Greenville)  and  Pop- 
sicle  Toes  (5627  Dyer);  for  the  latter, 
Cowboy  and  Cafe  Dallas  (both  on 
Greenville).  Nick's  Uptown  on 
Greenville  hosts  live  music  of  all 
sorts,  from  country  and  western  to 
punk  rock.  The  Eight-O,  2800  Routh, 
attracts  the  artsy  and  has  Dallas'  best 
jukebox.  For  real  kitsch — and  some- 
thing you  can't  get  at  home — check 
out  the  Greenville  Avenue  Country 
Club,  a  smallish  bar  with  a  swimming 
pool  on  the  back  terrace;  patrons  are 
encouraged  to  bring  suits  and  swim 
between  rounds. 

Finally,  if  people-watching  and  spe- 
cious conversation  with  strangers  fill 
the  bill,  two  very  different  places  pro- 
vide it:  elan,  a  glittery  quasi-private 
club  on  Greenville  that  everyone 
seems  to  belong  to,  and  The  Quiet 
Man,  3120  Knox,  where  Dallas'  last 
beatniks  and  hippies  hang  out. 

Dallas  also  is  home  to  a  sympho- 
ny orchestra,  opera  company  and 
several  dance  ensembles,  including  a 
ballet  troupe.  D  magazine  will  pro- 
vide details. — Anne  Bagamery 


800-331-1750,  (In 
Oklahoma  800-722-3600), 
and  we'll  tell  you  the  name 
and  number  of  your 
nearest  dealer. 

Canada's  Gold 
Maple  Leaf. 

%Mtt  Royal  Canadian  Monnaie  royale 
0W%  Mint  canadienne 
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The  Streetwalker 


With  $25  million  invested  in  the  savings 
and  loan  industry,  Doug  Kass  has  lots  of 
theories  about  regulatory  reform.  But  he 
really  just  wants  his  stocks  to  go  up. 


Thrift  shopping 


By  Pamela  Sherrid 


Guckenhaus  &  Co.  is  a  small 
investment  firm  that  has 
loaded  up  on  stocks  in  the 
most  troubled  industry  around.  The 
New  York-based  firm  owns  nearly 
10%  of  Home  Federal  of  Palm  Beach 
and  about  5%  each  of  Imperial  Corp. 
of  America  in  San  Diego,  Texas  Feder- 
al in  Dallas  and  First  Charter  Finan- 
cial in  Beverly  Hills.  Glickenhaus 
partner  Douglas  Kass  made  a  killing 
in  the  mid-Seventies  run-up  of  S&L 
shares  at  another  firm,  and  now  he 
is  trying  again  while  the  flood  of 
losses  has  washed  the  industry  com- 
pletely off  most  other  money  manag- 
ers' buy  lists. 

Curly-haired  Kass,  32,  learned  to 
think  for  himself  studying  logic  as  an 
undergraduate  philosophy  major,  and 
he  has  been  making  investment  deci- 
sions at  Glickenhaus  since  1978.  He 
thinks  that  "meaningful  structural 
changes"  like  the  new  adjustable-rate 
mortgage  and  the  All  Savers  certifi- 


cate will  let  the  S&Ls  improve  their 
assets-liabilities  match.  On  the  cycli- 
cal front,  he's  betting  that  short-term 
rates  will  stay  down  and  that  unprece- 
dented damage  to  the  long-term  mar- 
ket will  give  the  S&Ls  the  best  of  both 
worlds:  high  long-term  rates  together 
with  low  short-term  rates. 

Beyond  that,  Kass  sees  the  S&Ls 
with  their  expensive  office  networks 
and  low-cost  deposits  as  prime  take- 
over targets.  There  are  regulatory 
bans  on  those  acquisitions  now,  of 
course,  but  Kass  brandishes  recent 
issues  of  American  Banker  with  head- 
lines that  show  these  barriers  crum- 
bling. For  example,  at  least  two  major 
New  York  City  banks  expressed  in- 
terest in  purchasing  Washington  Sav- 
ings &  Loan,  the  Miami  Beach  insti- 
tution that  was  acquired  by  National 
Steel  in  September. 

Three  of  his  four  picks,  Kass  adds, 
have  special  acquisition  allure.  First 
Charter,  which  enjoys  huge  unre- 
alized real  estate  gains,  is  36%  owned 
by  the  Taper  family.  "Mark  Taper  is 


getting  on  and  may  want  to  cash  in 
his  chips,"  Kass  reasons.  Saul  Stein- 
berg, meanwhile,  owns  25%  of  Impe- 
rial Co.,  a  multistate  S&L  that  Kass 
believes  would  be  worth  more  dissect- 
ed than  whole.  And  oilman  Ed  Carey, 
brother  of  New  York's  governor,  to- 
gether with  Steven  Wilson,  former 
chief  financial  officer  of  the  Charter 
Co.,  own  about  10%  of  Home  Federal. 

Kass  doesn't  know  of  any  big-time 
investors  who  have  been  attracted  to 
Texas  Federal,  but  it  just  converted  at 
a  big  discount  from  a  mutual  savings 
bank  to  a  stock  company.  It  went 
public  at  $10.75  while  its  book  value 
is  around  $30. 

Nothing  makes  a  contrarian  hap- 
pier, of  course,  than  to  see  others 
agree  with  him — after  he  takes  his 
position.  Kass  admits  that  he  jumped 
the  gun  by  starting  to  buy  in  a  big  way 
in  the  second  quarter,  before  the  S&L 
stocks  hit  their  nadir  in  October.  But 
a  recent  rally  has  left  Glickenhaus' 
position  close  to  cost. 

In  mid-November,  influential  S&L 
analyst  Jonathan  Gray  of  Sanford  C. 
Bernstein  did  a  180-degree  turn  and 
issued  buy  recommendations  on  se- 
lected stocks.  He  likes  Kass'  pick  of 
Imperial  Corp.  and  adds  Ahmanson 
and  Great  Western.  Shearson's  Allan 
Bortel  also  revved  up  an  earlier  weak 
buy  recommendation.  The  upside  po- 
tential is  enormous.  "These  stocks 
could  move  40%  to  50%  in  a  few 
months,"  says  Bortel. 

Unlike  Kass,  Gray  and  Bortel  are 
not  optimistic  about  structural 
changes  in  the  thrift  industry.  They 
see  S&Ls  as  a  purely  cyclical  play  on 
falling  interest  rates.  "These  stocks 
have  lagged  the  downturn  in  rates  so 
far  only  because  they've  lost  their  re- 
spectability," says  Bortel. 

Kass  is  philosophical  about  that  dis- 
agreement. He  doesn't  care  at  all  if  the 
market  agrees  with  the  fine  points  of 
his  analysis.  He  just  wants  to  see  his 
stocks  go  up.  ■ 


Bargains  in  the  basement,  too? 


Financial  statistics  for  the  savings  and  loan  industry 
may  look  grim,  but  some  analysts  see  opportunity. 
Jonathan  Gray  of  Sanford  C.  Bernstein  likes  Ahman- 


son, Great  Western  and  Imperial  Corp.  Douglas 
Kass  at  Glickenhaus  &  Co.  has  bet  on  Imperial 
Corp.  and  the  other  three  stocks. 


Company 


 Earnings  per  share  

Book 

52-week 

latest 

value 

Recent 

price 

12 

per 

price 

range 

1978 

1979 

1980 

months 

share 

16V& 

21  -MVi 

$5.13 

$5.11 

$2.07 

$d0.05 

$35.06 

13 

l9Vi-l'l% 

3.55 

3.05 

1.32 

d0.66 

25.99 

15'/2 

20  -12 

4.01 

4.15 

1.74 

0.37 

27.88 

17 

21%-13% 

3.31 

2.69 

1.84 

0.21 

35.87 

19V4 

30V4-15% 

4.96 

5.24 

2.86 

d0.12 

28.61 

12% 

14'/4-103/4 

2.84 

2.33 

0.68 

dl.70 

31.75 

HF  Ahmanson  &  Co 

First  Charter  Financial 

Great  Westt  rn  Financial 

Home  Federal  S&L  Assn  Palm  Beach 

Imperial  Corp  of  America 

Texas  Federal  Savings  &  Loan 

:    1  deiicft. 
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For  centuries,  flight  has  been 
part  of  our  everyday  life.  The 
practical  expressed  with  grace- 
fulness and  beauty.  Found 
again  and  again  in  the  legend- 
ary Ramakien  episodes  where 
travel  between  heaven  and 
earth  was  a  daily  necessity.  And 
uniquely  Thai. 


X 


richness  of  Thai  tradition 
permeated  each  plane.  The 
sical  is  obvious:  murals  of 
lentic  Temple  art;  a 
;ting  of  fresh  orchids;  the 
ing,  graciousness  of  the 
i  "hello"  (that  exotic  "wai" 
ure).  The  essence  of  the 
^rience  becomes  Royal 
hdd  Service.  However,  Thai 
ginativeness  stretches  even 
evising  a  route  that  cuts 
e  than  a  thousand  miles 
i  travel  to  the  Orient. 


the  "Great  Circle  Express," 
ting  in  Dallas/Fort  Worth 
flying  a  straight  line  to 
btle,  Tokyo,  Bangkok, 
ke  everything  else,  is  extra  ■ 
nary  and  Thai. 


3  Thai 

light  of  Graciousness 


Gould  focuses 
its  electronics  growth 
in  six  rapidly  expanding 
market  segments. 


Electronics  growth 
continues  to  accelerate. 

Over  the  last  five  years,  sales 
of  Gould's  electronic  products 
have  grown  from  $230  million 
to  almost  $700  million.  That's  a 
compound  annual  growth  rate 
of  32  percent.  Pretax  earnings 
have  tripled,  and  the  recent 
divestiture  of  our  industrial 
group  means  that  almost  70 
percent  of  pretax  earnings 
now  come  from  electronics. 

This  growth  will  be  further 
stimulated  through  expanded 
?arch  and  development 
its  and  by  small  selective 


effo 


acquisitions  to  increase  our 
product  offerings  within  the 
targeted  market  segments. 

With  this  new  corporate 
strategy,  we  are  building  on 
our  proven  technological 
capabilities  to  give  us  the 
strongest  competitive  advan- 
tage. This  positions  Gould 
for  market  growth  to  provide 
above  averagfe  returns  for  our 
shareholders. 

To  learn  more  about  our 
strategy,  write:  Gould  Inc., 
Department  J-4, 10  Gould 
Center,  Rolling  Meadows, 
Illinois  60008. 


32-bit  super  minicomputer: 

Newer,  more  advanced  applications  offer 
many  growth  opportunities. 

Factory  automation: 

Minicomputers,  programmable  and 
factory  controllers,  servos,  transducers, 
and  other  controls  for  the  revitalization 
of  American  industry. 

Test  and  measurement: 

Precision  instruments  to  gather,  process, 
analyze  and  record  test  data  with  great 
speed  and  accuracy. 

Medical  instrumentation: 

For  patient  monitoring,  cardiovascular 
and  cardiopulmonary  applications. 

Defense  systems: 

Heavyweight  torpedoes  and  towed  array 
sonar  systems  for  undersea  defense. 

Electronic  components  and 
materials: 

Copper  foil  for  PC  boards,  switching 
power  supplies  and  AC  power  condition- 
ing equipment  for  computers. 


re 
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Electronics  46% 


Electrical  54% 


Electronics  69% 


Electrical  31% 


■>  GOULD 

Electronics  &  Electrical  Products 


The  Forbes/ Wilshire  5000  Review 


!000 


—  Market  value  of  Wilshire  5000: 

-  $1,305.4  billion  as  of  11/27/81 


500 


:  Wilshire  5000  equity  index 
;  The  total  price  of  all  stocks  for 
-  which  daily  quotations  are 
!  available,  weighted  by  market  value. 


000 


Dow  Jones  industial  average 

The  total  price  of  30  blue-chip  industrial 

stocks,  adjusted  to  reflect  splits. 


-■^^  Percent  change  in  last  two  weeks  - 


500 

1"  1 

'  >  '  |  I  I  1  |  1  M  1  M  1  |  1  1  1  |  1  M  |      |  | 

1      1      1      1     1      1      1     1  1 

|      1      1     1      1      1      1      1      1      1      1  I 

71 

72  73 

74     75      76      77      78  79 

1980 

'  1981 

Step  by  step,  inch  by  inch,  Wall  Street  is  pulling  away 
from  its  fall  lows.  The  Wilshire  index  shows  that,  in  the 
last  four  weeks,  the  total  market  value  of  equities  in- 
creased by  more  than  $50  billion.  Another  encouraging 
fact  is  that  recoveries  have  a  tendency  to  feed  on  their 
own  momentum.  In  addition,  equities  are  becoming  more 
and  more  attractive  with  each  successive  drop  in  the 
prime.  But  don't  discount  the  possibility  of  some  set- 
backs: The  economy  is  in  a  hard-nosed  recession.  A 
combination  of  year-end  profit-taking  and  tax-selling  will 
provide  some  strong  downward  pressure. 

During  the  last  four  weeks  ASE  stocks  were  the  stars.  The 
ASE  market  value  index  shot  up  5.8%,  while  the  NYSE  and 


NASDAQ  composites  advanced  only  2.9%  and  3.0%,  re- 
spectively. The  blue  chip  Dow  industrials,  up  3.9%,  did  a 
little  better  than  the  average  Big  Board  security.  This  pat- 
tern held  over  the  most  recent  two-week  period  with  one 
major  exception:  NASDAQ  stocks  ran  out  of  steam  and 
pulled  down  the  rest  of  the  averages.  NYSE  stocks  gained 
2.6%;  ASE  stocks,  3.9%.  But  NASDAQ  securities  were 
ahead  by  only  0.4% .  This  reduced  the  all-inclusive  Wilshire 
to  only  a  2.3%  gain. 

The  market  focus  statistics  continue  to  indicate  an  inves- 
tor preference  for  higher-grade  securities,  many  of  which 
still  look  like  bargains.  Should  the  rebound  turn  into  a  full- 
fledged  rally,  secondary  stocks  will  also  have  their  day. 


Close-up  On  The  Equity  Markets 


Performance  of  five  leading  indexes 

Percent  change 

Wilshire 

Dow  Jones 

NYSE 

ASE  Market 

NASDAQ 

5000 

industrials 

Composite 

Value  Index 

Composite 

in  last  4  weeks 

3.0 

3.9 

2.9 

5,8 

3.0 

in  last  52  weeks 

-10.3 

-10.8 

-10.3 

-10.9 

-3.4 

Stock  performance  based  on  five  key  investor  yardsticks 


Percent  change 

Volatility  * 

P/E  multiple 

Dividend  yield 

Growth  profile  t 

Share  price 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

2.0 

4.7 

0.4 

3.2 

5.3 

0.7 

1.3 

3.9 

3.7 

1.3 

in  last  52  weeks 

^1.0 

15.3 

-15.7 

3.7 

12.1 

0.5 

^3.0 

8.7 

^1.5 

7.7 

A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations;  low-volatility  issues  are  more  stable. 
A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  dau  for  periods  ending  1 1/27/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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WhereThe  Action  Is 


Who  pulled  the  electric  plug?  The  utility  sector  reversed 
its  traditional  pattern  of  shooting  up  when  interest  rates 
drop.  Perhaps  investors  were  just  digesting  their  recent 
gains.  Over  the  past  52  weeks  these  high-yield  stocks 
have  outperformed  all  other  industry  groups.  If  interest 
rates  continue  to  drop,  utilities  are  likely  to  stay  strong. 
In  contrast,  energy  stocks  have  had  the  biggest  setback 


over  the  past  year — thanks  to  recessionary  economies] 
awash  in  oil.  But  for  the  last  two  weeks  the  marathon  over] 
Marathon  helped  energy  issues  lead  the  pack  with  a  5.6% 
gain.  Consumer  durables  and  capital  goods  also  put  in 
respectable  showings,  both  up  over  2'/2%.  The  impact  of- 
cheaper  money  and  investment  incentives  is  rekindling  1 
market  interest  in  these  groups. 


Percent  change  in  last  52  weeks  Pe,cenl  cnan8e  *n ,w0  wee'ts 


Capita!  goods 


+50 


+25 


-25 


1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 

■an  ' 


•80 


-81 


Energy 


+50 


+25 


I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  II  I  I  I  I  I  I  I  I 


•80 


-81 


Technology 


+50 


+25 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 
•80    1  -81 


Consumer  durables 


+  50 


+25 


-25 


|+2.8 

I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 


•80 


'81 


Finance 


+50 


+25 


-25 


+  1.0 


I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 


'80 


•81 


Transportation 


+  50 


+25 


l  l  l  I  I  l  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 
•80   1  '81 


Consumer  nondurable*  and  services 


+50 


+25 


-25 


M  I  I   I  I  I  I  I  I  I  I  I  I   I  I  |  I  I  I   I  I  I  I  I  I  1 

'80  ' 


•81 


Raw  materials 


+50 


+25 


-25 


+  1.9 


'  '  I  I  I  I  I  i  i  i  i  i  I  I  I  I  I  I  I  I  I  1 


'80 


-81 


Utilities 


+50 


-25 


0.0 


I  I  I  I  I  I  1  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I 
"80    '  -81 


Note:  All  data  for  periods  ending  1 1/27/81.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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The  face  that  launched  a  thousand  car  pools 


^hen  most  experts  said  the  Shah 
Id  never  be  overthrown,  one  man 
Dniy  warned  of  his  possible  down- 
but  of  its  effects  on  the  oil  industry, 
die  East  expert  Dr.  Alvin  Cottrell. 
ottrell  has  been  a  consultant  to  four 
3ns.  But  only  one  Wall  Street  firm. 
ie  Webber.  Where  his  information  is 
yzed  and  distilled  by  the  research 
irtment  for  the  Paine  Webber  broker. 


Alvin  Cottrell  is  one  of  an  imposing 
group  of  outside  experts  who  consult 
with  Paine  Webber  on  an  ongoing  basis, 
experts  in  areas  as  diverse  as  military 
affairs  to  medicine,  cable  television  to 
climatology. 

This  consultants  program  has  grown 
out  of  our  belief  that  when  investing, 
getting  the  right  information  — and  get- 
ting it  first — can  be  the  difference 


between  success  and  failure. 

An  example  of  how  this  works  may 
be  found  in  the  report  "10  New  Growth 
Industries  for  1982!'  Call  800-828-6109 
(in  New  York  800-462-6465)  and  we 
will  be  pleased  to  send  it  to  you.  It  will 
enable  you  to  make  more  informed 
investment  decisions. 

And  that's  another  reason  you'll  say. . 
"Thank  you,  Paine  Webber'' 


PaineVfebber 

Working  to  get  the 
right  information  first. 


Statistical  Spotlight 


If  all  you  know  is  what  you  see  in  the  papers,  check  out  these  74 
stocks  just  recently  added  to  the  daily  price  listings. 


Extra,  extra,  read 
all  about  'em 


By  Steve  Kichen 
and  Paul  Bernstein 


NEVER  BUY  A  STOCK  VOU  Can't 
see.  That's  what  the  old-timers 
used  to  say  about  investing  in 
obscure,  unpublicized  over-the- 
counter  companies.  Careful  investors 
monitor  their  portfolios  every  day, 
something  that  gets  difficult  if  price 
information  isn't  readily  available. 
What's  more,  the  publicity  that  goes 
with  a  newspaper  listing  stimulates 
trading  volume,  and  broader  volume 
minimizes  erratic  price  fluctuations. 
If  some  of  the  names  in  the  table 


below  sound  new  to  you,  they 
should.  Until  last  month,  these 
stocks  weren't  included  in  the  daily 
price  listings  compiled  by  the  Na- 
tional Association  of  Securities  Deal- 
ers— which  left  them  on  the  dark 
side  of  the  moon  as  far  as  investors 
were  concerned. 

What's  behind  the  revised  listings 
is  an  emphasis  on  market  value  rather 
than  sheer  trading  volume.  Each  of 
the  companies  in  this  table  meets  the 
new  NASD  criteria,  and  they  aren't  all 
obscure  new  ventures.  Several  are 
American  Depositary  Receipts  of 
well-known    overseas  corporations. 


Many  ADRs  are  priced  low  because  of 
their  comparability  with  trading  on 
home  country  exchanges,  where  per- 
share  values  are  often  much  lower 
than  in  the  U.S. 

Beyond  the  ADRs  and  several  fi- 
nancial institutions,  the  newcomers 
also  include  some  undeniably  risky 
situations.  TVI  Energy,  for  example, 
brought  public  in  June,  has  revenues  of 
only  $329,000  for  the  last  nine  months 
and  has  yet  to  show  a  penny  profit. 

Now  that  these  stocks  are  receiving 
regular  public  attention,  they  should 
appeal  to  many  more  investors.  Some 
indeed  could  offer  big  rewards. 


Newcomers  to  the  NASD  listings 


Shares 
out- 


-Latest  12-month — 


52-week 


Company 

Revenues 

standing 

P/E 

price 

Recent 

principal  business 

 (thousands)  

EPS 

ratio 

Dividend 

Yield 

range 

price 

Advance  Circuits 

$17,058 

2,282 

$0.18 

18.1 

4   -  2'A 

3'/4 

electronics 

Air  Cargo  Equipment 

3,660 

964 

0.17 

19.9 

7 'A-  3 

3% 

air  cargo 

Alaska  Pacific  Bancorp 

26,578 

959 

d0.35 

NM 

17'/2-13'/2 

17'/4 

bank  holding 

American  Bancorp  (Ohio) 

9,350 

321 

2.12 

3.8 

$0.25 

3.1% 

13Vs-  7Vi 

8 

bank  holding 

American  Commonwealth  Financial 

68,901 

2,474 

1.70 

2.1 

4    -  2% 

3'/2 

insurance 

Associated  Communications 

6,721 

2,384 

d0.35 

NM 

13%-  8'A 

12'/4 

broadcasting 

Bank  of  Louisville  &  Trust  Co 

40,810 

1,000 

11.74 

3.7 

2.40 

5.6 

43  -35 

43 

bank 

AG  Bayer  ADR 

12,784,150 

42,600 

8.31 

6.3 

2.14 

4.1 

59  -49 

52JA 

chemicals 

Bedford  Computer 

3,286 

1,403 

0.33 

25.4 

UVfc-  7 

8}/8 

computer  equip 

BigB 

65,349 

3,207 

0.79 

10.1 

17'A-  7'A 

8 

drug  stores 

AT  Bliss  &  Co 

9,293 

3,803 

0.98 

5.9 

8%-  4% 

53/4 

solar  hot  water  heaters 

Blue  Ridge  Real  Estate 

4,904 

2,199 

0.34 

28.3 

IOV2-  6% 

9% 

resorts,  real  estate 

'Six  months.    2Perpetual  American  S&L  has  signed  letter  of  intent  to  acquire  company 

lender  offer  by  company  to  go  private  at  $20  15  a  share 

JFullv 

diluted.    5Nine  months.    NM.  not  meaningful 

nil:  negligible,    d:  deficit 

Sources:  Rapidata.  Forbes 
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'otitic 

Economic 
Cinema. 
Fashion. 
Humor. 
Essay. 
Fiction. 
Sport. 
95% 
Single 
Copy 
Sales 
Month 
After 
Month. 
Means 
Reader 
Vitality. 
PENTHOUSE 
Provocative 
And 
Proud 
Of  It. 


Newcomers  to  the  NASD  listings 

Shares 

out-  - 

-Latest  12-month — 

52-week 

Company 

Revenues 

standing 

P/E 

Recent 

principal  business 

 (thousands)  

EPS 

ratio 

Dividend 

Yield 

range 

price 

 ;  

Branch  Corp 

$  74,592 

2,731 

$2.53 

5.8 

$1.08 

7.3% 

143/4-12 

14J/4 

bank  holding 

Brenner  Cos 

24,597 

1,704 

0.70 

5.4 

43/4—  3'/2 

33/4 

metal  processing  &  fabricating 

Columbia  General 

136,253 

946 

0.86 

12.8 

0.40 

3.6 

14'/2-10'/2 

11 

industrial  equipment 

Combustion  Equipment  Associates 

33,284 

10,531 

d2.30 

NM 





3'/4-  % 

% 

environmental  controls 

Commercial  Decal 

8,800 

1,229 

0.42 

10.1 

— 

— 

4'/4-  2% 

41/4 

ceramic  decals 

Compania  Boliviana  de  Energia  Elec  ADR  14,687 

2,949 

1.14 

2.5 

1  8  1 

1  o .  1 

A  lA      1  % 

*+  /2  —  1/8 

/8 

electric  utility 

Data  Architects 

8,600 

1,966 

0.45 

28.9 





153/4-  7>/2 

13 

rnmnntpr  Qprvirp<; 

I^ILMIIMIII   1T1111C9  D 

5,084 

dO.271 

NM 

0.04 

2.6  . 

9'/8-  IVl 

lS/8 

gold  mines 

Dresdner  Bank  AG  ADR 

4,970,438 

17,560 

5.88 

9.5 

1.89 

3.4 

92  -53 

557s 

bank 

EMF 

6,826 

2,483 

0.38 

7.9 

43/s-  2'/2 

3 

office  equipment 

Econo-Therm  Energy  Systems 

28,723 

3,423 

0.21 

50.0 





153/4-  63/4 

lOVi 

ilCd  L   1 1  J  1 1 M  L  I   CU  HI UI UC 11 1 

I  M  Frirccnn  TVl  ARD 
L  >1  UllLSSOU    1  tl  rVUIV 

1  770 

21,789 

4.65 

8.3 

1.42 

3.7 

38'/2-283/4 

38  ¥2 

H_lCHJllllllUlllL.tiLlUHc>  L      Li  1  i  1 1  1  1  L  1  1  L 

Financial  Inc 

1,960 

478 

1.35 

7.6 

1.20 

1 1.7 

17-8 

10  V* 

bank  holding 

First  Bancshares  of  Louisiana 

114,355 

2,256 

4.40 

6.1 

0.80 

3.0 

27  -23 

26% 

bank  holding 

First  Financial  of  Virginia2 

36,796 

474 

d4.28 

NM 





15-8 

lOVi 

savings  &  loans 

Pifct  Wifinn  1 1  I    ,  ,i>n  i  l  nniciinil 
rlisl  IMdllUIldl  V^Uip  ^IjUUlSlalla/ 

io,oyo 

1,197 

d0.98 

NM 

— 

— 

7   -  5'/2 

53/4 

bank  holding 

For  Better  Living 

32,900 

873 

1.42 

2.8 

0.10 

2.5 

63/4-  3% 

4 

concrete  structures,  photo  products 

Gateway  Industries3 

52,604 

1,016 

4.29 

4.5 

0.60 

3.1 

19V4-12 

19'/s 

auto  parts 

Grandma  Lee's 

10,648 

5,856 

0.81 

13.1 





lls/g-  63/g 

10  y8 

Idol  ILHJUa 

Great  Outdoor  American  Adventure 

21,158 

1,876 

1.50 

3.4 





73/4-  4'/4 

S'/s 

ICVlCalJAJil 

Hauserman 

114,941 

1,602 

3.27 

5.4 

0.60 

3.4 

22    — 15'/2 

17% 

office  furniture 

HEI 

5,729 

951 

0.54 

10.0 

103/4-  5 

5% 

electronics 

Helionetics 

2,381 

3,930 

0.08 

64.1 





53/4-  37/8 

5V8 

electrical  equipment 

Howard  Bank  of  Burlington  Vermont 

33,985 

847 

2.30 

4.9 

0.91 

8.1 

12   -  93/4 

nv* 

bank 

ICO 

36,058 

5,600 

0.55 

21.3 



*   

14'/4-  9 

1  l3/4 

oilfield  equipment 

IDB  Bankholding  ADR 

1,056,495  112,992 

0.404 

7.5 

3    -  2V* 

3 

bank,  finance 

Independent  Bankshares  Inc 

59,747 

2,381 

1.95 

7.1 

0.70 

5.1 

l7Vt-ll% 

13% 

bank  holding 

Intl  Institute  for  Medical  Science 

nil 

1,540 

d0.39 

NM 





9Va-  3 

3'/4 

health  care  equipment  &  services 

Kane  Furniture 

30,344 

1,142 

1.61 

4.0 

0.64 

9.8 

9'/2-  53/4 

6V2 

furniture  retailer 

Kloss  Video 

11,885 

1,684 

0.80 

10.9 

13>/2-  6'/2 

83/4 

video  equipment 

Lilly  Industrial  Coatings  A 

106,566 

1,386 

3.80 

5.8 

1.04 

4.7 

23  -16 

22 

industrial  coatings 

■Six  months     2PerpetuaI  American  S&L  has  signed  letter  of  intent  to  acquire  company. 

Tender  offer  by  company  to  go  private  at  $20.15  a  share. 

"Fullv 

diluted.    sNine  months.    NM:  not  meaningful 

nil:  negligible,    d:  deficit. 

Sources:  Rapidata,  Forbes 
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Newcomers  to  the  NASD  listings 


Shares 

out- 

—Latest  12- 

month — 

52-week 

L.  (Jul  | 1    1 1  • 

Revenues 

standing 

P/E 

Dividend 

Yield 

Recent 

pnncipal  business 

 (thousands)  

EPS 

ratio 

range 

price 

LSM 

$  3,596 

1,497 

S0.31 

9.7 

SO.  10 

3.3% 

3Vi-  l5/« 

3 

insurance 

W  'jnnfartiirtnt) 

85,419 

1,417 

4.48 

7.0 

1.80 

5.7 

341/4-29'/> 

31 1/2 

industrial  equipment 

McRae  Industries 

13,930 

1,205 

1.58 

5.4 

0.27 

3  2 

9    -  8V2 

8%  - 

footwear 

National  Foundation  Life  Insurance 

23,845 

1,000 

1.30 

3.1 





4'A-  2'/2 

4 

insurance 

NLI 

3.1245 

34,644 

0.69s 

4.0s 

— 

— 

2% 

real  estate 

.\onnern  i\diiunai  liil  insurance 

8,229 

1,098 

O  .LI 

O.D 

ft  !&     %  % 

O  /4 —    O  /* 

insurance 

Ocilla  Industries 

18,514 

1,670 

0.«6 

7.6 





8%-  5'/4 

6%  1 

manufactured  homes 

Old  Dominion  REIT 

3,743 

746 

1.46 

6.3 

0.72 

7.8 

9%-  7% 

9V*  J 

REIT 

Olson  Farms 

122,049 

1,074 

0.43 

15.7 

— 

— 

63/*-  4 

6'/4 

food  processing 

yj  v  crui  y  ci 

42,576 

1,160 

dO. 57 

NM 

7    —  4'A 

4'/4 

industrial  machinery 

Patlex 

501 

3,342 

d0.31 

NM 





15—5 

7  V* 

laser  technology 

Patrick  Industries 

56,990 

1,242 

dO.  12 

NM 





4    -  1V8 

IV* 

building  materials 

Permeator 

h  5  5 } 

3,671 

0.10 

36.3 

— 

— 

10'/4-  1% 

Y-* 

oil  and  gas  production 

t ml  piim  H^l i  f*f*r* t*»rc 

I  C  HUM.  UUl   i  K  IltUjJlt  I  "* 

160,245 

4,199 

1.54 

6.3 

0.14 

1.4 

1 1  !ri—  9 

9V* 

oilfield  services 

Poe  and  Associates 

17,357 

1,716 

1.15 

9.1 

0.80 

7.6 

12'/2-10 

lOVi 

insurance 

Rolfite 

8,895 

1,510 

0.69 

10.1 





123/4-  6'/2 

7 

specialty  chemicals 

SAL  Cable  Communications 

20,039 

1,250 

0.93 

8.5 





16'/2-  6V* 

77* 

CATV  equipment 

SRT 

58,311 

1,045 

ft  7 
o.z 

1 .-+*+ 

C  1 

J.  1 

_  7  74 — z.o 

bank  holding 

Second  National 

57,524 

1,182 

2.55 

4.9 

1.00 

8.0 

i3y2-im 

12'/2 

bank  holding 

Security  American  Financial  Enterprises 

12,957 

940 

0.99 

4.5 

0.05 

1.1 

6%-  3l/2 

4VS 

insurance 

Skippers 

33,107 

1,449 

1.00 

6.4 

0.04 

0.6 

133/4-  6V* 

6% 

restaurants 

Eolith  it" T  p demo 

44,921 

1,866 

1  -OO 

4.2 

7  V*—  IV* 

41/2 

auto  leasing 

Technalysis 

5,800 

702 

0.70 

10.4 

0.23 

3.2 

10   -  6V* 

7 'A 

computer  services 

Trans-Industries 

13,483 

1,327 

0.73 

4.1 

0.12 

4.0 

4'/2-  2 

3 

mass  transit  equipment 

TVI  Energy 

3295 

5,192 

d0.22s 

NM 

— 

— 

4V»-  2 

IV* 

heaters 

L  IllltU   iNJllluUI  DdllK 

21,528 

681 

2  83 

r  pi 

l  ifi 

1  .JU 

7  O 

10  is 

1 0 

bank 

United  Western 

4,917 

4,046 

0.50 

8.8 

0.12 

2.7 

4%-  3% 

4% 

real  estate  management 

Unitel  Video 

5,612 

1,137 

0.73 

10.6 

_ 



8Vi-  5 

7V* 

video  equipment 

TJtica  Ranksharpc. 

58,967 

856 

5.56 

3.4 

1.25 

6.6 

2OV2— 19 

19 

bank  holding 

Valley  National  Arizona 

739,698 

16,862 

3.61 

7.0 

1.16 

4.6 

307/8-20% 

25% 

bank  holding 

BB  Walker 

63,410 

1,198 

d0.48 

NM 

4Vi-  3% 

3% 

footwear 

'Six  months,  ^trperual  American  S&L  has  signed  letter  of  intent  to  acquire  company, 
diluted    'Nine  months.    NM:  not  meaningful,    nil:  negligible,    d  deficit. 


Tender  offer  by  company  to  go  private  at  $20.15  a  share.  4Fully 

Sources-  Rapukua.  Forbes 
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We  , 

ntroduce 
l  new  way 

omake 
noney 


It's  called  saving  energy. 

The  fact  that  the  energy  dollars  a  company 
res  drop  right  to  the  bottom  line  isn't  news. 

The  news  is  in  innovations  one  of  the 
rhbach  companies  has  devised,  to  help  big 
;rs  beat  escalating  energy  costs. 

Our  innovator  is  called  Natkin  Energy 
nagement  (referred  to  hereafter  as  NEM). 


5  evidence  of  Fischbach  stability:  consistent  growth 
of  earnings-per-share  over  the  last  decade. 

What  they've  developed  over  the  past  10  years 
i  unique  methods,  based  on  computer  modeling 
i  analysis,  that  can  identify  energy  'fixes',  help 
:nage  energy  use,  and  help  monitor  results. 

They're  selling  knowledge  and  experience  that  let 
buyer  understand  what  can  be  done,  what  it  will 
it,  and  what  the  pay-out  will  be. 

Users  pay  NEM  a  fee,  and  make  the  'fixes'  they  can 


reflected  in  our  past  performance:  compound  annual 
revenue  growth  of  14%  over  the  past  10  years;  net  income 
growth,  compounded,  of  11%  annually. 

As  for  our  new  mascot  (above)  she's  simply  part 


:t-j  ustify. 

Knowledge  and  experience 
i  really  what  Fischbach  has 
sell  in  every  phase  of  its 
siness,  from  electrical  and 
chanical  contracting  to  the 

[intenance  and  instrumentation  of  nuclear  facilities. 

We're  an  international  company  that's  been 
iund  for  63  years.  A  company  that  big  companies 
ne  to  with  tough  jobs.  A  company  they  turn  to  when 
f  problems  surface. 

All  this  is  reflected  in  the  record  $1.2  billion  jn  new 
siness  awarded  to  us  during  fiscal  1981.  It's  also 


Fischbach 


of  our  strategy  to  get  the  attention  of  the  investment 

community  and  help  you 
remember  our  name  when 
you're  making  investment 
decisions.  She's  big,  smart, 
Fischbach  is  more  than  Fischbach  and  Moore,  and  strong.  Which  is  why  we 

picked  her  for  a  mascot  in  the  first  place. 

For  more  information  about  saving  energy  and 
our  company's  performance,  write  to 
Mr.  Duane  O'Connor,  Vice  President,  at 
our  Executive  Offices,  485  Lexington  Ave. , 
New  York,  N.Y  10017.  Or  call  him 
at  212-986-4100. 


FISCHBACH  COMPANIES:  FISCHBACH  AND  MOORE,  INCORPORATED'NATKIN  &  COMPANY  FISCHBACH  AND  MOORE  INTERNATIONAL  CORP  POWER  SYSTEMS.  INC 
FISCHBACH  AND  MOORE  OF  CANADA,  LTD.  /MERCURY  COMPANY  OF  NORWOOD,  INC.  W.  HEATH  &  CO. 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  Securities. 

The  offer  is  made  only  by  the  Prospectus. 

$1,060,000,000 
E.  I.  du  Pont  de  Nemours  and  Company 

$6,600,000  6%  Debentures  Due  2001 

Price  46.852%  and  Accrued  Interest 

$400,000,000  14%  Notes  Due  1991 

Price  100%  and  Accrued  Interest 

Interest  paijable  June  1  and  December  1 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  from  only  such  of  the 
undersigned  as  may  legally  offer  these  Securities  in  compliance 
with  the  securities  laws  of  such  State. 


MORGAN  STANLEY  &  CO.  THE  FIRST  BOSTON  CORPORATION 

Incorporated 

GOLDMAN,  SACHS  &  CO.    MERRILLLYNCH  WHITE  WELD  CAPITAL  MARKETS  GROUP    SALOMON  BROTHERS  INC 

Merrill  Lynch,  Pierce,  Fenner  *  Smith  Incorporated 

BACHE  HALSEY  STUART  SHIELDS  BEAR,  STEARNS  &  CO.  BLYTH  EASTMAN  PAINE  WEBBER 

Incorporated  Incorporated 

DILLON,  READ  &  CO.  INC.  DONALDSON,  LUFKIN  &  JENRETTE  DREXEL  BURN  HAM  LAMBERT 

Securities  Corporation  Incorporated 

E.  F.  BUTTON  &  COMPANY  INC.  KIDDER,  PEA  BODY  &  CO.  LAZARD  F  RE  RES  &  CO. 

Incorporated 

LEHMAN  BROTHERS  KUHN  LOEB  L.  F.  ROTHSCHILD,  UNTERBERG,  TOWBIN 

Incorporated 

SHE  ARSON  I  AMERICAN  EXPRESS  INC.  SMITH  BARNEY,  HARRIS  UPHAM  &  CO. 

Incorporated 

WARBURG  PARIBAS  BECKER  WERTHEIM  &  CO.,  INC.  DEAN  WITTER  REYNOLDS  INC. 

Incorporated 

November  23, 1981 


Capital  Markets 


MONEY  &  INVESTMENTS 


Groups  of  debentures  now  backing  up 
on  underwriters'  shelves  are  a  good 
buy — at  the  right  price. 

LOST  IN 
THE  SHUFFLE 


By  Ben  Weberman 


It's  a  truism  that  the  best  time  to 
make  money  in  the  markets  is 
when  prices  are  moving  rapidly  in 
one  direction  or  the  other.  Why? 
Because  in  such  hectic  periods  a  few 
issues  are  bound  to  get  out  of  line. 
Find  those  that  have  been  over- 
looked or  are  undervalued,  and  you 
will  have  some  sure  winners.  They 
ultimately  must  return  to  the  more 
usual  relationships. 

Sometimes  it  isn't  necessary  even 
to  locate  specific  issues;  often  entire 
groups  are  resisted.  That  is  happen- 
ing now  in  the  bond  market.  Finan- 
cial institutions,  for  example,  are 
backing  up  on  underwriters'  shelves 
(and  their  yields  rising)  while  other 
issues  are  moving  out  fast.  The  re- 
sult is  that  some  financial  organiza- 
tions' offerings  now  will  provide  ex- 
tremely attractive  yields. 

Why  are  these  issues  undervalued? 
Because  many  investors  are  worried 
about  another  upturn  in  interest 
rates.  The  liquidity  problems  of  sav- 
ings and  loan  associations  are  well 
documented.  Others,  such  as  finance 
companies,  leasing  companies,  even 
banks,  may  not  be  on  the  verge  of 
insolvency  but  their  earnings  are 
squeezed  by  the  high  cost  of  money. 

Thus,  even  as  the  bull  market  in 
bonds  started  in  mid-November, 
several  offerings  by  financial  insti- 
tutions met  buyer  resistance.  De- 


Ben  Weberman  is  economic*  editor  of 
Forbes  magazine. 


spite  the  strong  demand  for  most 
offerings,  debt  issues  of  Credithrift 
Financial  Corp.  and  C.I.T.  Financial 
Corp.  languished.  Given  time,  their 
prices  will  fall  to  a  discount  and  the 
yields  will  improve.  Both  are  sound 
companies  worthy  of  investment — 
at  the  right  price. 

Credithrift,  a  consumei  finance 
company,  came  to  market  in  late 
November  with  twin  offerings — one 
a  zero  coupon  note  priced  at  28.75 
to  yield  14.34%  to  maturity  in  1990 
and  the  other  a  1 5  V2  %  coupon  note 
priced  at  100  to  yield  15.5%  to  ma- 
turity in  1991.  Credithrift  is  rated  A 
by  Standard  61  Poor's  and  by 
Moody's.  S&P's  is  considering  up- 
grading the  company's  credit  qual- 
ity because  it  is  merging  with  AA- 
rated  American  General  Corp. 

The  current  coupon  note  is  a  bet- 
ter risk  than  the  zero  coupon  securi- 
ty for  reasons  that  may  not  be  im- 
mediately obvious.  Zero  coupon  se- 
curities, after  all,  have  a  certain 
appeal,  especially  in  an  extended  pe- 
riod of  declining  interest  rates.  For 
example,  when  you  buy  a  Credi- 
thrift zero  coupon  note  at  28.75, 
with  a  specified  maturity  at  100  in 
1990,  you  know  you  will  earn  inter- 
est at  the  equivalent  of  14.34% 
compounded  semiannually.  The 
company  is  unlikely  to  call  the 
notes  for  redemption  prior  to  matu- 
rity (because  it  would  have  to  pay 
100  for  bonds  that  sold  for  28.75), 
and  there  is  no  sinking  fund  requir- 
ing that  a  specified  amount  of  bonds 
be  repurchased  at  100  before  matu- 
rity; the  rate  of  return,  in  other 
words,  is  assured  to  maturity. 

Here's  the  drawback,  though:  No 
interest  is  paid — not  a  cent — until 
the  debt  issue  is  redeemed.  Buy  the 
notes  on  issuance  in  1981  at  28.75 
($287.50  for  a  $1,000  face  amount 
security)  and  receive  100  on  maturi- 
ty in  1990.  That  appreciation,  or 


accrual,  compounds  semiannually  at 
a  14.34%  rate.  In  short,  there  is 
nothing  wrong  with  the  concept; 
what  is  troublesome  is  that  an  in- 
vestment in  a  company  that  be- 
comes illiquid  before  the  security  is 
paid  off  turns  into  a  complete  loss  of 
principal  as  well  as  interest. 

For  that  reason,  I  prefer  current- 
coupon  issues.  For  Credithrift  this 
would  be  the  \5V2%  notes  due  Dec. 
1,  1991  that  were  sold  at  100  and 
will  be  paid  off  at  100. 

At  this  point  in  the  interest  rate 
cycle,  the  15'/2%  return  may  over- 
state actual  yield.  This  is  because 
yield  to  maturity  assumes  that,  as 
each  semiannual  interest  payment 
is  received,  the  money  will  be  rein- 
vested at  the  coupon  rate  of  15'/2%. 
But  if  rates  continue  to  decline  over 
the  next  ten  years,  the  real  com- 
pound rate  of  return  will  be  lower 
than  15'/2%. 

The  debentures  of  the  Bell  Tele- 
phone System  subsidiaries  are  gen- 
erously priced  for  anyone  who 
would  be  content  with  a  high  rate  of 
return  for  five  to  ten  years  and  is 
willing  to  ignore  the  stated  maturi- 
ty, which  is  usually  40  years  or  so. 
That's  because  many  of  the  recently 
issued  Bell  Sub  issues  will  be  called 
for  early  refunding  as  interest  rates 
fall  far  below  the  coupon  levels. 

The  Southern  Bell  Telephone 
Aaa-rated  debentures  came  to  mar- 
ket in  early  November  with  a  16% 
coupon  priced  at  96.25  to  yield 
16.62%  to  maturity  in  2021.  The 
rate  of  return  calculated  only  on  the 
basis  of  the  coupon  rate  and  cost — 
the  current  yield,  in  other  words — 
was  also  16.62%.  The  debentures 
are  callable  after  Nov.  1,  1986  at  a 
price  initially  of  110.50.  If  the  de- 
benture is  refunded  by  the  tele- 
phone company  in  1986,  for  exam- 
ple, the  return  over  the  five-year 
period  would  be  18.56%. 

For  those  who  want  high  coupon 
return  for  the  long  term,  I  prefer  the 
Treasury  issues  such  as  the  14s  of 
2011  that  now  sell  at  109%  to  yield 
12.74%.  If  you  don't  think  that 
yield  is  generous  enough  (long-term 
Treasury  issues  were  yielding  15% 
in  late  October),  remember  that  in 
the  short-term  market,  the  one-year 
tax-sheltered  All  Savers  certificates, 
which  in  early  October  carried  a 
12.61%  return,  yield  only  8.34%  for 
those  who  waited  for  December  to 
make  a  deposit.  ■ 
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Stock  Comment 


MONEY' &  IN  VESTMENTS 


Seasonal  factors  favor  a  stock  market 
rise,  but  whether  this  rise  will  be  sus- 
tained and  grow  into  a  new  bull  market 
is  the  unanswerable  question. 

YEAR-END  RALLY 


By  Heinz  H.  Biel 


The  stock  market  continues  its  pro- 
cess of  converting  bad  news  into 
good  news.  Any  indication  that  the 
recession  is  deepening  seems  to  be 
getting  a  bullish  interpretation, 
based  on  the  theory  as  well  as  on 
past  experience  that  stock  prices 
turn  up  when  business  news  is  at  its 
worst.  Remember  the  fall  of  1974? 

On  a  recent  day,  when  it  was  re- 
ported that  car  sales  had  fallen  to  a 
20-year  low  and  that  durable  goods 
orders  were  down  8%  to  the  lowest 
level  in  2 'A  years,  the  Dow  jumped 
nearly  20  points,  and  kept  on  rising 
steeply  to  new  recovery  highs.  The 
slowdown  in  the  rise  of  the  Con- 
sumer Price  Index  and  the  continu- 
ing easing  of  money  rates,  while 
certainly  most  welcome,  don't 
mean  that  we  have  licked  inflation, 
but  merely  confirm  that  the  econo- 
my is  indeed  in  a  state  of  recession. 

With  the  end  of  the  year  ap- 
proaching, seasonal  factors  favor  a 
stock  market  rise,  but  whether  this 
rise  will  be  sustained  and  grow  into 
a  new  bull  market  is  the  unanswer- 
able question.  As  I  have  said  before, 
stock  prices  at  present  are  relatively 
low  and  potential  gains  may  be  at 
least  twice  as  great  as  the  risk  of 
further  declines.  Take  IBM,  for  in- 
stance, which  recently  sold  in  the 
low  50s.  Of  course,  it  could  go  down 
another  five  points  or  so,  but  isn't 
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an  eventual  price  in  the  upper  60s  a 
rather  strong  probability?  Risks 
cannot  be  avoided  altogether,  but 
they  are  worth  taking  if  the  poten- 
tial is  in  your  favor. 

Right  now  scores  of  corporations 
are  scrambling  to  fund  their  short- 
term  bank  loans  and  commercial  pa- 
per by  selling  bonds  into  a  market 
that  suddenly  has  become  more  re- 
ceptive, especially  for  issues  matur- 
ing in  ten  years  or  less.  If  conditions 
continue  that  way,  the  market  will  be 
flooded  by  such  new  offerings.  It  will 
run  into  tens  of  billions  of  dollars. 
There  will  be  plenty  of  this  merchan- 
dise for  sale  and  bond  yields  are 
unlikely  to  decline  much  more. 

Current  interest  rates  are  high  by 
historical  standards,  but  if  a  profit- 
able company  has  to  pay  even  as 
much  as  14%  or  15%,  it  is  still 
getting  its  money  for  free,  after 
allowance  is  made  for  taxes  and  in- 
flation. Present  rates  are  not  nearly 
so  forbidding  or  injurious  to  the 
economy  as  so  many  politicians 
claim.  The  companies  and  people 
who  are  complaining  the  loudest  are 
those  who  imprudently  incurred  ex- 
cessive obligations. 

As  yields  on  the  money  market 
funds  decline  even  further — there  is 
always  a  time  lag  of  a  few  weeks — 
investors  will  be  tempted  to  seek 
the  more  generous  returns  available 
in  bonds.  I  strongly  urge  you  to  re- 
sist the  temptation  to  "nail  down" 
the  higher  long-term  bond  yields, 
unless  you  want  to  duplicate  the  sad 
experience  of  1981.  Stay  short  term, 
with  three  to  five  years  the  limit. 

Mortgage  rates  have  begun  to  ease 
slightly  from  their  October  peak  of 
over  18%,  but  a  return  to  conven- 
tional 30-year  home  mortgages  is 
improbable,  unless  someone  subsi- 
dizes such  financing,  whether  it  be 
the  builder  or  some  government 
agency.  Nevertheless,  this  is  not  the 


time  to  get  bearish  on  the  home- 
building  industry,  which  is  now  in 
its  worst  slump  in  over  15  years. 

The  need  for  housing  keeps  grow- 
ing, as  does  the  need  for  auto- 
mobiles, but  while  you  can  import 
cars,  you  can't  do  that  with  houses. 
I  don't  see  an  imminent  upturn,  and 
the  outlook  for  home  builders  and 
related  industries  is  about  as  bleak 
as  it  can  be.  Even  a  company  as 
competent  as  U.S.  Home  will  be 
deeply  in  the  red  this  quarter.  But  is 
this  not  quite  adequately  expressed 
in  the  stock's  decline  from  a  1981 
high  of  33  to  12?  Shouldn't  stocks  of 
cyclical  industries  be  bought  when 
they  are  flat  on  their  back  rather 
than  when  things  are  booming,  the 
outlook  seems  rosy  and  stock  prices 
are  at  their  peak? 

Home  buyers  will  have  to  get  used 
to  variable  mortgage  rates  and  other 
innovative  financing  methods. 
They  also  may  have  to  be  satisfied 
with  fewer  luxuries  and  probably 
pinch  other  expenses.  But  housing 
cannot  be  deferred  indefinitely. 

In  addition  to  U.S.  Home  you 
may  consider  Ryan  Homes,  which 
may  earn  about  $1.40  this  year,  way 
down  from  its  1979  peak  of  $3  and 
barely  covering  its  $1.30  dividend 
xa.te.Jim  Walter,  another  home  build- 
er and  a  major  producer  of  building 
materials,  saw  its  latest  fiscal  year's 
(ended  August)  profits  plunge  to 
$1.09  from  $4.30  and  $5.65  in  the 
two  preceding  years,  and  even  the 
reduced  'to  $1)  dividend  rate  may 
not  be  secure. 

The  lumber  companies  share  the 
general  misery,  and  prices  of  their 
stocks  are  reflecting  it.  Potlatch  is 
down  from  49  lA  earlier  this  year. 
Louisiana  Pacific  also  has  seen  its 
earnings  dwindle,  and  even  Weyer- 
haeuser is  having  a  hard  time. 

Let  me  mention  just  two  more: 
U.S.  Gypsum  and  American  Standard. 
Although  these  two  fine  companies 
have  done  fairly  well  so  far  this  year 
and  although  their  dividends  seem 
secure,  the  prices  of  their  shares  are 
close  to  the  year's  low. 

A  conservative  investor  may  not, 
and  perhaps  should  not,  buy  stocks 
in  a  depressed  industry  in  the  hope 
that  a  turn  for  the  better  might 
come  within  six  months  to  a  year. 
An  aggressive  investor,  cognizant  of 
the  risk,  may  find  it  highly  reward- 
ing— not  for  trading,  but  for  holding 
such  shares  for  at  least  a  year.  ■ 
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When  things  look  worst,  the  "buy-on- 
bad-news-bulls"  could  start  a  stampede. 

ON  RONNIE, 
ON  DONNIE, 
ON  MURRAY  &  PAUL 


By  Ann  C.  Brown 


It  is  too  early  to  tell  how  well  Rea- 
ganomics  is  working,  and  I  agree 
with  one  of  our  local  citizens  who, 
when  interviewed  on  television  the 
other  evening,  said,  "Give  da  guy  a 
chance."  By  the  time  the  clock 
strikes  midnight  on  Dec.  31,  1982, 
we  should  know.  So  this  is  an  open 
Christmas  card  to  Messrs.  Reagan, 
Regan,  Weidenbaum  and  Volcker, 
wishing  them  a  successful  econom- 
ic program. 

It's  a  strange  thing,  but  I  feel  more 
hopeful  now  than  I  have  felt  in  a 
long  time —  even  with  the  stock 
market  down,  unemployment  up 
and  page  upon  page  of  gloomy  black 
statistics  and  bright  red  ink  pouring 
out  of  Washington.  Maybe  it's  be- 
cause I  think  the  Administration  is 
sticking  fairly  close  to  the  script  as 
earlier  outlined  and  not  constantly 
changing  the  lines —  or  the  cast — at 
the  least  hint  of  trouble. 

True,  the  nation  is  in  recession, 
but  we  entered  into  the  downturn  in 
an  entirely  different  way  than  we 
ever  have  before.  Both  capacity  uti- 
lization and  inventories  were  al- 
ready at  relatively  low  levels.  Un- 
employment was  over  7%.  Infla- 
tion, as  measured  by  both  the 
producer  price  index  and  the  CPI, 
had  started  to  decline.  And  interest 
rates,  while  still  high,  had  begun  to 
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trend  down.  Wage  rates  in  general 
were  moderating  and,  in  the  badly 
beleaguered  auto  and  construction 
industries,  union  members  were  of- 
fering concessions  to  keep  their 
jobs — in  one  case  taking  the  unpre- 
cedented step  of  buying  the  plant  in 
order  to  keep  it  open.  Add  to  these 
atypical  prerecession  rites  the  fact 
that  healthy  corporate  America 
transfused  much-needed  cash  into 
their  less  fortunate  brethren  via  the 
purchase  of  investment  tax  credits 
and  we,  indeed,  are  living  in  new 
and  possibly  revolutionary  times. 

Since  we  went  into  the  recession 
in  an  unusual  manner,  it  is  not  un- 
reasonable to  speculate  that  we 
could  emerge  from  it  differently  as 
well.  From  where  I  sit,  it  looks  as  if 
we  will  come  out  of  it  more  gradual- 
ly than  we  have  in  recent  reces- 
sions, which  augurs  well  for  more 
stable  and  lasting  growth.  Then, 
too,  we  could  come  out  of  it  with  a 
falling  inflation  rate,  which  has  not 
been  the  case  in  the  past.  For  the 
first  time  in  a  long,  long  while  it  is 
possible  to  envision  an  economic 
climate  in  which  savers/investors 
could  be  properly  rewarded. 

The  stock  market  may  be  coming 
to  the  end  of  a  15-year  pause.  The 
DJI  touched  1000  in  late  1966,  and 
since  then  it  has  edged  over  this 
level  on  several  occasions,  only  to 
be  driven  back.  Maybe,  just  maybe, 
the  next  time  around  it  will  not  only 
make  it  but,  more  important,  stay 
t  lie  re.  Remember,  the  market  an- 
ticipates six  to  nine  months  in  ad- 
vance, and  just  when  things  look 
the  worst  (which  should  probably  be 
when  the  fourth-quarter  1981  cor- 
porate earnings  arc  announced)  the 
"buy-on-bad-ncws-bulls"  could  start 
an  upward  stampede. 

For  the  moment,  I  am  content  to 
hedge  my  bets  with  stocks  whose 
prices  are  down  but  whose  earnings 


look  up  for  1982,  barring  any  unfore- 
seen catastrophes.  Topping  my  list 
is  Schlnmberger  ltd.  (53),  which  is 
estimated  to  report  earnings  of 
$4.30  per  share  for  1981  (up  from 
$3.23  last  year)  and  around  $5.60  or 
so  next  year.  Over  the  next  five 
years  this  premier  energy  service 
company  is  expected  to  show  an 
annual  compound  earnings  growth 
rate  of  25%  or  better.  At  its  current 
price,  Schlumberger's  stock  is  sell- 
ing at  less  than  10  times  estimated 
l^'S1  earnings  and  only  a  little  over 
7  times  anticipated  1983  earnings  of 
$7  to  $7.25. 

Baker  International  (38)  and  Smith 
International  Inc.  (47),  two  other  en- 
ergy service  companies,  are  less  well 
known  than  Schlumberger,  but  both 
are  expected  to  grow  at  about  the 
same  25% -plus  earnings  rate  Baker 
International,  which  reported  earn 
ings  for  the  fiscal  year  ended  Sepl 
30,  1981  of  $3.35  per  share,  vs.  $2. 1 1 
a  year  ago,  is  estimated  to  earn 
$4.45  for  fiscal  1982.  Smith  Interna- 
tional, Inc.  is  estimated  to  report 
1981  earnings  of  $6.25  per  share  and 
the  preliminary  guesstimates  for 
ll,N2  are  ranging  from  $7.20  to  over 
$8  per  share. 

Ocean  Drilling  &  Exploration  Co. 
(27),  commonly  known  as  ODECO, 
owns  the  world's  largest  fleet  of  mo- 
bile offshore  contract  drilling 
barges.  If,  as  several  of  my  sources 
suggest,  "offshore's  where  it's  at  in 
1982,"  then  ODECO  certainly  ap- 
pears to  be  in  the  right  place  at  the 
right  time.  Last  year  the  company 
earned  $2.87  per  share,  and  esti 
mates  for  1981  are  in  the  area  of 
$3.35  per  share  with  $4.25  to  $4.40 
possible  for  1982.  The  price  of 
ODECO  stock  is  down  almost  50% 
from  its  year's  high,  and,  at  about  6 
times  1982  earnings,  there  seems  to 
be  minimal  downside  risk  and  con- 
siderable upside  potential. 

Other  companies  whose  prices 
are  down  substantially  from  a  year 
ago  but  whose  earnings  prospects 
continue  to  look  bright  include:  Col- 
lins &  Aikman  (10),  with  estimated 

1981  earnings  of  $1.70  per  share  and 

1982  earnings  of  $2.15;  Eaton  Corp. 
(31),  possibly  reporting  $4.25  per 
share  for  1981  and  perhaps  as  much 
as  $6  per  share  next  year;  MCA  (41), 
$5.55  estimated  for  1981,  $6.30  for 
1982;  Great  Northern  Nekoosa  (35), 
per-share  earnings  estimate  of  $6.15 
for  1981  and  $7.35  foi  1982.  ■ 


K  mill  S,  I  )|(  I  MM  KM,  I'JSl 


139 


OIL 

ASTRONOMY 
AGRICULTURE 
METALLURGY 
MEDICINE 
SOCIOLOGY 

Mexico  is  making  advances  in  these 
areas;  find  out  what  they  mean  for 
the  world  in  R&D  MEXICO.  From  a 

recent  issue  — 

"Accelerating 
oil,  gas  and 
4A,,> .  |  petrochemical 

output  is  spurring 
"  Mexico's  scientific 
and  technological 
advance.  Now  the 
fourth  largest  oil 
and  gas  producer  in 
the  world— up  from 
13th  in  1979- 
Mexico  plans  to  be 
number  one  in  basic 
petrochemicals  by 
1985.  If  this  ambitious  target  is 
reached,  much  of  the  credit  will  belong 
to  the  Mexican  Petroleum  Institute,  the 
technological  right  arm  of  Pemex, 
Mexico's  state-owned  oil  agency. 

Known  in  world  petroleum  circles 
by  its  Spanish  initials,  IMP  (Instituto 
Mexicano  del  Petroleo),  the  size  of  its 
installations  alone  makes  IMP  one  of 
Mexico's  largest  research  institutions. 
Its  headquarters,  including 
laboratories,  pilot  plants  and 
workshops,  dominated  by  a  glass- 
walled,  12-story  tower  of  .  .  ." 

Follow  developments  in  Mexican 
science,  business  and  technology 
first-hand:  read  R&D  MEXICO. 


id 


0 


P.O.  Box  992,  Farmingdale,  New  York  11737 

YES!  Enter  my  subscription  to 
R&D  MEXICO  at  once. 

□  11  issues  (1  year)  —  just  $18. 

□  22  issues  (2  years)  — just  $36. 

□  Please  bill  me.       □  Payment  enclosed. 

Name 


rp« 

Stpte 

7ip 

City 

Add  $5  per  year  to  subscriptions  outside  the 
U.S.  and  Mexico.  Please  allow  4  to  6  weeks 
for  delivery  of  first  issue.  311102 

A  publication  of  the  Council  on  Science 
and  Technology  ||  CONACYT 


By  John  Train 


Financial  Strategy 


One  characteristic  of  insurance  that  can  t 
be  emphasized  enough  is  that  it  doesn't 
decrease  the  cost  of  living. 

MORE  TIPS 
ON  INSURANCE 


prospering  and  needs  less  term  in- 
surance, then  one  simply  discontin- 
ues some  of  the  coverage. 

I  had  in  mind  buying  supplemen- 
tal term  insurance  in  the  event  that 
one's  original  coverage  proved  inad- 
equate to  one's  needs.  I  think,  how- 
ever, that  the  renewable  term  ap- 
proach may  indeed  be  preferable. 

There  are  at  least  three  reasons 
why  one  should  consider  renewable 
term  insurance: 

First,  buying  renewable  term  and 
then  dropping  unneeded  coverage  as 
you  go  along,  particularly  under 
some  new  policies  that  many  com- 
panies have  brought  to  the  market 
recently,  can  be  quite  a  lot  cheaper 
than  buying  decreasing  term. 

Second,  if  you  become  gravely  ill 
at  some  point,  you  may  want  to 
keep  up  your  term  life  insurance 
because  you  are  uncertain  about 
your  future  earning  power. 

Third,  mortgages  and  other  finan- 
cial contracts  sometimes  don't  pay 
down  steadily  the  way  they  used  to, 
and  yet  a  breadwinner's  life  insur- 
ance proceeds  ought  to  retire  that 
sort  of  indebtedness.  In  this  in- 
stance, the  flexibility  of  renewable 
term  may  be  convenient. 

An  observation  worth  making 
about  life  insurance  is  that  in  study- 
ing whether  to  turn  in  an  old  whole- 
life  policy  in  exchange  for  a  new  one 
with  the  more  generous  benefits 
now  available  because  of  higher  in- 
terest rates,  one  should  cost  out  the 
strategy  of  placing  the  old  policy  on 
a  reduced  paid-up  basis  and  borrow- 
ing on  it,  rather  than  necessarily 
cashing  it  in. 

On  this  subject  I  quote  David 
Bonner,  C.L.U.,  of  Macon,  Ga.:  "If 
the  cash  value  of  a  whole-life  policy 
can  be  borrowed,  and  if  the  interest 
is  tax  deductible  under  Internal 
Revenue  Code  Section  264,  it  may 
represent  the  cheapest  aftertax  type 


In  response  to  my  column  of  Sept. 
28  on  the  most  and  least  useful 
forms  of  insurance,  I  received  a 
number  of  letters  from  persons  in 
the  business,  some  of  which  had 
useful  ideas. 

I  had  mentioned  that  a  company 
can  provide  $50,000  of  life  insur- 
ance to  an  executive  without  that 
benefit  being  taxable  to  him.  I 
should  add  that  to  avoid  taxability, 
this  arrangement  must  be  part  of  a 
group  insurance  plan. 

Several  correspondents  com- 
mented on  my  point  that  a  young 
executive  who  wanted  to  protect 
his  family  might  consider  buying 
decreasing-term  life  insurance  to 
age  55  or  so  until  he  had  built  up  an 
estate. 

These  correspondents  pointed  out 
that  while  decreasing-term  is  a  tra- 
ditional solution  to  this  objective, 
in  an  inflationary  era  it  often  makes 
more  sense  to  buy  nondecreasing 
renewable  term.  This  assures  that 
the  value  of  the  benefit  remains  as 
much  as  the  insured  needs  in  real 
terms,  since  inflation  alone  may 
well  shrink  the  payout  without  any 
additional  reductions.  (Renewable 
term  does  not  require  additional 
health  examinations.)  Under  that 
plan,  if,  as  the  years  pass,  one  is 
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of  life  insurance.  Many  existing 
whole-life  policies  may  be  cheaper 
than  the  new  policies  presently  be- 
ing offered  if  a  loan  is  made  and  the 
interest  is  deductible  on  the  in- 
come tax  return.  As  a  general  rule, 
older  nonparticipating  policies 
should  probably  be  replaced;  how- 
ever, if  the  owner  believes  that  the 
insurance  company  in  question  will 
continue  to  pay  dividends  at  cur- 
rent scales,  participating  policies 
are  generally  cheaper  than  the  new 
policies  issued  today.  Life  insur- 
ance with  maximum  loans  ar- 
ranged to  qualify  for  the  favorable 
income  tax  treatment  under  Inter- 
nal Revenue  Code  Section  264  is  a 
subject  that  has  not  been  adequate- 
ly covered  in  financial  publications. 
If  not  for  the  policy-loan-interest 
deduction,  there  should  be  very  lit- 
tle whole-life  insurance  sold  to  peo- 
ple with  large  (generally  30%  brack- 
et or  greater)  taxable  income." 

This  is  an  intricate  matter  and 
has  to  be  meshed  with  one's  overall 
tax  planning.  One  would  be  well  ad- 
vised to  have  one's  tax  accountant 
and  one's  insurance  broker  go  over 
the  calculation  together. 

One  characteristic  of  insurance 
that  cannot  be  emphasized  enough 
is  that  it  does  not  decrease  the  cost 
of  living,  it  increases  it. 

Lost  baggage,  a  stolen  TV  set,  dis- 
appearing jewelry,  crumpled  fenders 
and  the  like  should  be  accepted  as 
hazards  of  life,  the  cost  of  doing 
business,  and  made  part  of  one's 
budget.  To  insure  such  hazards  with 
an  outside  party  means  you  have  to 
increase  that  part  of  your  budget,  not 
reduce  it,  since  the  underwriter  has 
substantial  overhead  and,  even  after 
that  overhead,  has  to  make  a  profit 
on  the  deal.  So,  as  a  matter  of  phi- 
losophy, you  should  self-insure  any 
risk  that  you  can  afford  to  absorb 
every  few  years. 

The  tax  logic  of  this  approach  is 
overwhelming.  If  you  experience  a 
loss  or  theft,  you  can  deduct  the  cost 
of  the  object  on  your  federal  tax 
return  under  the  casualty  loss  prin- 
ciple, so  you  are  only  out  of  pocket 
60%  of  the  loss,  or  whatever.  But 
your  insurance  premiums  have  to  be 
paid  with  aftertax  dollars. 

I  probably  should  have  men- 
tioned in  my  previous  column 
that  I  was  for  some  years  chair- 
man of  the  board  of  an  insurance 
company.  ■ 


The  biggest  mouth 
you  feed 
is  your  Tax  Bite. 


It's  not  fussy.  It  will  eat  anything... 
your  earnings,  savings  interest 
and  investment  income.  But  there 
is  a  way  to  curb  your  Tax  Bite's 
ravenous  appetite.  It's  called  the 
T.  Rowe  Price  Tax-Free  Income  Fund. 

•  Tax- Free-no  income  tax  for 
the  IRS*. 

•  Prompt  Redemption— by  calling 
toll  free  or  simply  writing  a  check. 

•  Low  Minimum-as  little  as  $1,000 
can  start  you  receiving  tax-free 
income. 

•  No  Load— no  sales  charge  or  re- 
demption fee. 

•  Easy  to  Purchase— send  in  the  coupon 
or  call  toll  free  1-800-638-5660. 

In  Maryland  1-800-492-1976. 
In  Baltimore  547-2308. 

For  more  complete  information,  including  manage- 
ment fee  and  other  charges  and  expenses,  obtain  a 
prospectus.  Read  it  carefully  before  you  invest  or 
send  money.  *Income  may  be  subject  to  state  and 
local  taxes.   ©  w-s  t.  iwc  Price  .w., in.' 


T.  Rowe  PriceTax-Free  Income  Fund,  Inc. 

A  Nn-hiatl  Fund.  T.  Rowe  Price  Marketing.  Inc.,  Dept.  A6  . 100  E.  Pratt  St.,  Baltimore,  MD  21202 
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Address  
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■  Honorable  Chairman  Malcolm  Forbes 
has  fifty  pearls  of  wisdom  in  a  new 
limited  edition  of  his  very  digestible 
Capitalist  "sayings"  baked  into  most 
fortunate  cookies. 

■  For  only  $  1 5-a-can  of  50  cookie-clad 
sayings — the  fabulous  Cookie  Edition 
of  "The  Sayings  of  Chairman  Malcolm" 
is  yours. 

■  This  unique  edible  edition  is  sure  to 
please  the  capitalist  of  your  choice.  And 
the  delightful,  custom-designed  tin  can- 
ister makes  the  perfect  holiday  gift. 

■  Send  $  1 5  in  check  or  money  order, 
plus  $3  for  postage  and  handling,  to 
Forbes  Capitalist  Cookies,  60  Fifth 
Avenue,  New  York,  NY  10011.  Please 
add  applicable  sales  tax. 


We  are  pleased 
to  announce  that 

Herman  W.  (Hy)  Yurman, 
Ph.D.,  CFP 

has  joined  our  organization  as 
Chairman  of  the  Board 

Athena  Securities,  Inc. 
and 

E.  M.  (Ned)  Van  Rensselaer 

as 

President 

Athena  Securities,  Inc. 


A  leading  sponsor  ot  publk  and  private 
R&D  Limited  Partnerships 

Athena  Partnerships 

1101  Embarcadero  Ro.id, 
Palo  Alto,  CA  94303 
(415)  494-8345,  (800)  982-t>103  (Calif.) 
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Observations 


As  the  holidays  draw  near, 
most,  of  us  have  high 
hopes  of  being  together 
with  family  and  friends, 
exchanging  gifts,  feeling 
the  love  and  joy  of  the 
season. 

Some  lonely  people,  or 
families  barely  making 
ends  meet,  come  to 
The  Salvation  Army  at 
Christmastime. 

The  Army  provides 
dinners,  companionship, 
perhaps  toys  or  warm 
clothing— and  sometimes 
it  helps  the  drifter  or  the 
troubled  family  to  make  a 
new  start  in  life. 

Thanks  to  your  support, 
The  Salvation  Army  offers 
year-round  programs  to 
reach  out  to  youngsters, 
families,  oldsters;  to  the 
alcoholic,  discharged 
prisoner,  teenage 
runaway;  to  those  in 
institutions  and  those 
who  have  no  home  at  all. 

By  giving  to  The  Salvation 
Army,  you  give  joy  to  a 
world  that  greatly  needs  it. 

SHARING 

IS  CARING 


Easy-answer,  supply-side  economics  has 
had  it.  Unless  the  President  recognizes 
that,  his  Administration  will  fail. 

STOCKMANGATE 


By  Ashby  Bladen 


David  Stockman  has  faded  from  the 
headlines,  but  what  remains  is  that 
he  has  given  the  coup  de  grace  to 
the  politics  of  instant  economic 
gratification.  Such  politics  got  its 
start  with  the  Roosevelt  Adminis- 
tration's claim  that  we  could  spend 
ourselves  rich.  This,  in  fact,  pro- 
duced conditions  so  inimical  to  eco- 
nomic progress  that  it  took  a  war  to 
get  the  economy  moving  again.  In- 
stant economic  gratification  poli- 
tics reached  its  zenith  with  the 
Kennedy  Administration's  claim 
that  we  need  never  have  another 
recession.  This,  in  fact,  produced  20 
years  of  increasingly  violent  fluctu- 
ations in  economic  activity,  accel- 
erating inflation  and  growing  finan- 
cial instability.  It's  no  wonder  that 
people  have  become  increasingly 
cynical  about  political  promises. 

President  Reagan  was  swept  into 
office  by  a  popular  revulsion  against 
inflation  and  the  overgovernment 
that  is  its  root  cause.  If  anyone 
could  have  gotten  away  with  telling 
us  that  there  really  are  no  easy  an- 
swers, it  was  Reagan.  Unfortunate- 
ly, he  didn't  do  it  because  he 
thought  it  politically  necessary  to 
assert  that  there  still  is  an  easy  an- 
swer. He  argued  that  if  marginal  tax 
rates  were  reduced  by  30%,  then 

Ashby  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


within  three  years'  time  we  would 
all  be  working  so  much  harder  and 
earning  so  much  more  that  the  gov- 
ernment could  increase  defense 
spending  substantially  and  still  bal- 
ance the  national  budget. 

I  have  no  doubt  that  the  current 
level  of  taxation  is  counterproduc- 
tively  high,  but  it  doesn't  seem  likely 
many  people  are  adaptable  enough  to 
make  it  work  in  three  years.  That 
timetable  was  dictated  by  the  poli- 
tics of  instant  gratification. 

Several  people,  who  have  proved 
that  their  financial  opinions  are 
worth  listening  to  by  being  general- 
ly right  about  the  bond  market, 
have  said  all  along  that  this  Admin- 
istration's prescription  of  fiscal  ease 
and  monetary  restraint  would  not 
lead  to  prosperity  and  price  stabil- 
ity. Instead,  it  would  cause  interest 
rates  to  go  through  the  roof  and 
precipitate  another  recession.  I  have 
said  the  same  thing  repeatedly  in 
this  column  on  the  basis  of  the  sys- 
tematic analysis  that  I  developed  in 
my  book.  Al  Wojnilower  has  said  so 
many  times  on  the  basis  of  the  sys- 
tematic analysis  that  he  set  forth  in 
the  paper  and  speech  that  I  recom- 
mended to  you  last  issue.  Henry 
Kaufman  is  more  eclectic  in  his  ap- 
proach, but  he  also  has  reached 
similar  conclusions. 

Now  we  have  learned  that  the 
brilliant  young  director  of  the  Office 
of  Management  &  Budget,  David 
Stockman,  has  also  developed  grave 
doubts  about  the  Administration's 
fiscal  policies.  Last  January  I 
brought  to  your  attention  a  memo- 
randum that  he  and  Representative 
Jack  Kemp  wrote  to  President-elect 
Reagan.  The  pair  argued  that  the 
incoming  Administration  would 
have  to  be  seen  to  be  dealing  deci- 
sively with  the  causes  of  inflation 
and  stagnation  if  an  economic  Dun- 
kirk was  to  be  averted.  The  only 
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possible  escape  was  to  combine  the 
stimulative  cut  in  marginal  tax  rates 
that  is  the  heart  of  supply-side  eco- 
nomics with  a  massive  cut  in  pro- 
jected government  expenditures — 
particularly  the  open-ended  entitle- 
ments programs.  They  also  argued 
that  firm  and  plausible  steps  in 
those  directions  would  produce 
both  lower  long-term  interest  rates 
and  a  bull  market  in  stocks. 

In  fact,  the  markets  never  bought 
the  novel  doctrines  of  supply-side 
economics,  and  now  Mr.  Stockman 
has  become  disillusioned  by  the  po- 
litical compromises  that  the  Ad- 
ministration negotiated  in  order  to 
get  the  budget  passed.  I  believe  that 
the  account  of  his  misgivings  in  the 
December  issue  oiAtlantic  magazine 
constitutes  a  full-blown  policy  crisis 
for  Reagan.  The  fundamental  issue 
is  the  growing  skepticism  about  the 
ability  of  a  political  democracy,  one 
that  has  also  become  to  a  consider- 
able extent  a  social  democracy,  to 
conduct  its  financial  affairs  respon- 
sibly. We  have  not  had  a  financially 
responsible  administration  in  20 
years,  and  now  Mr.  Stockman  has 
implicitly  raised  the  question  of 
whether  we  will  have  one  during 
the  next  three  years. 

Thus  the  Reagan  Administration 
is  in  danger  of  failing,  not  because  of 
gross  misconduct  like  President 
Nixon's  or  because  of  gross  incom- 
petence like  President  Carter's,  but 
because  its  economic  prescriptions 
are  inherently  incredible  and  self- 
contradictory.  The  President  ought 
now  renounce  those  aspects  of  sup- 
ply-side economics  that  are  not 
simply  a  restatement  of  classical 
economics.  He  must  tell  us  frankly 
that  we  must  borrow  less  and  save 
more,  and  accept  hard  times  until 
our  debts  are  paid  down  and  our 
international  competitiveness  is  re- 
stored. Unless  he  does  these  things, 
his  Administration  will  fail  like 
those  two  earlier  ones.  The  message 
will  be  particularly  painful  because 
our  international  competitiveness 
can  be  restored  only  by  devoting 
much  more  of  our  savings  to  pro- 
ductive real  assets,  such  as  factories, 
and  much  less  to  long-lived  consum- 
er goods,  such  as  houses.  It  will  take 
real  political  courage  to  deliver  such 
a  message.  But  by  now  the  Ameri- 
can people  have  become  so  skepti- 
cal that  they  will  not  believe  any- 
thing less  than  the  truth.  ■ 


This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


NEW  ISSUE 


November  19,  1981 


,200,000  Shares 


Cox  Broadcasting  Corporation 


Com 


mon 


Stock 


($1.00  par  value) 


Price  S34.50  per  share 


Copies  of  the  Prospectus  may  be  obtained  from  any  of  the 
several  underwriters,  including  the  undersigned,  only  in  States 
in  which  such  underwriters  are  qualified  to  act  as  dealers  in 
securities  and  in  which  the  Prospectus  may  legally  he  distributed 


The  First  Boston  Corporation 
Bache  Halsey  Stuart  Shields    Bear,  Stearns  &  Co.     Blyth  Eastman  Paine  Webber 

Incorporated  Incorporated 

Dillon,  Read  &  Co.  Inc.     Donaldson,  Lufkin  &  Jenrette     Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

Goldman,  Sachs  &  Co.  E.  F.  Hutton  &  Company  Inc. 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb      Merrill  Lynch  White  Weld  Capital  Markets  Group 

Incorporated  Merrill  Lynch,  Pierce,  Fenner &  Smith  Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin  Salomon  Brothers  Inc 


Shearson/American  Express  Inc. 
Warburg  Paribas  Becker 

A.  G.  Becker 

Dean  Witter  Reynolds  Inc. 


Smith  Barney  ,  Harris  L'pham  &  Co. 

Incorporated 

Wertheim  &  Co.,  Inc. 
The  Robinson-Humphrey  Company,  Inc. 


Fifty,  Fifty. 

These  are  odds  that  no  one  would  care  to  bet  on.  But  the  thousands  of 
sons  and  daughters  of  Huntington's  Disease  patients  have  no  choice. 
They  were  born  with  a  50/50  chance  of  inheriting  this  terrifying,  fatal  illness. 
For  potential  H.D.  victims,  everyday  is  a  gamble.  And  if  they  lose,  it's  for  keeps. 

Give  generously  to  the  National  Huntington's  Disease  Association. 
Help  make  this  generation  its  last 

HD  National  Huntington's  Disease  Association  128A  East  74  Street,  New  York 
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AERO  SYSTEMS,  INC.  0 
CONTINENTAL  AIR  LINES  ORDERS 
AERO  SYSTEMS  FUEL  SAVING  COMPUTER 

MIAMI,  FL.  Nov.  10— Aero  Systems  Inc.,  (OTC  NASDAQ 
AESM)  the  world  wide  avionics  and  aviation  equipment 
company,  today  announced  an  order  from  Continental  Air 
Lines  for  the  trial  installation  of  the  CD-3000  fuel  saving 
computer  on  one  of  their  DC-10's.  Continental  becomes  the 
ninth  airline  and  the  first  major  U.S.  carrier  to  begin 
evaluation  of  Aero's  fuel  computer. 

The  other  airlines  include:  Laker  Airways  of  Britain  (DC- 
10-30  and  A-300  Airbus),  Quebecair  of  Canada  (B737-200), 
Cargolux  of  Luxembourg  (DC8-63),  Sterling  Airways  of  Den- 
mark (Caravelle),  Orion  Airways  of  England  (B737-200), 
Hapag  Lloyd  of  Germany  (A-300),  Arrow  Airways  of  the  U.S. 
(B707)  and  Sudan  Airways  (B707). 

Upon  completion  of  the  90  day  evaluation  periods  it  is 
expected  that  these  airlines  will  outfit  the  balance  of  their 
fleets  with  the  CD-3000.  There  are  more  than  5500  airline 
aircraft  and  55,000  business  and  private  aircraft  that  could 
benefit  from  the  use  of  this  proven  fuel  saver.  Airline  test 
results  have  shown  fuel  savings  of  4  percent  to  6  percent 
and  business  aircraft  operators  claim  savings  up  to  10 
percent. 

(Contact:  Robert  G.  Holmes,  Jr.,  President,  Aero  Systems, 
Inc.,  P.O.  Box  660625  Miami  Springs,  FL  33166,  or  phone 
(305)  871-1300.) 


ARIZONA  SILVER  CORPORATION  V-0 
CONTINENTAL  SILVER  CORPORATION  V-0 
JOINT  NEWS  RELEASE 
Slope  Energy  Inc.,  Farmout,  Texas 
New  oil  field  discovered  in  Callahan  County 

Deep  test  in  Tom  Green  County  encounters  fourteen  (14) 
ootential  productive  zones. 

ARIZONA  SILVER  CORPORATION  and  CONTINENTAL  SIL- 
VER CORPORATION  announce  that  two  (2)  separate  gas/oil 
exploration  projects  in  Texas  are  proceeding  successfully.  An 
agreement  signed  on  September  17, 1981  whereby  (Arizona) 
and  (Continental)  each  acquire  a  25  percent  working 
interest  (approximately  20  percent  net  revenue  interest)  in 
8,555  acres  in  COLEMAN,  CALLAHAN  SCHLEICHER  and  TOM 
GREENE  COUNTIES,  TEXAS  U.S.A.  has  resulted  in  the  drilling 
of  twenty  (20)  shallow  wells  and  one  (1)  deep  well  to  date. 
Due  to  the  initial  success,  additional  drilling  is  currently 
proceeding  and  further  acreage  is  under  negotiation. 
T.  CONNELLY  #1  PROSPECT — CALLAHAN  COUNTY,  TEXAS 

"SLOPE  ENERGY  INC."  The  operator,  reports  that  to  date 
twenty  (20)  shallow  wells  have  been  drilled  on  the  above 
noted  504  acre  lease.  The  first  ten  (10)  wells  have  been 
completed  with  an  average  daily  potential  of  8-15  BOPD. 
The  second  ten  (10)  wells  are  currently  undergoing  various 
stages  of  completion.  The  success  of  twenty  (20)  wells 
constitute  a  "new  field  discovery"  in  the  FLIPPEN  Sandstone 
and  documentation  is  being  submitted  to  the  Texas  Railway 
Commission  for  new  field  status — daily  allowable  and  new 
formation  designation. 

The  spacing  of  the  initial  twenty  (20)  wells  has  proven 
production  location  for  an  additional  31  wells,  for  a  proven 
total  of  51  wells.  Planning  coordination  and  inception  of  a 
secondary  and  tertiary  flood  program  will  begin  shortly  The 

lerator  estimates  daily  production  from  these  20  wells  to 

100  BOPD  by  December  I,  1981;  175  BOPD  by  December 
'.nd  in  excess  of  200  BOPD  by  mid-January,  1982. 
E  ENERGY  INC."  states  that  geological  techniques 
in  the  discovery  of  this  field  may  reflect  deeper 


production  of  a  highly  commercial  nature.  A  deeper  well  to 
test  Cambrian  Zones  was  spudded  on  November  22,  1981 
which  will  be  taken  to  the  Ellenberger  Dolomite  at  approxi- 
mately 4100  feet. 

WILLIAM— CROSBY  LEASE  (1780  acres) 
TOM  GREENE  COUNTY,  TEXAS 

The  CROSBY  #1  well  was  spudded  on  November  4,  1981 
in  Tom  Greene  County,  13  miles  south  of  Christoval.  The  well 
originally  a  7000  foot  Ellenberger  test  was  T.D.  at  6300  feet 
due  to  encountering  a  Strawn  Reef  which  flowed  oil  to  the 
drilling  pits  while  being  drilled.  A  decision  to  T.D.  was 
effected  at  this  depth  because  wells  drilled  on  adjacent 
leases  in  the  Strawn  Reef  formation  have  been  very  prolific. 
Casing  has  been  set  and  cemented  to  6300  feet  with 
completion  planned  for  December  1,  1981. 

The  well  has  encountered  a  total  of  fourteen  (14)  hydro- 
carbon formation  capable  of  commercial  production  as 
follows: 

— San  Angelo  Sandstone  at  +  or  -  1200  feet 
—Wolf  Camp  at  +  or  -  3000  feet 
—Lower  Wolf  Camp  at  +  or  -  3300  feet 
— Harke-Sand  "Cisco"  at  4,170  feet 
The  Canyon  Sand  Series  which  had  4-5  productive  areas 
from  5000-5700  feet. 

Strawn  Reef  formation  which  has  4-5  productive  areas 
from  6000-6300  feet. 

The  operator-  'SLOPE  ENERGY  INC."  is  currently  negotiat- 
ing for  a  gas  contract  and  is  also  making  the  necessary 
arrangements  for  the  sale  of  oil  production.  Gas  and  oil 
production  figures  for  the  Crosby  #1  should  be  available 
immediately  upon  completion  which  is  scheduled  for  De- 
cember 1,  1981. 

Respectively  submitted  on  BEHALF  OF  THE  BOARD  OF 
DIRECTORS 

Charles  S.  Underhill  Director 

Arizona  Silver  Corporation 
Capitalization 

Authorized     10,000,000  shares 
Issued         3,107,932  shares 
Listed         Vancouver  Stock  Exchange/ARZ 
NASDAQ/ARZNF 

Continental  Silver  Corporation 
Capitalization 

Authorized     5,000,000  shares 
Issued        2,545,086  shares 
Listed         Vancouver  Stock  Exchange/CVR 
NASDAQ/CTLSF 

(Contact:  Charles  S.  Underhill,  Director,  Continental  Sil- 
ver Corp.  and  Arizona  Silver  Corporation,  Suite  1140-625 
Howe  St.,  Vancouver,  B.C.,  Canada  V6C  2T6.  Phone:  (604) 
689-5588.) 


BARTON  VALVE  CO.,  INC.  O 

SHAWNEE,  OK,  Oct.  29— Barton  Valve  Co.,  Inc.,  (OTC- 
BART)  reports  net  income  increased  nearly  four  times  and 
revenues  increased  almost  three  times  for  the  year  ended 
September  30,  1981,  compared  with  fiscal  1980. 

For  fiscal  1981,  net  earnings  were  $4,377,292,  or  $2.70  a 
common  share,  compared  with  net  income  of  $1,144,308  or 
76  cents  a  common  share  in  fiscal  1980.  Revenues  for  1981 
were  $23,027,664  compared  with  $7,913,222  in  1980. 
Weighted  average  number  of  shares  outstanding  was 
1,621,458  at  September  30,  1981,  and  1,500,000  at  Sep- 
tember 30,  1980. 

Revenues  for  the  fourth  quarter  of  fiscal  1981  were 
$8,307,159  compared  with  $2,877,049  for  fiscal  1980. 


Net  earnings  for  this  period  were  $1,568,687  or  87  ce 
a  common  share;  compared  with  $416,172  or  27  cent 
common  share  for  the  same  period  in  fiscal  1980. 

John  P.  Inda,  president  of  Barton  Valve,  said  I 
increases  in  revenues,  net  income  and  profit  marj 
resulted  from  increased  manufacturing  activity  and  c 
tinued  high  demand  for  Barton  valves,  chokes 
components. 

The  company  sold  16,894  new  valves  in  fiscal  IS 
compared  with  3,698  valves  for  the  same  period  last  yi 
One  year  ago,  remanufactured  valves  accounted  for 
percent  of  sales.  In  1981,  remanufactured  valves  accoun 
for  about  seven  percent  of  sales. 

Ground  has  been  broken  for  a  new  84,000-square- 
manufacturing  facility  near  Barton's  home  offices  in 
nee,  Oklahoma.  Wet  weather  has  construction  running  at 
three  weeks  behind  schedule.  The  building  should 
occupied  and  first  valves  coming  from  the  new  producl 
facility  in  the  second  quarter  of  1982.  Current  producl 
rates  will  be  maintained:  with  the  new  facilities  only  ado 
to  overall  production. 

The  following  are  the  audited  operating  results  for 
year  ended  Sept.  30,  1981,  compared  with  the  year  enl 
Sept.  30,  1980. 
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Yr.  Ended  3  Mos.  Ended 

Sept.  30  Sept  30 

1981         1980  1981 
Revenues         $23,027,664  $7,913,222 
Earnings  before  income 
taxes  7,904,292    1,974,308     2,903,187  723 

Net  earnings  4,377,292  1,144.308  1,568,687  416 
Earnings  per  common 

share  $       2.70  $       76    $         87  J 

Weighted  av.  no.  ot 
shares 

outstanding         1,621,458  1,500,000 

(Contact:  Harry  L.  Johnson,  Executive  Vice-Presidl 
Barton  Valve  Co.,  Inc.,  3500  N.  Harrison,  Shawnee 
74801.  Phone:  (405)  273-7660.) 
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DAVID  MINERALS  LTD. 

VANCOUVER,  B.C.  CANADA,  November  24,  1981 — 
(NASDAQ:  DAMIF);  (VSE:  DAV) 

David  Minerals  Ltd.  is  a  dynamic  and  diversi 
British  Columbia  based  mineral  resource  company 
Ainsworth  mill  treats  150  tons/day  of  silver-lead-, 
ores  from  the  Company's  Utica  mine.  The  1200  ton/ 
H.B.  Mill  was  purchased  from  Cominco  Ltd.  last  si 
mer  and  is  currently  being  renovated  to  include  t 
flotation  circuits  and  a  gold  recovery  cyanide  plant 
mill  will  provide  a  custom  milling  facility  for  sn 
mines  in  the  area  in  addition  to  handling  the  moi 
denite-gold-cobalt  ore  to  be  mined  at  the  Compai 
Rossland  property.  The  Company's  just  completed 
program  on  it's  Willow  Creek  coal  property  in  north 
B.C.  will  prove-up  in  excess  of  50  million  tonsi 
thermal  coal.  The  deposit  is  located  on  the  I 
Railway  main  line  and  could  be  in  production  at  a 
of  2500  tons/day  within  14  months  of  finalizing  a  si 
contract.  In  addition  to  these  major  projects,  the  d 
pany  is  actively  engaged  in  other  exploration 
development  work  throughout  the  province. 

(Contact:  Orval  E.  Gillespie,  President,  David  Mine 
Ltd.,  Suite  1016,  475  Howe  St.,  Vancouver  B.C.  V6C  2 
Phone:  (604)  684-3333.) 
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STLE  INDUSTRIES,  INC.  0 

ICONWAY,  AK.,  October  23, 1981— Castle  Industries,  Inc., 
Manufactured  home  builder,  reports  increases  in  both 
>  and  net  income  for  the  nine  months  and  quarter  ended 
bber3,  1981. 

Het  sales  increased  43%  in  the  third  quarter  of  1981  to 
1 399,691,  up  $1,821,618  over  the  third  quarter  of  1980. 
income  increased  94%  in  the  third  quarter  of  1981  to 
1,156  up  $131,686  over  the  third  quarter  of  1980. 
nings  per  share  were  $.25  and  $.13  respectively, 
i'or  the  first  nine  months  of  1981,  net  sales  of 
,366,213  were  $4,404,210  or  34%  higher  than  the  same 
I'od  in  1980.  For  the  first  nine  months,  net  income  of 
t3,397  was  $344,733  or  72%  higher  than  the  same 
pod  in  1980.  Earnings  per  share  were  $.77  and  $.45 
tively. 

hn  W.  Allison,  President  and  chairman  of  the  board, 
red  that  these  increased  sales  and  net  income  were  due 
In  increase  of  12%  in  the  number  of  homes  sold  and  the 
|ipany  producing  a  better  quality,  higher  priced  home 
:  favorably  compares  with  site-built  housing.  Mr.  Allison 
stated  that  we  are  very  pleased  with  the  consistent 
jrovement  in  performance  we  have  shown  for  the  last  15 
cutive  quarters.  Mr.  Allison  further  stated  that  the 
lipany  plans  to  enter  the  modular  home  business,  both 
ijle  family  modular  and  stack  motel  moduiars.  The 
lipany  is  very  optimistic  about  the  future  prospects  of 
flular  business. 

STATEMENT  OF  SALES  AND  EARNINGS 

Periods  erded  October  3  and  September  28 
1981  1980  1981  1980 

$6,099,691     14.278,073  1  7,366,2  1  3  S12.962.003 
271.156        139,470      823,397  478,664 


25 


.13 


.77 


.45 


ontact:  John  W.  Allison,  President  and  Chairman  of  the 
or  Daniel  W.  Morse.  Secretary-Treasurer,  Castle 
Ties  Inc.,  P.O.  Box  219,  Conway,  AK  72032.  Phone-. 
I)  327-1381.) 


THRUST  RESOURCES,  LTD.  0 

YER,  Colorado.  November  16,  1981— Overth rust  Re- 
s,  Ltd..  (OTC-OVRT)  has  announced  it  is  participating 
ur  deep  test  wells  in  Utah.  Oklahoma  and  Wyoming, 
erthrust  has  joined  in  drilling  a  16,700  foot  well  in 
limit  County,  Utah,  eight  miles  east  of  the  Bridger  Lake 
J  which  has  produced  approximately  30  million  barrels 
fa.  The  Company  has  a  6.25%  working  interest  (MW1)  in 
well  and  in  15.000  additional  acres, 
erthrust  has  also  committed  to  drilling  two  deep  tests 
ady  and  Washita  Counties.  Oklahoma,  a  region  of 
derable  activity.  The  first  well  will  be  drilled  to  15,500 
,  offsetting  a  well  that  came  in  for  two  million  cubic  feet 
►  as  per  day  (MMCF/D).  Overthrust  has  a  1.5625%  Wl  in 
[well.  The  second  well  will  be  drilled  to  16,200  feet  and 
l'/2  miles  from  a  well  with  initial  production  of  3.5 
F/D.  Overthrust,  with  a  2%  Wl,  is  participating  with 
II  Oil.  Amoco,  Davis  Oil  and  Leer  Petroleum.  Both  wells 
be  spudded  this  month. 

drtionally,  Overthrust  Resources  has  a  25%  Wl  in  a 
150  foot  test  to  be  drilled  in  Converse  County,  Wyoming, 
possible  extension  of  the  Powell  Field  which  has 
luced  2.5  million  barrels  of  oil  and  14  billion  cubic  feet 
ural  gas.  The  well  will  also  be  spudded  this  month, 
thrust  successfully  completed  a  public  stock  offering 
4  500.000.  A  limited  partnership,  Overthrust  Resources, 
Discovery  Series  1981-1,  has  been  formed  with  invest- 


ments totalling  $3,500,000.  This  was  a  fully  subscribed  rule 
146  program.  Overthrust  has  formed  Overthrust  Securities, 
Inc.,  a  wholly  owned  subsidiary  and  issuer — dealer,  to  serve 
as  the  marketing  arm  of  Overthrust  Resources,  Ltd. 

Overthrust  Resources  has  recently  acquired  interests  in 
approximately  35,000  acres  and  entered  into  drilling  com- 
mitments insuring  that  we  will  drill  at  least  30  additional 
wells  in  the  next  6  months. 

(Contact:  Ms.  Cheryl  Nottingham,  Administrative  Asst., 
Overthrust  Resources  Ltd.,  999  18th  St.,  Suite  3270,  Denver, 
CO  80202.  Phone:  (303)  893-0430.) 


PALLISER  RESOURCES  INC.  V-0 

(VPRI)  VANCOUVER,  B.C.  CANADA,  November  17,  1981. 
A  REPORT  TO  OUR  SHAREHOLDERS 
CASH  FLOW  CLIMBS 

Your  company  has  a  positive  cash  flow  and  fully  expects 
to  realize  its  objective  of  $350,000  U.S.  per  month  by  fiscal 
year  end.  We  are  pleased  to  announce  the  following: 

—  The  company  received  $286,760.61  U.S.  in  October, 
representing  partial  returns  from  the  sale  of  its  oil  and 
gas  production  for  August  and  September  of  this  year. 
The  company  has  also  received  production  figures  for 
October  which  will  credit  our  accounts  with  $187,000 
U.S.  for  well  production  on  line.  These  figures  do  not 
take  into  consideration  12  new  wells  which  are  sched- 
uled to  be  on  line  in  the  next  30-45  days.  Working  with 
our  operators,  we  have  conservatively  estimated  the 
value  of  the  anticipated  new  production  at  $109,000 
U.S.  per  month,  to  give  the  company  at  that  date  a 
total  monthly  income  of  $296,000  U.S. 

—  Palliser  is  currently  under  contract  to  drill  a  further  six 
wells  on  the  Anadarko  Shelf  in  1981.  The  proposed 
deep  Anadarko  program,  involving  wells  drilled  below 
15,000  feet,  is  expected  to  commence  in  the  first 
quarter  of  1982.  Encouraged  by  its  drilling  success  to 
date,  your  company  will  continue  its  aggressive  pro- 
gram in  Oklahoma. 

NASDAQ 

Due  to  numerous  requests  the  company  has  applied 
for  and  received,  a  quotation  on  the  NASDAQ  system  in 
New  York,  the  principal  over-the-counter  market  in  the 
U.S.  Palliser' s  NASDAQ  symbol  is  PRILF. 
Your  company  is  also  expecting  to  file  its  application  for 
listing  on  the  Toronto  Stock  Exchange  in  early  December. 
DRILLING  IN  THE  TUSCALOOSA  TREND 

Your  company  holds  an  11.50%  working  interest  in 
45,000  gross  acres  (28,000  net  acres)  in  the  Tuscaloosa 
Trend  of  Louisiana.  Partners  in  this  program  are  Aminoil 
(wholly  owned  subsidiary  of  RJ.  Reynolds  Industries)  40%, 
Mitsubishi  10%;  NICOR  and  Longhorn  Oil  and  Gas  10.93% 
jointly:  Custer  Resources  5.0%,  Tiger  Oil  Corp  3.75%  and 
Sunmask  Petroleum  at  2.25%  have  acquired  their  interest 
from  Palhser's  original  22.5%  working  interest. 

The  consortium  is  presently  involved  in  the  drilling  of  four 
wells  on  this  acreage.  These  wells  are  classified  as  "tight 
holes"  and  no  information  other  than  the  following  can  be 
released  at  this  time: 

—  Cotton  Valley  —  Robertson  Well,  St.  Tammany  Parish 

Drilled  to  12,275  feet — net  revenue  interest  to  Palliser 
2.29%.  This  well  appears  uneconomic. 

—  lawata  Realty  Well,  St.  Tammany  Parish 

Net  revenue  interest  to  Palliser  4.448%.  Drilling  ahead 
at  12,500  feet  to  total  depth  at  14,250  feet. 

—  Barton  Well,  Pointee  Coupee  Parish 

A  farmout  to  Amerex,  50%  carried  to  tanks.  Palliser 
has  a  .76%  carried  interest.  This  well,  is  drilling 
ahead  to  18,750  feet.  Currently  it  is  at  17.500  feet  and 
running  pipe. 


The  consortium  has  a  small  fractional  interest  in  a 
further  well  which  is  being  drilled  and  awaiting  space 
unitization.  Like  the  Barton,  this  well  is  also  50%  carried  to 
tanks. 

The  consortium  is  in  receipt  of  five  very  favourable 
farmout  proposals,  of  which  two  are  expected  to  be  conclud- 
ed and  drilling  by  December  15,  1981.  Due  to  the  high  cost 
of  drilling  in  the  Tuscaloosa,  the  consortium  favours  a 
strategy  of  farming  out  these  capital-intensive  wells  to 
prove  up  its  acreage,  while  retaining  a  carried  interest  for 
its  members.  It  is  felt  that,  as  an  average  commercial  well 
in  the  Trend  has  reserves  of  more  than  five  hundred  million 
dollars,  the  future  will  see  the  consortium  continue  to 
spread  its  risk  by  means  of  farmouts  and  joint  ventures. 

In  1982  Palliser  Resources  expects  to  spend  five  million 
dollars  on  drilling,  seismic  work  and  further  land  acquisi- 
tion where  warranted  in  the  Tuscaloosa. 

ON  BEHALF  OF  THE  BOARD 
John  A.  MacPherson 
President 

(Contact:  John  A.  MacPherson,  President,  Palliser  Re- 
sources Inc.,  1420-625  Howe  Street,  Vancouver,  B.C.  V6C 
2T6.  Phone  (604)  669-0225.) 


PENGO  INDUSTRIES  INC  O 

FORT  WORTH,  Texas,  Nov.  5.  1981— Pengo  Industries, 
Inc.  (Fort  Worth)  today  announced  preliminary  unaudited 
operating  results  for  its  quarter  and  year  ended  September 
30,  1981,  respectively.  Revenues  were  record  highs  of 
$67,000,000  and  $182,000,000  for  the  quarter  and  year 
ended  September  30, 1981,  respectively,  which  represents  a 
155  percent  and  100  percent  increase,  respectively,  over  the 
same  periods  in  1980.  Approximately  $14,000,000  of  the 
fourth  quarter  revenues  were  attributable  to  companies 
acquired  by  Pengo  in  the  quarter  ended  September  30, 
1981.  Net  income  for  the  quarter  and  year  ended  September 
30,  1981  were  also  record  highs  for  the  company. 

Net  income  for  the  quarter  ended  September  30,  1981 
was  $5,596,000  or  $.62  per  share  based  on  9,090,000 
weighted  average  common  shares  outstanding  compared  to 
net  income  of  $1,028,000  or  $.17  per  share  based  on 
6,094,000  weighted  average  common  shares  outstanding  in 
the  same  period  of  1980.  Net  income  for  the  year  ended 
September  30,  1981  was  $15,812,000  ($2.10  per  share  on 
7.543,000  weighted  average  shares)  compared  to 
$4,748,000  ($.80  per  share  on  5,916,000  weighted  average 
shares)  for  1980. 

The  Company  attributed  the  improved  operating  results 
for  the  year  to  a  strong  performance  by  each  of  its  five 
business  segments,  but  primarily  to  its  petroleum  related 
segments.  The  petroleum  equipment  manufacturing  seg- 
ment led  the  Company  in  operating  profits  and  experienced 
significant  increases  in  its  non-destructive  tubular  testing 
equipment  and  power  tong  lines  of  business.  The  petroleum 
equipment  manufacturing  segment  recorded  an  increase  in 
revenues  of  85  percent  over  that  of  the  preceding  year. 
Operating  profit  increased  181  percent  over  that  of  the  prior 
year.  The  petroleum  services  and  tools  segment  experienced 
a  148  percent  increase  in  revenues  during  1981.  Operating 
profit  increased  241  percent  over  that  of  the  prior  year. 

During  1981,  the  company  spent  approximately 
$3,600,000  on  research  and  development  primarily  for  the 
development  of  new  wireline  products  and  services. 
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Following  is  a  summary  of  the  unaudited  operating 
results  for  the  three  month  period  and  fiscal  year  ended 
September  30, 1981  compared  to  the  same  periods  in  1980. 

PENGO  INDUSTRIES,  INC. 

(In  thousands,  except  per  share  amounts) 


Three  Months 

Year 

Periods  Ended  9-30 

1381 

1980(A) 

1981 

1980(A) 

Net  revenues 

$67,071 

$26,256 

$182,151 

$90,864 

Costs  and  expenses 

60,102 

24,437 

162,276 

84.012 

Income  bet.  taxes 

6,969 

1,819 

19,875 

6,852 

Prov.  for  inc.  taxes 

1,373 

791 

4,063 

2,104 

Net  income 

$  5,596 

$  1,028 

$15,812 

$  4,748 

Weighted  average 

shares  outstanding 

9,090 

6,094 

7,543 

5,916 

Net  inc.  per  share 

$  .62 

$  .17 

$  2.10 

$  80 

Net  income  per  share 

assuming  full 

dilution 

$  58 

J  .16 

$  1.94 

$  74 

(A)  Restated  for  acquisitions  accounted  for  as  poolings  of  interests. 

Pengo  is  engaged  in  providing  a  variety  of  services  to  the 
petroleum  industry  which  include  oil  and  gas  well  comple- 
tion, workover  and  wireline  services,  oilfield  fluid  trucking 
and  tank  rental,  oilfield  tubular  inspection,  and  in  manu- 
facturing and  marketing  equipment  for  the  petroleum  in- 
dustry. Pengo  also  manufactures  explosives,  earth-boring 
augers  and  blends  and  packages  bulk  chemicals. 

(Contact:  Larry  M.  Yurcho,  Financial  Vice  President  and 
Treasurer  of  Pengo  Industries  at  P.O.  Box  40530,  Fort  Worth, 
Tex.  76140,  or  phone  (817)  293-7110.) 


RALEIGH  ENERGY  CORP.  V 

VANCOUVER,  B.C.,  November  19,  1981— The  following 
information  has  been  released  by  Raleigh  Energy  Corp. 
(VSE:  RLE)  which  holds  a  21.25  percent  W.I.,  Clear  Mines 
Ltd.  (VSE:  CEE)  also  with  a  21.25  percent  W.I.,  and  Cresent 
Mines  Ltd.  (VSE:  CRS)  with  a  10.00  per  cent  W.L 

Re:  five  well  preliminary  summary  on  the  proposed  forty 
well  drilling  program  in  Ashtabula  County,  Williamsfield 
Township,  Northeast  Ohio,  USA. 

To  date  the  companies  have  drilled  six  wells  of  a 
proposed  forty-plus  well  drilling  program.  The  seventh  well 
will  be  spudded  by  November  25,  1981  and  drilled  to  total 
depth  by  the  end  of  November. 

The  following  is  a  summary  of  resreves  prepared  by  Mr. 
Barry  Whelan,  President  of  Exchequer  Energy  Inc.,  the 
operator  of  the  venture.  Presently  the  Standford,  Fuller  and 
Eastlake  Wells  are  producing  intermittentally  at  the  rate  of  6 
to  7  bbls  per  hour  per  well. 


SUMMARY  Of  RESERVES 

Pay 

Porosity 

Gas 

Oil 

G.I.P. 

O.I.P 

(feet) 

(pet) 

(pet) 

(pet) 

(cu.  ft.) 

(bbls) 

Eastlaw  #1 

Clinton 

48 

7.9 

45 

28 

281MM 

299,532 

Medina 

5 

5.9 

44 

29 

21MM 

24,134 

— SHIPPING  OH. 

I'srloni  #1 

35 

6.4 

60 

9 

222MM 

56,873 

6 

2.3 

59.3 

35.1 

13.5MM 

13,665 

—SHIPPING  OIL- 

Fuller  #1 

Clinton 

57 

8.5  18.2 

48.4 

145MM 

661,540 

Medina 

7 

7.8  22 

47.5 

198MM 

73,165 

— SHIPPING  OIL- 

Flack  #1 

Clinton 

47 

7.7  22.5 

41.3 

134MM 

421.654 

Medina 

8 

7.2  49.5 

22.8 

46.9MM 

37,049 

White  #1 

Clinton 

43 

9  45.3 

36.5 

289MM 

398,492 

Medina 

5 

9.5        0  00 

70.0 

0.00 

93,802 

Five  Well  Total 

1,172.8 

2.079,906 

bsted  above  are  the  preliminary  estimates  of  reserves  for  the  wells  drilled  to 

date.  This  is  based  on  one  spacing  unit  per  well,  ie:  40  acres  per  well 

(Contact:  James  W.  McLeod,  President,  Raleigh  Energy 
Corp.,  400-905  W.  Pender  St.,  Vancouver,  B.C.  V6C  1L6. 
Phone:  (604)  669-6731.) 


SAXON  OIL  O 
ANNOUNCES  THIRD  QUARTER  EARNINGS 

DALLAS — Saxon  Oil  Company  today  announced  revenues 
of  $15,470,027  for  the  three  months  ended  September  30, 
1981,  up  from  $10,301,803  for  the  same  period  last  year. 

Revenues  for  the  nine  months  ended  September  30, 
1981,  were  $52,029,126  versus  $26,283,322. 

Net  income  for  the  third  quarter  of  1981  was  $583,879, 
or  $.03  per  share  on  21,141,346  average  shares  outstand- 
ing compared  with  $1,244,120,  or  $.12  on  10,000,000 
average  shares  outstanding  in  1980.  For  the  first  nine 
months  of  1981,  net  income  was  $1,135,961,  or  $.05  per 
share,  versus  $4,058,969,  or  $.41  per  share  during  the 
same  time  period  of  1980.  Per  share  earnings  and  weighted 
average  shares  outstanding  applicable  to  1980  have  been 
restated  to  give  effect  to  a  100  percent  stock  dividend 
declared  in  August,  1981. 

Net  income  was  affected  by  the  Company's  expanded 
drilling  activities,  which  have  required  a  larger  professional 
staff  and  increased  debt  levels  in  periods  of  extremely  high 
interest  rates. 

Following  are  comparative  summarized  financial  results 
of  Saxon  Oil  Company  for  the  three  and  nine  months  ended 
September  30,  1981  and  1980. 


9  mos  ended  Sept.  30 
1980 


$26,283,322 
$  4,058.969 


.41") 


3  mos  ended  Sept.  30 
1981         1980  1981 

Operating 

revenues  $15,470,027  $10,301,803  $52,029,126 
Net  income  $  583,879  $  1.244.120  $  1,135,961 
Earnings  per  share, 

based  on  average  shares 

outstanding    $  03  .12(1)  05 

Weighted  average  common 
shares  out- 
standing      21,141,346  10,000,000(1)  21,079,770  10,000,000(1) 

Note;  (1)  Reflects  adiustments  for  two-for-one  stock  dividend  in  August,  1981 

(Contact:  J.  Michael  Muckleroy,  Sr.  Vice  President,  Inves- 
tor Relations,  Saxon  Oil  Company,  1300  Diamond  Shamrock 
Tower,  Dallas,  Texas  75201.  Phone:  (214)  745-1300.) 
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when  they  reach  for  Forbes.  It  will 
pay  you  to  get  all  the  facts. 
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Sarah  Madison 
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60  Fifth  Avenue 
New  York,  NY  10011 
Phone:  (212)  620-2371 


Commodities 


MONEY  &  INVESTMENTS 


If  we  are  entering  a  deflationary  period, 
commodity  speculators  must  learn  to 
trade  as  bears  as  well  as  bulls. 

THE  FAST  BUCK: 
SELLING  SHORT 


By  Stanley  W.  Angrist 


You  don't  have  to  know  many  com- 
modities traders  to  learn  that  for  the 
most  part  they  trade  from  the  long 
side.  This  fact  has  always  struck  me 
as  curious.  Why  do  most  traders 
spend  their  careers  looking  only  for 
higher  prices,  leaving  the  short  side 
to  supposed  professionals  and  hedg- 
ers?  After  all,  somebody  had  to  sell 
that  long  position  to  the  bulls,  and 
whoever  did  was  presumably  look- 
ing for  lower  prices. 

Surely,  one  of  the  reasons  the 
small  trader  is  predominantly  bull- 
ish has  to  do  with  the  inflationary 
price  spiral  we  have  been  in  since 
1972.  Given  the  tendency  of  traders 
to  expect  events  of  the  recent  past 
to  happen  again,  most  of  them  are 
conditioned  to  expect  higher  prices 
and  thus  their  trades  are  made  with 
this  expectation. 

There  is  now  some  evidence  that 
the  long  period  of  inflation  may  be 
ending.  Those  who  follow  Kondra- 
tieff  wave  theory  (Forbes,  Nov.  9) 
see  signs  that  a  major  top  in  com- 
modities prices  could  be  forming. 

If  we  are  entering  a  deflationary 
period,  commodities  speculators 
must  learn  to  trade  as  bears.  Many 
traders  say  they  don't  like  to  go 
short  for  fear  of  being  "caught  in  a 
squeeze."  Squeezes  occur  so  infre- 
quently as  to  make  that  worry  all 


Stanley  W.  Angrist  is  a  professor  at  Carnegie- 
Mellon  University  ana"  the  author  of  Sensi- 
ble Speculating  in  Commodities. 


but  needless.  The  same  trader  who 
says  he  can't  go  short  because  of  the 
fear  of  a  squeeze  never  seems  to 
worry  about  being  caught  in  a  mas- 
sive and  devastating  selloff. 

Bear  markets,  for  the  most  part, 
move  with  fewer  corrections 
against  the  major  trend  than  do  bull 
markets.  Bull  markets  that  take  a 
year  or  longer  to  establish  will  often 
correct  themselves  in  a  matter  of 
weeks.  Look  at  the  bull  move  in 
sugar  (below)  that  started  in  the  fall 
of  1979,  reaching  its  peak  a  year 
later  in  the  fall  of  1980.  In  five 
weeks  it  gave  up  about  40%  of  its 
hard-earned  gain,  and  by  May  1981 
it  had  given  up  all  but  5  cents  of  the 


Soured  sweet  tooth 

Sugar  took  a  long  time  to  reach  its 
top  but  only  a  few  weeks  to  give 
back  more  than  half  of  its  gain. 

Cents  per  pound 

45 

40 

35 

30 

25 

1 

20 

It 

1                   1  1 

79                 '80  '81 

Source:  N.  Y.  Coffee.  Sugar  e>  Cocoa  Exchange 

35-cent  price  rise.  Thus  a  buyer  who 
might  have  waited  a  year  to  realize 
his  full  gain  could  have  realized  half 
the  same  gain  in  less  than  six 
weeks.  The  final  leg  of  that  great 
bull  move  that  took  four  months  to 
develop  was  destroyed  in  only  a  lit- 
tle more  than  five  weeks. 

Novice  speculators  may  try  to  an- 
ticipate the  end  of  a  bull  move  by 
selling  into  the  strength,  hoping  to 
sell  at  the  very  top.  They  will  not  be 
successful,  but  they  will  never  stop 
trying.  The  final  phase  of  most  bull 
markets  is  always  volatile.  Prices 
move  wildly  higher  going  beyond 
the  objective  of  even  the  most  hys- 
terically bullish  participant.  Limit 
moves,  both  up  and  down,  become 
commonplace.  Volume  expands  tre- 
mendously. These  air  pockets  in 
prices  occur  as  large  traders  attempt 
to  dispose  of  their  holdings. 

Finally,  the  market  collapses  as 
commercial  demand  is  satisfied  and 
speculative  buyers  rule  out  the  de- 
cline as  a  technical  correction.  The 
market  stabilizes,  but  the  rally  fails 
to  take  prices  to  new  highs.  It  is  this 
failure  to  achieve  new  highs  that 
should  signal  the  intelligent  trader 
to  begin  his  bear  market  operations. 

If  you  are  short  the  market,  it  is 
sometimes  helpful  to  keep  looking 
for  prices  lower  than  what  anyone 
expects.  By  the  way,  bear  markets 
end  in  a  completely  different  way 
than  do  bull  markets.  Whereas  bull 
markets  end  in  fireworks,  bear  mar- 
kets just  go  to  sleep;  look  again  at 
the  sugar  chart  at  left. 


Bellies  versus  hogs  again 

Some  of  you  might  have  been  able 
to  put  on  the  trade  I  recommended 
in  the  Sept.  28  issue  of  long  Febru- 
ary bellies/short  February  hogs.  The 
spread  easily  hit  my  objective  of  an 
18-cent  premium  of  bellies  over 
hogs  in  late  October.  I  would  now 
look  to  reverse  that  trade  using  the 
July  contract.  History  indicates  that 
after  mid-November  bellies  start  to 
lose  their  premium  to  hogs.  There- 
fore, I  would  buy  July  hogs/sell  July 
bellies,  with  a  premium  of  at  least 
1,800  points  to  the  bellies.  I  would 
risk  no  more  than  $1,000  per 
spread.  I  would  look  for  at  least  a 
1,000  point  (about  $3,400  per 
spread)  narrowing  in  the  spread. 
The  margin  on  this  spread  is  about 
$2,500.  Beware,  this  is  a  relatively 
high-risk  trade.  ■ 
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UTILITIES 
COMPANY 


COMMON  STOCK  DIVIDEND 

The  Board  of  Directors  has 
declared  a  regular  quarterly  divi- 
dend of  47  cents  per  share  on 
the  common  stock  of  the  Com- 
pany, payable  January  4,  1982 
to  shareholders  of  record  at  the 
close  of  business  December  11, 
1981. 

R.  E.  FONVILLE 
Secretary 

Dallas,  Texas 
November  20,  1981 


Electric  Utility  Subsidiaries: 

Dallas  Power  &  Light  Company 
Texas  Electric  Service  Company 
Texas  Power  &  Light  Company 


THIS  IS  THE 
INTERNATIONAL 
YEAR  OF 
DISABLED 
PERSONS. 
IS  THIS  THE 
YEAR  YOU  GET 
INVOLVED? 

For  information 
on  how  to  join  a 
volunteer  group  in 
your  area,  call  the 

office  of  your 
mayor  or  county 
commissioner. 


U  S.  Council  for  the  International 
Year  of  Disabled  Persons. 


1L  M6PELtf3 

Ristorante  Italiano 

FORBES,  NEW  YORK  TIMES 
AND  GOURMET 

1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310  . 


MEXICAN  INVESTMENTS? 

Do  you  have  Mexican  investments  or  bank 
deposits?  Interested  in  the  outlook  for  the 
peso?  You  should  be  reading  MEXLETTER. 

For  a  free  copy  write:  MEXLETTER, 
Aodo.  1335,  Mexico,  D.F.,  06000,  Mexico, 
or  call  905-511-5470. 


Psychology  &  Investing 


Is  there  a  crucial  link  between  lagging 
auto  sales  and  mushrooming  defense 
expenditures?  Many  investors  think  so. 

THE  RUSSIA 
FACTOR 


By  Srully  Blotnick 


Usually  when  I  do  a  survey,  I  get  to 
ask  the  questions.  But  for  the  past 
six  months  some  of  the  wealthiest 
and  most  sophisticated  investors  I 
monitor  have  repeatedly  been  turn- 
ing the  tables  on  me.  They  didn't 
want  to  talk  about  what  I  wanted  to 
discuss;  they  wanted  to  talk  about 
the  Soviet  Union.  Alerted  to  this 
unusual  preoccupation  with  foreign 
affairs,  I  circulated  a  lengthy  ques- 
tionnaire on  the  subject,  one  that 
allowed  current  replies  to  be  com- 
pared with  previous  ones.  The  re- 
sponses startled  me.  Normally  con- 
cerned almost  entirely  with  domes- 
tic issues,  a  substantial  number  of 
investors  now  regard  relations  with 
the  Soviet  Union  as  Topic  A.  In 
their  view,  it  is  a  major  mistake  for 
attention  to  be  focused  solely  on 
domestic  economic  factors  when 
attempting  to  assess  the  outlook  for 
either  the  U.S.  economy  or  stock 
market.  "It's  too  provincial,  too  nar- 
row an  approach,"  said  an  electron- 
ics executive  in  the  Boston  area. 
"One  day  we  could  wake  up  and 
find  out  we've  been  looking  in  the 
wrong  place  for  explanations  of 
what's  happening  to  us." 

The  fear  is  that  our  obsessive  con- 
centration on  the  level  of  interest 
rates,  supply-side  versus  demand- 

Dr.  Srully  Blotnick  is  a  practicing  psycholo- 
gist and  autlx>r  of  Getting  Rich  Your  Own 
Way  and  Winning:  The  Psychology  of  Suc- 
cessful Investing. 


side  economic  policies,  budget  defi- 
cits, credit  demand,  retail  sales,  in- 
flation and  unemployment  rates 
will  blind  us  to  what  the  Russians 
are  doing.  Since  the  U.S.S.R.  is  ac- 
tive in  so  many  areas  around  the 
globe,  and  in  every  one  of  them  is 
viewed  by  these  investors  as  taking 
actions  that  could  prove  enormous- 
ly detrimental  to  us,  they  fear  the 
potential  impact  on  their  entire 
range  of  investments. 

I  asked  them:  "Will  falling  inter- 
est rates  lead  you  to  view  the  stock 
market  more  favorably?"  Much  to 
my  surprise,  many  replied,  "No."  As 
an  attorney  in  Houston  put  it:  "I'm 
worried  about  Russia — more  than 
ever.  I'm  better  off  right  now  to  play 
it  safe,  I  think,  and  leave  my  extra 
cash  in  money  funds  and  CDs, 
short-term  stuff.  That's  where  I 
want  to  be  when  we  and  the  Rus- 
sians get  into  another  'little'  war  in 
somebody  else's  country." 

Especially  in  the  last  few  weeks, 
uneasiness  about  the  topic  has 
grown  significantly  because  of  Da- 
vid Stockman.  What  has  the  direc- 
tor of  the  Office  of  Management  & 
Budget  got  to  do  with  foreign  poli- 
cy? Just  this:  The  Stockman  episode 
magnified  what  these  investors 
consider  an  already  excessively 
limited  focus  by  the  nation  on  do- 
mestic power  squabbles.  The  media 
may  gossip  heatedly  about  Stock- 
man's indiscretions  and  about  the 
$1,000  "thank-you"  Richard  Allen 
received,  but  that's  not  what's  on 
these  investors'  minds.  They  are 
aware  that  an  excuse  isalways  found 
during  the  President's  first  year  in 
office  to  end  the  honeymoon.  They 
suspect  that  the  disputes  are  largely 
irrelevant,  and  serve  merely  to  pre- 
vent us  from  seeing  what's  looming 
on  the  horizon:  a  hungry — and 
scared — Red  Bear.  "We  haven't 
been  able  to  get  the  Soviets  out  of 
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'! Afghanistan  or  out  of  Cuba,"  a  man- 
ufacturer in  San  Diego  commented 
i  acidly.  "What  makes  anyone  think 
I  we're  going  to  have  better  luck  with 
the  nuclear  missiles  they  have 
i, aimed  at  Western  Europe?" 

The  fact  that  Soviet  President 
[  Leonid  Brezhnev  has  just  made  his 
| first  visit  to  the  West  since  the  So- 
rt viets  invaded  Afghanistan  in  De- 
cember 1979  is  viewed  as  essential- 
ly meaningless.  "Nothing  will  be  ac- 
complished," the  fellow  in  San 
i  Diego  remarked,  echoing  the  view 
lof  others.  "It's  a  goodwill  visit, 
j that's  all.  I  don't  think  Russia  or 
Reagan  can  reverse  the  arms  build- 
jup  anymore." 

What  is  revealing  and  a  bit  dis- 
turbing is  the  cynical  interpretation 
ho  many  put  on  America's  role  in 
the  affair.  They  think  that  their 
jDwn  country  is  no  longer  even  inter- 
ested in  ending  the  arms  race.  They 
bxplain  in  these  terms: 

When  the  auto  industry  was  in  its 
peyday,  it  was  literally  true  that 
f  'What's  good  for  GM  is  good  for  the 
country."  Now,  however,  with  the 
[auto  industry  in  decline  and  experi- 
encing severe  difficulties,  another 
(industry — defense — has  had  to 
pome  forth  and  take  automotive's 
[place.  The  new  slogan,  therefore,  is 
['What's  good  for  the  Pentagon  is 
[good  for  the  country." 

What  they're  saying,  without  re- 
alizing it,  is  fascinating:  The  suc- 
cess of  imported  Japanese  cars  has 
accidentally  made  the  U.S.  more 
militaristic.  Since  our  economy  can 
no  longer  be  propped  up  by  domes- 
tic auto  sales,  defense  spending  is 
the  only  feasible  alternative. 
;  In  short,  they  see  Reagan  as  fight- 
ing a  losing  battle,  more  because  of 
fapan  and  Russia  than  because  of 
special-interest  groups  in  the  U.S. 
The  private  economy  simply  is  not 
strong  enough  to  allow  the  Presi- 
dent to  achieve  his  goal  of  reducing 
the  government's  staggering  share 
pf  our  GNP  while  building  up  our 
lability  to  defend  ourselves. 

A  heating  up  of  the  arms  race 
between  the  two  superpowers,  then, 
fis  seen  as  inevitable.  We  need  the 
ibusiness — they  need  the  show  of 
[force.  For  the  U.S.,  the  name  of  the 
game  is  profits;  for  the  U.S.S.R.,  it  is 
power.  For  these  investors  that 
means  remaining  cautious,  even  if 
interest  rates  sink  while  the  earn- 
ings of  defense  suppliers  soar.  ■ 
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Flashbacks 


Edited  ByDeroA.  Saunders 


"The  more  things  change.  .  . ." 
Items  from  past  issues  of  Forbes 


ixty  years  ago  in  Forbes 

'rom  the  issue  of  December  24,  1921) 

Here's  a  delightful  Ford  story.  Henry 
iquired  how  many  people  in  Ger- 
nany  subscribed  to  his  weekly. 
Mone,'  he  was  told.  He  gave  impera- 
ive  instructions  to  start  a  vigorous 
ampaign  for  German  subscrib- 
rs.  .  .  .  Then  one  day  Henry  asked 
iigain]  how  many  subscriptions  had 
een  corralled  in  Germany.  'Four/  he 
/as  told. 

"He  exploded.  The  [executive]  re- 
lied that  the  cost  to  a  German  was 
ery  heavy.  He  explained  that, 
hereas  before  the  war  the  cost 
,vould  have  been  only  a  few  marks,  it 
Vas  now  more  than  a  hundred 
narks,  equal  at  the  old  normal  rate  of 
xchange,  to  $25. 

'How  can  that  be  ? '  demanded  Ford, 
-lis  employee  again  explained  that  it 
vas  due  to  the  rate  of  exchange.  'Then 
lave  the  rate  of  exchange  changed!' 
>rdered  Ford,  as  he  stalked  off." 
This  rather  waspish  item  illustrates 
le  distinctly  mixed  views  toward 
ienry  Ford  current  in  the  early  1920s, 
lespite  his  fabulous  success  as  a  self- 
nade  man  openly  hostile  to  "the  in- 
erests."  Here  he  is  portrayed  as  an 
gnorant  boob  who  cannot  understand 
hat  the  exchange  rate  is  not  suscept- 
ble  of  manipulation  even  by  a  man  of 
lis  wealth. 

'The  Federal  budget  for  the  fiscal  year 
nding  June  30,  1923 — the  first  to  be 
ompiled — shows  estimated  expendi- 
ures  of  $3.5  billion,  a  decrease  of 
462.2  million  as  compared  with  the 
iscal  year  1922,  and  a  reduction  of  $2 
illion  from  1921.  The  largest  single 
tern  is  $975  million  interest  on  public 
ebt,  only  $25,000,000  less  than  total 
overnment  expenses  before  the  war. 
he  estimate  for  the  Army  and  Navy 
s  $801.6  million,  a  reduction  of  $66.3 
illion  as  compared  with  1922,  and 
956.4  million  as  compared  with 
1921." 

"The  orgy  of  speculation  in  German 
stock  and  commodity  markets, 
[caused  by  the  precipitate  decline  in 
[the  value  of  the  mark,  culminated  on 
[Dec.  1  in  the  worst  financial  panic 
[ever  experienced  in  Germany.  A  spec- 
itacular  rise  in  the  mark,  based  on  re- 
Iports  of  a  moratorium  and  a  modifi ca- 
ption of  the  reparations  program, 
tcaught  thousands  of  small  speculators 


In  dark  1931,  a  nostalgic  Ford  ad  recalls  the  roll-out  of  the  first  Ford  in  1893 


taking  their  initial  'flyer.'  Stocks  were 
thrown  on  the  market  in  great  vol- 
ume, and  leading  issues  declined  from 
20%  to  40%." 

Fifty  years  ago 

(December  15,  1931) 

"He  who  shoulders  power  shoulders 
peril.  The  American  public  have  lost 
reverence  for  those  occupying  the 
seats  of  the  mighty.  The  prevailing 
opinion  today  is  that  our  leaders  have 
failed  to  lead  successfully.  Many 
are  convinced  that  leaders  have  mis- 
led. .  .  .  Sentiment  is  especially  bitter 
against  'the  crowned  heads  of  high 
finance.'  Industrial  giants  who  ex- 
panded inordinately  and  have  since 
had  to  cast  uncounted  workers  on  the 
streets  do  not  escape  criticism.  The 
New  York  Stock  Exchange  has  proved 
a  magrret  of  popular  ill-will  towards 
everything  typified  by  finance.  And, 
of  course,  the  nation's  Chief  Execu- 
tive is  by  many  held  blamable  for 
most  of  the  country's  woes." 

"The  farmers  of  the  U.S.  go  into  win- 
ter with  at  least  three  assets.  They 
have  roofs  over  their  heads,  food  for 
their  families,  and  feed  for  the  live- 
stock. Perhaps  it  is  necessary  to  make 
an  exception  for  the  last  two  items 
covering  an  area  in  the  northern 
plains  territory.  Up  in  some  of  that 
drought-ridden,  grasshopper-infested 
region  feed  is  scarce,  and  the  not  un- 
common human  ration  of  boiled 
wheat  and  jack  rabbit  is  likely  to  get  a 
bit  tiresome  before  spring.  By  and 
large,  however,  there  is  plenty  to  eat 
for  man  and  beast  this  winter,  and 
that  is  considerably  more  than  could 
be  said  one  year  ago.  .  .  . 


"On  the  score  of  current  supply,  it 
is  impossible  to  explain  the  amazing 
slump  in  prices  since  last  year  in  some 
of  the  important  crops.  It  was  thought 
last  fall  that  prices  of  farm  products 
were  low.  Very  few  persons  could  an- 
ticipate that  this  fall  the  prices  of 
corn,  wheat,  potatoes,  hogs,  and  cot- 
ton to  the  growers  would  be  about  half 
those  of  a  year  ago." 

"The  trend  toward  multicylinder  cars 

and  lower  price  levels  in  1932  is  made 
more  evident  with  every  factory  an- 
nouncement of  new  models,  now 
coming  thick  and  fast.  The  number  of 
8-cylinder  cars  is  legion,  almost  every 
manufacturer  has  something  to  offer 
of  this  type,  and  at  least  five  12s  will 
be  offered.  The  rush  to  produce  16s 
forecast  earlier  this  year  has  not  de- 
veloped. Prices  will  be  moderate  no 
matter  how  many  cylinders,  and  the 
cry  will  be  'More  for  the  money  than 
ever  in  the  history  of  the  industry.'  " 

Twenty-five  years  ago 

(December  15,  1956) 

"House  prices  will  rise  by  about  4% 
next  year,  says  the  National  Associ- 
ation of  Home  Builders.  Because  of 
higher  land  and  building  costs  and  the 
demand  for  more  expensive  homes, 
an  association  survey  of  builders 
showed  that  the  median  price  will  rise 
from  this  year's  $14,700  to  $15,200." 

By  comparison,  new-house  prices 
rose  by  little  if  any  in  this  year's  third 
quarter,  and  have  since  probably  de- 
clined somewhat.  But  the  real  differ- 
ence from  25  years  ago  is  that  the 
average  pric.  at  the  end  of  1981's 
third  quarter  was  $84,000. 
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We  have  no  more  right  to 
consume  happiness  without 
producing  it  than  to  consume 
wealth  without  producing  it. 
George  Bernard  Shaw 


Most  of  the  good  which  men 
endeavor  to  create  is  the 
answer  to  something  good 
which  others  extended  to 
them — work  of  gratitude. 
Hans  Margolius 


Charity  is  a  virtue  of  the 
heart,  and  not  of  the  hands. 
Joseph  Addison 


What  is  called  generosity  is 
usually  only  the  vanity  of 
giving;  we  enjoy  the  vanity 
more  than  the  thing  given. 
La  Rochefoucauld 


Generosity  should 
never  exceed  ability. 
Cicero 


The  value  of  a  man  should 
be  in  what  he  gives  and  not 
in  what  he  is  able  to  receive. 
Albert  Einstein 


Rich  gifts  wax  poor 
when  givers  prove  unkind. 
Shakespeare 


Our  affections  are  our 
life.  We  live  by  them; 
they  supply  our  warmth. 
William  Ellery  Channing 


The  happiest  moments  my 
heart  knows  are  those  in 
which  it  is  pouring  forth 
its  affections  to  a  few 
esteemed  characters. 
Thomas  Jefferson 


How  beautiful  a  day  can  be 
when  kindness  touches  v 
George  Ellison 


Thoughts 

on  the  Business  of  Life 


The  time  to  be  happy  is 
now,  the  place  to  be  happy 
is  here;  the  way  to  be 
happy  is  to  make  others  so. 
Robert  Ingersoll 


Christmas  is  glorious. 
I  love  the  season,  the 
spirit  of  Christmas.  If  your 
heart  is  in  the  right 
place,  it  affords  you 
appropriate  opporti nitty 
to  do  things  for  others,  to 
express  your  good  will,  to  let 
yourself  go  sentimentally 
and  philanthropically. 
B.C.  Forbes 


Like  the  tree,  the  Christmas 
spirit  withers  and  vanishes 
by  January  2. 
William  Feather 


Giving  presents  is  a  talent; 
to  know  what  a  person  wants, 
to  know  when  and  how  to  give 
it,  to  give  it  lovingly  and  well. 
Pamela  Glenconner 


Good  will,  like  a  good 
name,  is  got  by  many 
actions  and  lost  by  one. 
Francis  Jeffrey 


Philanthropy,  like  charity, 
must  begin  at  home. 
Charles  Lamb 


I  need  a  respite,  a  time 
to  express  my  gratitude,  to 
recognize  my  benefits,  to 
know  that  I  am  privileged 
to  be  alive. 
Arthur  Dobrin 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a 
574-page  book  at  $11.95.  Send  check  and 
order  to:  Forbes  Inc.,  60  Fifth  Ave.,  New 
York,  N.Y.  10011.  Add  appropriate  sales 
tax  on  New  York  State  orders. 


To  cultivate  kindness 
is  a  valuable  part  of 
the  business  life. 
Samuel  Johnson 


The  world  is  no  longer 
the  home  of  man.  It  is 
the  material  for  his 
transforming  activity. 

WOLFHART  PANNENBERG 


One  great,  strong  unselfish 
soul  in  every  community  could 
actually  redeem  the  world. 
Elbert  Hubbard 


The  biggest  things  in  life 
are  the  small  kindnesses. 
Frank  Tyger 


A  Text . . . 

I  am  come  that  they 
might  have  life,  and 
that  they  might  have 
it  more  abundantly. 
John  10:10 


Sent  in  by  Mark  Rucker,  Charlotte,  N.C 
What's  your  favorite  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


The  supreme  happiness 
of  life  is  the  conviction 
that  we  are  loved. 
Victor  Hugo 


People  are  happier  at 
Yuletime  because  they 
take  the  milk  of  human 
kindness  out  of  the 
deep  freeze. 
Arnold  Glasow 
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